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Historically there has been great focus on the performance of nonprofits versus
for-profit entities. The literature has included research on variancesiriesal
operational efficiencies, pricing, market penetration, composition of degetie.

However, there is a new category of entity that exists between th#tratihonprofit

and for-profit spectrum. This entity is the nonprofit engaged in social enterprise
activities. Social enterprise is the pursuit of earned income activities. tg,ditlke
research has focused on how these particular entities may vary in theimaederfrom
traditional nonprofits or even for-profits. If research has found differences in nasprofi
versus for-profits could there be differences between social enterprasezatipns and
their traditional counterparts?

There are various items that could be explored such as variances in operational
performance, outcomes, salaries, and others. However, this research exhenined t
differences in financial performance between traditional nonprofit belsdViealthcare
providers and those nonprofit behavioral healthcare providers engaged in social

enterprise activities.



This research uses financial data available from Guidestar and completeygss
from Pennsylvania behavioral healthcare organizations to determine difference
financial metrics.

Linear regression was used to estimate the impact social enterprise hagkoh cur
ratio, days cash on hand, net profit margin percentage, net days in accounts esceivabl
debt ratio, revenue per full time employee, and administrative overheaeh{zeye.

The results of the research did not typically support the hypotheses and the null
was accepted that social enterprise did not lead to better financiahpenfce in these
various metrics. Further research must be conducted to continue to provide resolution to
the ongoing debate of whether social enterprise provides benefits to the digamiza

harm.



ACKNOWLEDGEMENTS

Pursuing a doctorate requires investment of time, an ability to press on in times
of uncertainty, rebounding from failure, self motivation, and of course financial
resources. However, it is not a solo act. There are many who have sacrificechchuch a
have been an ongoing source of inspiration and support. First and foremost | must thank
my husband and daughter who have spent countless hours without me. My husband has
never wavered in his enthusiastic support. | must also thank my parents for rais;ng me
value education, be self motivated, and not shy from a challenge. | must also thank the
Community Guidance Center which has offered a cheering section and finappiaits
| am incredibly grateful to the board of directors who have never questioned the
investment. | am most indebted to Dr. Thomas Nowak who has tolerated my email
assaults, provided counsel, righted my direction, and shown me the light. | have
commented it was great fortune that | selected him to chair my commitebas been
the ideal chair for my personality, irrationality, work ethos, and sense of humust
also thank Dr. Willard Radell and Dr. Alex Heckert who have enriched my resealch a
provided counsel and expertise. | have been most fortunate in having the perfect
committee and it has allowed me to reach my destination happy to have made the

journey.

Vi



TABLE OF CONTENTS

Chapter Page
l. INTRODUCTION . ...ttt e e e e e e e e 1
Problem Statement.. .. PG |
Purpose and Objectlve of thls Study ...................... 5
Research Question... R A
HYPOthesiS. ..o 7
Significance of the Study.............oi i 8
Il. LITERATURE REVIEW.......coiii i e, 10
Introduction.. .10
Defining the Nonproflt ................................................. 10
Behavioral Healthcare... .......ccooooiiii 13
Factors Stimulating Social Enterprise Activities....................15
Possible Effects of Social Enterprise on the Organization........
Organizational Form...............ccooeevin v, 17
Human ReSOUrCes...........cooiiiiiiiiien e 17
Market Orientation...........c.cocveiieve v ieennns 19
Benefits of Market Orientation............. 20
Operational Performance....................coumen.. 22
Financial Resources.............ccooevviiieinnnnn. 23
Impact on Donations.......e.cooevveieineinann e, 24
Summary of Impact on Donations.................. 26
Focus on Financial Performance.......cccvcvn.... 26
Measuring Financial Performance.................. 27
Behavioral Healthcare and Social Enterprise................... 28
Theoretical Placement for this Research..........cc.e........ 29
Summary of Theory..........covoiiiiiiiiiiiiienenes 34
Literature Review SUMmMary..........cccooevvvviienvenieniennnn. 35
Research Question and Hypothesis...............cccoviiiei i, 36
1. METHODOLOGY ...ttt et e e e 38
Introduction.. . 38
Research Methodology e 38
Research Units.........cooooi i 39
Data Collection.. ..40
Modification of Research ..................................... 41
Variables and Definitions.............cooo il 42
Independent Variable.................ccceevveiineennn 44
Dependent Variables...........c.cccoioiiiiiiiennnnn 44

vii



Liquidity RatioS.........ccoviiiiiiiie e 45
Profitability Ratios.......................ceevveeen.. 46
Debt Ratio.......cocvvveviiiiiii e AT

Activity Ratio........cccovii i, 48
Control Variables...........ccooviiiiiiiii e 48
CEO TENUIe....c.iie it 49
CEO Education.............coviiiiiiiiiiine e 49
Total Programs............cooiiiiiiiiiiiiici e e 49
Total Full Time Equivalent Employees............ 50
Organizational Age............ccoveiiiiiiennnnn. 52
Accreditation.............ccoieiiiii i B2
Licensing Region...........cccoovviiiiii i, 53
Geographic Region Type... eern.. D3
Economically Dlsadvantaged Percentage
for Reglon .............................................. 54
Univariate Analysis... PP o 7
Bivariate Correlatlons . PRI - 13
Modification of Control Varlables .................................. 56
Data Analysis... .. PP <1 ¢
Summary of Methods Chapter ........................................ 57
V. FINDINGS. ...t e e e e 58
Introduction.. PPN - 1o
Descriptive Statlstlcs RPN o < |
Liquidity Models..........coveiiiii e 62
CUIrent RALIO. ... e e 63
Days CashonHand..............coveecee i vi i, 67
Profitability Models. ... 69
Net Margin Percentage..........cccevviiviiiiiiiecneennnn. 69
Revenue Per Full Time Equivalent Employee....... 72
Administrative Overhead Percentage.................. 77
Debt Ratio Model..........c.ooo i 81
ACHIVIEY RALIO......i e e e 83
Summary of Findings... " D o ¢
Additional Exploration of the Data ................................... 87

V. DISCUSSION......iiiii 00 93

Introduction.. PP * 1<
Review of Hypotheses ............................................... 93
Review of Control Variables.............co.cooii i e 98
Review of Independent Variable...................cocooi e, 101
Methodological Limitations..................ccevviveeeennnn.. .. 101
Review of FINdINGS......co v 105

viii



Future ReSearCh.......covi et e e e e e 110
CONCIUSION . . e e e e e e e e 112

REFERENCES.........co e 114

APPENDIX A — SURVEY INSTRUMENT ..., 123

APPENDIX B — INFORMED CONSENT FORM......................129



Table

10

11

12

13

14

15

LIST OF TABLES

Page
DeSCrPtive STatiSTICS. .. v et et 62
Current Ratio Model Summary for Western Region..................... 63

Variable Contributions and Correlations for Social Enterprise and
Current Ratio for Western Region..........cccoviiiiiicie e, 65

Days Cash on Hand Model Summary for Western Region................. 67

Variable Contributions and Correlations for Social Enterprise and
Days Cash on Hand for Western Region...........c..cccvvvieiie e e veneenn, 68

Net Profit Margin Percentage Model Summary for Western Region70...

Variable Contributions and Correlations for Social Enterprise and
Net Profit Margin Percentage for Western Region.......................71.

Revenue Per Full Time Equivalent Model Summary for
WESEEIN REGION. .. ...ttt et et e e e e e e eneee e (3

Variable Contributions and Correlations for Social Enterprise and
Revenue Per FTE for Western Region.............covciiiiiiiiiiiiineinnns 74.

Revenue Per Full Time Employee Model Summary for Western Region
Without QULHErS.........oiiii e e 1D

Variable Contributions and Correlations for Social Enterprise and
Revenue Per FTE for Western Region Without Outliers............... 76..

Administrative Overhead Percentage Model Summary for
WeESEerN ReQION.......cuiieie it et i ee e e ie e ee e aeeneeneenn DT

Variable Contributions and Correlations for Social Enterprise and
Administrative Overhead Percentage for Western Region................... 78

Administrative Overhead Percentage Model Summary for
Western Region Without Outliers............ccccoveivi i 29

Variable Contributions and Correlations for Social Enterprise and
Administrative Overhead Percentage for Western Region



16

17

18

19

20

21

22

23

24

25

Without OQULlIer ... e .80

Debt Ratio Model Summary for Western Region........................ 81..

Variable Contributions and Correlations for Social Enterprise

and Debt Ratio for Western Region............ccovviiiiiiiieiie i e 82

Net Days in Accounts Receivable Model Summary for Western Region...84

Variable Contributions and Correlations for Social Enterprise and

Net Days in Accounts Receivable for Western Region....................

Total Revenue Model SUMMary........ccooiiiiiiii i e

Variable Contributions and Correlations for Social Enterprise
and Total REVENUE. ...t e e e e e e e

FTE'S Model SUMMaAIY ... ..o et e e e et

Variable Contributions and Correlations for Social Enterprise

AN FTE S i e e e e 90

Gross Profit Margin Model Summary...........ccociiii i,

Variable Contributions and Correlations for Social Enterprise
and Gross Profit Margin..........cooveoe i e e e e

Xi



CHAPTER |
INTRODUCTION

Social enterprise is the pursuit of entrepreneurial activities to achexaa
mission. Social enterprise may include a variety of activities such aswatgm
economic development, profit generating activities in a nonprofit organizationdlgat m
or may not be related to the organization’s services, and collaboration with private
industry (Gray, Healy, & Crofts, 2003). A nonprofit charging a fee for its s
those who have an ability to pay is also defined as social enterprise. Other social
enterprise activities might involve staff and client resource basettias. For example
an organization might use mental health counselors to conduct corporate seminars on
stress management. Nonprofits may also capitalize on soft or hard askeds sental
of unused space or allowing its name to be utilized in the selling of products. Regardles
of the type of activity, social enterprise activities are also casgbas being “mission
related” or “non-mission related”. These two classifications aredoagon whether the
endeavor aligns with the organizational mission such as employment of mentall
physically challenged individuals in nonprofit owned second-hand clothing stanes. T
mission of the social enterprise activity may not align with the organization. F
example, a community mental health center may rent commercial retaittyrtupa
lessee.

Massarsky (2006) views the social enterprise movement as reachice oneiss
as a social movement in 2000 when the Pew Charitable Trust Foundation, Yale School of
Management and the Goldman Sachs Foundation on Nonprofit Ventures collaboratively

engaged in a survey on enterprise activities in the nonprofit sector and sponsored a



business planning competition. They found that nonprofits were widely considering or
actively using social enterprise. Overall the results of the survey wenessiwg as the
high level of earned income or social enterprise activity in the nonprofardead not
been anticipated. Organizations who included a broad range of nonprofits including arts
and humanities, religious entities, housing and shelter, and other human service providers
reported significant byproducts from their social enterprise activitlesse byproducts
included enhanced public image, increased donations, and better services and program
delivery. However, critics of this research have noted that sampling techmgue not
employed and organizations may have chosen to respond based upon their success with
social enterprise activities.

The social enterprise movement has gained momentum. Funders have been quick
to embrace start up funding for something that will ultimately be self augiai Some
social enterprise organizations have been highly publicized and include the Greyston
Bakery that employs individuals who struggle to gain employment or the Delatmeey S
Foundation which has rehabilitated thousands of drug addicts through multiple
enterprises (Kleiman & Rosenbaum, 2007). Some organizations have developed as a
result of social enterprise including the Social Enterprise Alliance, Gomntyr\Wealth
Ventures, Akosha, and the Roberts Enterprise Development Fund (REDF). Major
educational institutions have also embraced the social enterprise movenagmbrddtas
the Stanford Social Innovation Review~ a quarterly journal. Duke University,
University of Columbia, Yale and Harvard have all created dedicated protjreough
their business schools (Kleiman & Rosenbaum, 2007). Gregory Dees, Lesterraloma

Burton Weisbrod, and Dennis Young all are nationally recognized “experts” on social



enterprise. Foundations devote funding to social enterprise start ups. Major Buaters
as Goldman Sachs, the Pew Charitable Trust and the Kauffman Foundation embrace
social enterprise funding and encourage nonprofits to develop social enterprise. Man
nonprofits face great pressure to adopt entrepreneurial activitiesisyabt always clear
whether or not this pressure is justified.

Nonprofits engage in social enterprise typically to enhance revenue or impact
mission (Massarsky, 2006). However, some research has found that an overwhelming
percentage of social enterprise organizations (71%) are unprofitable agdathavithin
their first five years. Research has also shown that social enterpgsideaddo mission
drift and less service delivered to the original recipients of serviceddé&ha& Foster,
2005). Social enterprise is still in its infancy and the repercussions of enthsacial
enterprise must be clarified.

Problem Statement

Scholars have mixed opinions about the positive and negative aspects of social
enterprise. Many argue that social enterprise encourages organizataniity,
innovation, and stability. Others perceive it as a serious detriment to thalolearit
mission of the social sector. These critics contend that social enterpridsplace the
nonprofit’s mission as they focus on commercial pursuits (Backman & Smith, 2000).
Others believe that social enterprise can bring much needed revenue to aratoyani
that can help support the core mission.

Because social enterprise may be a viable means of addressing thasthestsue
nonprofits place at the core of their mission (poverty, mental illness, subsharses a

etc.), it is important to ascertain the effects of social enterprise upongsiermand



performance. Zimmerman and Dart (1998) argue that social enterprisgeaschave

both intended and emergent outcomes within the nonprofit organization. The intended
outcomes are to boost financial security and increase independence. Otheesut@ym

have “unintended consequences” such as a change in organizational focus, orgdnizationa
culture, or redefining the types of clients the organization seeks to serve.

How does social enterprise affect the organization? Does social enterpaitge ¢
an organization that looks distinctly different than its counterparts without socia
enterprise?

To focus this research, | will restrict my study to nonprofit outpatient menta
health and drug and alcohol organizations. For purposes of this research, behavioral
healthcare providers are defined as those outpatient mental health treatiiéetfas
well as outpatient drug and alcohol treatment facilities. It is not unusual toléntiese
two types of providers under the umbrella of “outpatient behavioral healthcassty M
professional organizations categorize both entities under the same umbrédict. these
services fall under the same governmental oversight body— the Substance Abuse and
Mental Health Services Administration.

A growing number of substance abuse and behavioral healthcare providers pursue
earned income activities through social enterprise. | am primardgested in how such
organizations may look different from their traditional nonprofit counterparts.

Social enterprise requires entrepreneurial qualities and places an sngohas
earned income. Many nonprofits engage in social enterprise in order to impriove the
bottom line. With social enterprise there suddenly is an increased focus on financial

performance. Are revenues increased? Is the bottom line improved? What i the uni



cost of our product? What will be our price for this service or product? While ésanc
must be in order for any nonprofit to persist — they may not be the focus of the
organization. Organizations with social enterprise may need more “busindissasti
“business” focus on financial performance. Does this focus on financial perfm@man
trickle over into other areas of the nonprofit organization? Are there differentiee
financial performance of social enterprise organizations versus thirainal nonprofit
counterparts? Neither prior research nor existing literature has aassverh questions
in detail. Answers to such questions may resolve debates within the nonprofit sector
regarding the negative or positive benefits of social enterprise and mag éxtgond the
field of behavioral healthcare.

Purpose and Objective of this Study

The purpose of this study is to determine if there are differences in theidinanc
performance of those traditional nonprofit behavioral healthcare providers and those
nonprofit behavioral healthcare providers who engage in social enterprisgesctivihe
primary objective is to ascertain how social enterprise activitiesdntipa financial
health of an organization through asset management, debt management, revenue
enhancement, and expense control.

Throughout this research | use many financial metrics that are prewatae
for-profit sector but less widely utilized in the nonprofit sector. It is ingmbrto
recognize that many of these metrics are somewhat adapted or modifise feithin
the nonprofit sector. For example, many metrics incorporate inventory valuattbims w
their computations or incorporate or disallow income taxes. The behavioral healthca

industry is a service industry that generally will not have inventory to consideay



income taxes. Additionally, many of these metrics are utilized by outsitdesiar
determine the feasibility of investing in an organization. Nonprofits do not distribute
their earnings to shareholders. Nonprofits, while being financially sound, are judged b
external parties on their ability to fulfill their mission. Therefore,arit such as net
profit margin which is a key indicator of for-profit performance has atigltered
meaning and application for nonprofits. The use of the word “profit” in a nonprofit world
has an entirely different connotation than in a for-profit organization. In my paéisent
of financial statements | generally do not note our organization’s “profitshbtdad
note our “revenues in excess of expenditures”. Additionally, while a profit migrgi
desirable, an excessively high profit margin becomes questionable. Anpaodin
percentage which is derived by dividing net profits by total revenue can dasisa
industry benchmark. However in the nonprofit realm exceeding this benchmark can be
construed as sacrificing mission in pursuit of profits. Exceeding findneredhmarks is
generally viewed as admirable in a for-profit but may be criticiazébde nonprofit sector.
The reader should note that | have pursued my research with a position that
healthy financial metrics are favorable and have not taken the positiextegtionally
positive financial metrics represent a sacrifice of mission.

There has been extensive research exploring differences in finantoaimzerce
between nonprofits and their for-profit counterparts. This literature hatedeta
differences in financial performance, market penetration, operatiditateties, and
client satisfaction. Social enterprise is a relatively new phenomenon in the monprof
sector and has created organizations that operate between the foragrofingrofit

realm. The literature to date has debated whether mission drift occunsohidsred the



increased adoption of social enterprise, or has explored the types of leadership that
engage in social enterprise. Little literature exists which explaeshybrid nonprofits
vary from traditional nonprofit counterparts. This dissertation will augmentlsocia
enterprise literature and illuminate discussions about the financial peniceroathose
nonprofit behavioral healthcare providers engaged in social enterprise teisus
traditional nonprofit counterparts.
Research Question
The research question for this study is: Are there differences in fihancia
performance between traditional nonprofit outpatient behavioral healthcare pscvidie
nonprofit outpatient behavioral healthcare providers who engage in social enterprise?
Hypothesis
My general hypothesis is:
H1: Social enterprise will have a positive effect on the financial perforenaire
nonprofit behavioral healthcare provider.
More specifically, | argue that:
Hla: Nonprofit behavioral healthcare providers who engage in social enterpkise wil
have a higher current ratio than nonprofit behavioral healthcare providers who do not
engage in social enterprise.
H1b: Nonprofit behavioral healthcare providers who engage in social enterprise will
have higher net profit margin percentage than nonprofit behavioral healthcareeovid

who do not engage in social enterprise.



H1lc: Nonprofit behavioral healthcare providers who engage in social entergrise wi
have lower net days in accounts receivable than nonprofit behavioral healtlocgdensr
who do not engage in social enterprise.
H1d: Nonprofit behavioral healthcare providers who engage in social enterprise will
have a lower percentage of administrative overhead than nonprofit behavioral healthca
providers who do not engage in social enterprise.
Hle: Nonprofit behavioral healthcare providers who engage in social enterplrise wi
have a lower debt ratio than nonprofit behavioral healthcare providers who do not engage
in social enterprise.
H1f. Nonprofit behavioral healthcare providers who engage in social entergtibawei
a higher ratio of revenue per full time equivalent staff than nonprofit behavioral
healthcare providers who do not engage in social enterprise.
H1g: Nonprofit behavioral healthcare providers who engage in social enterglisawei
a higher number of days cash on hand than nonprofit behavioral healthcare providers who
do not engage in social enterprise.
Significance of the Study

The research has tended to focus upon differences between nonprofits and for-
profits regarding differences in efficiency, client satisfactiamricial performance,
market orientation, etc. However, there is relatively little reseaqulong similar
differences between nonprofits and this new class of nonprofits engagingah soci
enterprise. Many have speculated that social enterprise results in nonprofitg koodi

acting more like for-profits and it seemed logical that similar rekezoald be conducted



exploring differences between these types of nonprofit entities (traditiersals social
enterprise nonprofits).

Nonprofits are generally facing a dwindling and limited pool of financial
resources. The behavioral healthcare field has seen a decline in federaieafushdiag
but demand for these services continues to grow. Nonprofits must find some means of
producing revenues that can sustain their mission. Social enterprise magbleaaism
for enhancing revenues and improving financial performance in an unstable funding
environment. However, if social enterprise drains an organization’s resanmcte®es
not yield a financial benefit it may be a costly gamble for nonprofits tealexady
operating in a perilous environment. This research may assist nonprofits to make

intelligent decisions regarding whether social enterprise should be pursued or not.



CHAPTER I
LITERATURE REVIEW
Introduction
This chapter reviews current literature on social enterprise in nonprofit
organizations. | first define nonprofit. | then define behavioral healthcare. Tpkeccha
then explores what environmental factors have spurred the interest and adoptioal of soci
enterprise activities. | detail possible effects social enterprgehave on the
organization. Finally, | explain the theoretical placement of this research.
Defining the Nonprofit
Nonprofit behavioral healthcare organizations are similar in many ways to othe
nonprofits. Oster (1995) distinguishes a nonprofit organization from other sector
organizations by its tax and regulatory designation by the federal governmieat. T
Internal Revenue Service classifies the majority of nonprofits as 501(c) 3 emgtsx
such organizations from income taxes. Tax exempts nonprofits must operate in one of
eight categories: educational, religious, charitable, scientifecahy, testing for public
safety, fostering national or international amateur sports competitimhgravention of
cruelty to animals and children (Anheier, 2005). Aside from this legal distinction,
nonprofit organizations cannot distribute their earnings and do not have shareholders.
Oster (1995) notes variations in the financial goals, incentives, and partielsiendoef
between traditional nonprofits and for-profit organizations. Oster (1995) further note
that the nonprofit sector generally carries out such functions such as religictieris,

civic functions, health care, education, research, and social services. The noegiafit s

10



provides services or promotes “public interest” or activities for “public pugiose
(Anheier, 2005).

Nonprofits must also self-govern and control their own organizations. While
governmental organizations regulate or license many nonprofits, these nsngpefite
under their own autonomy or board of directors (Anheier, 2005). Within the state of
Pennsylvania, the Office of Mental Health and Substance Abuse regulategpatient
behavioral healthcare providers (regardless of nonprofit status or not). As part of a
nonprofit's self-governance, there is usually a board of directors whose maiphgrs
comprised of community volunteers. This voluntary component of the nonprofit
organization is another important characteristic that sets it apart drepndfit
organizations (Anheier, 2005). The use of volunteers may also be utilized beyond the
board membership and may extend to provide significant human resources within the
organization. Many nonprofits rely heavily upon volunteers to fulfill their mission.

Economic theory of nonprofits often argues that nonprofit organizations fill a gap
between the state and the private sector. Nonprofits provide services whelmtygplaz
forces fail to enable the consumer to judge the quality of the product or thefuhee
product (Hannsman, 1980). For example, in the outpatient behavioral healthcare field,
the quality of mental health treatment is quite subjective and can be based/ektems
consumer perception.

In a typical market environment, buyers and sellers have different objectives.
Buyers want to ensure the lowest price while sellers want to ensure dh@aticovers
their costs, provides maximum profit margin, and does not exceed what the market is

willing to pay. Both parties have information at their disposal to make an informed
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decision regarding their transaction. In those situations where the consumet cbtain
complete information and must exercise trust, nonprofits are able to provide these
services in a trustworthy manner due to their lack of incentive or abilitytiabdite
profits. The nonprofit objective is to fulfill their mission by providing serviceas
many individuals as their budgets permit. The primary objective of a for-prtiiy is
to enhance the total profits or maximize shareholder wealth. This is acmeyet by
balancing costs and revenue by establishing an appropriate price and output level
While both sectors must be financially viable, there is a greater empingsisfits in the
for-profit sector.

Anheier (2005) notes for-profits gauge their performance trying to masimi
profits through balancing costs and revenues and having effective priciegissatin
the nonprofit sector this gauge is not as indicative of performance as foofis-pr
Rushing (1974) notes other variances that occur between the sectors based upon profit
goals. For example, nonprofits are more likely to invest profits in developing new
programs or expanding programs than for-profits. Rushing (1974) also notes that for-
profits place a greater emphasis on organizational efficiency than norspréfitheier
(2005) purports that because nonprofits’ missions can yield a diversity of goals and
interests, nonprofits may have less organizational efficiency. For examgimplistic
terms, a bike manufacturer’s goal is to make bikes. Making bikes is easy to deffiloe a
execute. However, for a behavioral healthcare provider their goal is to enhance a
individual's behavioral health. Defining enhanced behavioral health and executing that
goal is not as clear. Enhanced behavioral health is a subjective goal that ogeld ra

from reducing symptoms to completely controlling the illness. Additionally, h@wv on
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actually enhances behavioral health can be accomplished through various means. One
may decide to administer medication, while another practitioner may deéstingrapy
should be prescribed and even the type of therapy or amount of therapy may not be
consistent from one consumer to the next.

Nonprofits are not as sensitive to the market as for-profits. Nonprofits view the
recipients of their services as stakeholders rather than customers. Hannsmafo(@B7)
that nonprofits typically are slow to respond to market forces or changes in sriuket
to a lack of financial resources and poor definition of who is the organizationtsrarst
Hansmann (1987) notes that the broad missions and multiple stakeholders of nonprofits
make it difficult to focus solely on customers. There is less likelihood that a nibnprof
will actively monitor their market share. Nonprofits are more likely to esipba
collaborations and alliances than for-profits.

Overall, there are numerous distinctions between organizations operating in the
for-profit sector and those operating in the nonprofit sector. These distinctmmsial
to appreciate the character of the traditional nonprofit organization.

Behavioral Healthcare

Outpatient behavioral healthcare arose through the passage of the Community
Mental Health Centers Act of 1963. The Joint Commission on Mental lliness atlid Hea
conducted a study resulting in this piece of legislation. This study found that aver tw
thirds of mentally ill clients were treated in inpatient hospital settinge study found
that many of these clients could be treated in an outpatient setting but fessefty
facilities were severely limited in availability (Bloom, 1984). Thigs&gion provided

grant funding to create community mental health centers which could provide mitpatie
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treatment enabling more clients to avoid inpatient hospitalization (Bloom, 1984 As
result mental health and outpatient drug and alcohol service providers movedaway fr
the traditional inpatient treatments and toward outpatient treatments.
The field of outpatient behavioral healthcare services has only recently moved
from social services (or caretakers) to a model based upon clinical patangy
evidence based treatment protocols. The use of performance measures witbid ihe
relatively new. In 1988 the Joint Commission on Accreditation of Health Care
Organizations decided to develop a standard set of performance measurements for
various health care providers including behavioral health (Braun, Koss, & Loeb, 1999).
There are variations in how behavioral healthcare providers are structured,
licensed, and the types of services they offer. Behavioral healthcaregosavidy be
either for-profit or nonprofit. These providers provide treatment to individuals with a
mental illness or a drug and alcohol diagnosis. Within the state of Pennsyhania t
Department of Public Welfare regulates and licenses mental healtheserVice
Department of Health regulates and licenses drug and alcohol servicasnélre
providers are typically classified based upon the level of treatment they provide —
inpatient or outpatient. Those inpatient providers may be short stay hospitals or longer
term residential treatment facilities and long term stay ingiitati- typically state run
institutions. Outpatient providers typically have no “beds” or overnight staypa@ent
services can vary from more intense levels of treatment such as partihlecspn
which involves individuals receiving daily treatment that may involve up to six hours of
care per day to the least intense services involving individual counseling for parhaps

hour and psychiatric medication monitoring. Outpatient services can be eltherede
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onsite or can also be executed within the community — typically defined as thitrea
The location of services can vary by provider — site based or in the community and thei
clientele can vary from all age groups to exclusively children or adults.

For this research study | chose to define behavioral healthcare providerseas thos
nonprofit outpatient providers. | exclude inpatient providers since their staffing,
expenses, fees, and operations typically are quite different from outpatieioteps.

Factors Stimulating Social Enterprise Activities

Since the 1970’s federal spending on social programs has declined. The
government had expected private funding for these social programs to supplement the
reduced federal funding; however private funding actually decreased dusmgtiod of
time. Demand for social services did not decline with decreased funding, but continued
to increase (Eikenberry & Kluver, 2004). Weisbrod (1997) notes nonprofits must offset
their declining governmental funding through services or goods that can gemefase

Additionally, for-profit companies are providing services that have tosuditly
been provided by the nonprofit industry. The movement of for-profits to provide social
services resulted from the federal government’s efforts to downsize. Thalfede
government awarded block grants to states and other jurisdictions to turn programs over
to individual states. At the state level, these grants have been awarded to-pooffitfor
and nonprofit entities (Alexander, 2000). For example, in 1996 Lockheed Martin IMS
become a major competitor as it bid to manage the welfare to work operations ah sever
states. Lockheed Martin IMS, traditionally provided computer systems tongoeet
entities. It now also holds the contract to manage welfare systems iial states

(Ryan, 1999). For-profits are generally able to secure government ¢eiegause they
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have larger capital reserves and greater technological systems treamtti@snonprofit
sector. The larger capital reserves allow for-profits to be able to aggaater risk and
sustain operations during a startup phase when revenues are being established.
Technological proficiency allows the for-profit sector to better rgardata and meet
government reporting requirements than nonprofits. The public sector organizations now
capture up to forty-seven percent of all newly established social seffzikesberry,
Kluver 2004). In order for nonprofits to compete for these contracts, they must be able t
operate just as efficiently as their public counterparts. Nonprofits cannot igisre t
growing trend and must use traditional business models and concepts in order to level the
field of competition with the for-profit sector. It is conceivable that this mn@re of
for-profits into traditional nonprofit areas has led nonprofits to mimic some of the
practices that have benefited the for-profits or are perceived to besshai.
Possible Effects of Social Enterprise on the Organization

In her typology of social enterprises Kim Atler (2004) places socialgmse
organizations somewhere in the middle of a continuum between traditional nonprofits at
one end and for-profits at the other end of the continuum. These social enterprise
organizations combine both the social mission of nonprofits and the profit mission of for-
profits. Because of both orientations, social enterprise organizations arbtttomhg
more market driven, client driven, and self-sufficient (Zimmerman & Dart, 2004)
social enterprise organizations do have this blended orientation it is reasonable to
anticipate that one would find differences between traditional nonprofits aiadl soc
enterprise nonprofits. Such differences may appear in such categorieam@safi

resources, human resources, market orientation, operational performance, farahcial
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operational structure, and even organizational form. | will discuss these dmen§i
changes within the organization and from these categories will focus mycrespan a
subset.
Organizational Form

As nonprofits begin to compete with for-profits and use for-profit business
techniques it is possible that the desire to continue to be nonprofit vanishes. Numerous
health maintenance organizations originally organized as nonprofit entities, edneert
a for-profit status (Tuckman, 1998) to increase their access to capitatllimnd better
compete. Indeed some nonprofits that engage in social enterprise ventures chetose to s
up for-profit subsidiaries in order to protect their nonprofit status. Financialtines
and constraints as well as governance considerations guide the choice dfuegales
Entities planning to take advantage of volunteer resources, tax advantages, and have
shared governance are more likely to select a nonprofit legal structure. entitiss
that do not want to be restricted in personal benefits or who do not want shared
governance are most likely to select a for-profit legal structure. Hoywégang (2001)
believes that the legal structure will determine the prioritization of goalssion versus
profits.

Human Resources

Social enterprise may also impact the human resources of the organization.
Weisbrod (1983) found that for-profit management salaries were 15 to 20 percent higher
than nonprofits. Similarly, Preston (1989) found for-profit white-collar workersahad
twenty percent higher wage compared to nonprofit workers. She also found that

nonprofit workers have fewer benefits than their for-profit counterparts.
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Beinhacker and Massarsky (2002) find that organizations engaged in social
enterprise are better able to retain staff than for profits. Whilegheiey does not
explain why organizations perceived improved retention, | think that stafhenaya
higher sense of job security due to relative financial stability within thenzagson.

Staff may also stay due to more competitive market wages social esgerpri
organizations.

Devaro and Brookshire (2007) analyzed incentives and promotions between
various types of for-profit entities and nonprofit entities. They found that nonprofits
typically do not use financial incentives such as pay for performance to teotigekers.
They also found that a difference in the criteria that nonprofits and for-pradit®us
promotions. Typically for-profits considered job performance or merit viaigorofits
were more likely to use tenure. Unlike previous studies, this study found nocsthyisti
significant wage difference between for-profit organizations and nonprofit aejems.

Social enterprise activities generate additional revenues that thaserthe need
for volunteer human resources by hiring more personnel. Many traditional nonprofit
organizations — particularly smaller organizations — rely upon volunteers yoocathe
work of the organization. Nonprofit organizations may find paid staff to be more eeliabl
and retained longer than volunteer staff. Additionally, nonprofits may be ableute sec
valued skills or knowledge through paid positions than through volunteer positions.

Types of employees hired within an organization may be different in a social
enterprise organization versus a traditional nonprofit. As Backman and Smith (2000)
note, social enterprise organizations operate very much like businesses artd bégn

themselves with the business community through local business networks such as the
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chamber of commerce. The need for individuals with various business backgrounds
increases as these organizations begin to operate as businesses. Within these
organizations, one may see larger or more highly qualified financial staff egieeutive
officers with business backgrounds, and a greater number of board members who are
selected based upon their business acumen or their business connections. DiMaggio
(1986) finds more marketing and finance personnel in cultural organizations wbiate so
enterprise is pervasive. In such organizations traditional socially-condoart
members are replaced with business- oriented board members.

Because of increased scrutiny on financial performance, social erdezptises
may have more efficient staffing levels to model their for-profit capaigs. Weisbrod
(1997) found significant differences in staffing levels between for-pnoitreonprofit
nursing homes. For example, nonprofit nursing homes employed almost double the
number of nursing staff per 100 beds compared to for-profit nursing homes. These
differences in staffing levels will naturally have an impact on the bottonofitiee
organization. Many social enterprises may seek to become more cosheéfiaestrive
for similar staffing levels of their for-profit counterparts.

Market Orientation

There are differences in market orientation between for-profits and nonprofits
For-profit sector administrators are keenly aware of marketitigéaand the need to
maintain and maximize customer satisfaction. Growing demand for servicexzase
profitability in the business world. While nonprofits are aware of consumerasétst
or market need, they are not as sensitive to the market as for-profits. Bruce (1995)

argues that the payer for nonprofit services is often not the recipient of suckserin
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many nonprofit behavioral healthcare organizations, state funding such as Medigai

for a majority of program services. Additionally, the nonprofit may have a monopoly on
the service provided (Bruce, 1995). For example, in the nonprofit behavioral healthcare
sector, mental health centers are located to cover certain geographic lesuftgaically

by county). The recipients of these services are typically at or below theypevel

and have limited transportation resources. They generally receive maitialdeevices
from their local mental health center. If an individual is dissatisfiel thi# services

they receive, they would need to find public transportation to travel to another mental
health center that may be far away. Because the demand for services obpaces t
supply, these recipients may also face significant waiting lists farireceiving services

and may not want to wait for services again at another organization (Bruce, 1995).

If one contends that for-profits are more sensitive to marketing then one would
expect the incorporation of social enterprise activities would increaseafibspnarket
orientation and marketing tactics. In fact, Anheier & Toepler (1998) founéshat
museums increased their social enterprise activities there wag@asma the number
of journal articles and even entire journals devoted to marketing indicating ergreat
sensitivity to marketing.

Benefits of Market Orientation

Massarsky and Beinhacker’s (2004) survey results indicate that a market
orientation permeates all parts of the organization and that a majority of atgzrsz
indicate that their social enterprise activities resulted in overa#irqmtogram delivery
and customer service. Shoham, Ruvio, Vigoda-Gadot, and Schwabsky (2006) reviewed

previous quantitative research on market orientation in the nonprofit sector.
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They meta-analyzed previous empirical research and found a positive tcamrb&ween

an “orientation to the market” that is defined as “attaining a competitiventayaby
correctly identifying the customers needs and enhancing customécetrsthrough

the development of commercial offers that provider higher value to the markeb¢han t
competition” and organizational performance. Research shows that orgars zeith

strong market orientation perform better in regards to market share, phoyitalew

product success, and efficiency than those lacking such an orientation. Such
organizations also have strong organizational identities and are cohesive. Congequentl
morale and retention improves (Shoham et al., 2006). According to Dees and Anderson
(2003), “the use of appropriate business tools has the potential to improve the
effectiveness of nonprofit organizations. The discipline of identifying cussgomer

defining how you will create value for them, developing strategies thattdfle
organization’s competencies and the competitive environment in which it openates, a
pushing for more careful tracking of impact can have a very healthful impact on
organizational performance”. A key component of marketing stresses theangsoof
satisfying consumer needs. Marketing assumes a direct link betwestnseliisfaction

and financial return. Firms will allocate resources in a way that iresemsmsumer
satisfaction that in turn causes sales to increase and profits to expando(SIeaat).

For the for-profit sector this is an effective means of attracting and treeir resources.

With the introduction of social enterprise activities in the nonprofit organizakien, t

marketing focus may spill into other parts of the organization.
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Operational Performance

Nonprofits often are reputed to be inefficient. While for-profits use quantitative
measures such as financial ratios to measure effectiveness, the noaptofitises not
give equal emphasis to these measures. Outcome measures are saifétolet
determine based on the subjective nature of nonprofit's work. For example, in the
behavioral healthcare field what defines a successful outcome? Is it sefrovner
mental illness symptoms, avoiding hospitalization, maintaining independerateeng
adherence? The definition of a successful outcome varies from study to ldeerdyann
and Renz (1997) found that nonprofits typically construed effectiveness based upon
process measures such as the number of individuals served rather than outcome based
measures or bottom-line measures. Moss-Kanter and Summers (1987) suggest that
nonprofits still have yet to develop meaningful performance measures thedtabc
reflect operational performance. They find that nonprofits assess theimpanice based
upon poor data or primarily from anecdotal evidence or preexisting beliefs about
performance.

Productivity measures are a more concrete means of assessing operational
performance. Productivity translates to efficiency. Essentially thi&ydabigenerate
increased outputs with the same amount of inputs (resources) indicates gfficienc
(Hermann & Renz, 1999). The ability to operate efficiently will have a positivecimpa
on the organizational bottom line.

For behavioral healthcare providers there is limited consensus on measures of
performance. Many providers use the number of direct billable hours asarenef

organizational productivity. The Substance Abuse and Mental Health Services
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Administration (SAMHSA) finds that access and retention of clients through emgad)
to treatment are key areas to measure the performance of the industry. Theafumbe
days a client waits until receiving their first service is used to uneascess and client
engagement (monitoring cancellations and no-shows) is measured byretéditiners
measure number of hospitalizations, incarcerations, or levels of homelessness as
indicators of treatment success.
Financial Resources

By diversifying revenues, social enterprise organizations reduce the risk of
financial vulnerability and increase their ability to serve their caresities. |If
government funding shrinks in one year, social enterprise organizations have aldditiona
sources of resources to sustain themselves than do traditional nonprofits. Since 1970,
funding from private and government sources continued to decline as demand for social
services increases. From 1970 to the early 1990’s the number of nonprofits nearly
doubled in response to the growing demand for social services. These organizsdions al
more than doubled in total revenue from the early 1980’s to the late 1990’s. This
increase in revenue resulted from a growth in commercial activitiesnfgerry &
Kluver, 2004). Without this increase in revenue, services could not have expanded to
meet the increased demand. Nonprofits who would have relied exclusively on
government funding or private funding would have denied service many more individuals
than those agencies who employed commercial practices.

It is possible that funding sources may restrict their funding if a nonprofit earns
additional revenue. Conversely, funders may also target funding to promote

entrepreneurial activity. Budget deficits and tax revolts make a declfoading
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inevitable. Adams and Perlmutter (1991) found that seventy percent of Philadelphia
social service agencies engaged in social enterprise reported thdtinaomee ventures
provided revenues that supported the agency’s existing nonprofit services aamfifty
percent reported that it allowed them to serve larger client bases or afiteorad
programs. Skeptics sometimes argue that a focus on the bottom line leads to a focus on
more lucrative clients. Nonprofits typically offer services to individuale ate
physically, socially, or economically disadvantaged. Salamon (1995) finds thatrwi
increase in nonprofit commercial revenues there is a correlating secnethe amount
of services provided to indigent consumers. Adams and Perimutter (1991) also received
anecdotal reports from nonprofit executives that as their organizations engagedlin soc
enterprise activities they focused more on clientele with an ability téopalyeir
services.
Impact on Donations

One of the main reasons nonprofits pursue earned income activities is to enhance
their financial stability. This expanded revenue source may impact the orgarigat
level of donations. Donations comprise twenty percent of total revenue for the nonprofit
sector. Oster (1995) notes that donated revenues distinguish the nonprofit sectioe from t
for profit sector. Social enterprise activities may make it diffittubttract and retain
donors repelled by the loss of a “charitable” image. Dees and Backman (E285) st
nonprofit sector commercialization through social enterprise activitiptades the
relationship between traditional donor stakeholders and the nonprofit. It is possible that
these nonprofit organizations experience a strain in the relationship with their.donors

Weisbrod (1997) notes the decline in government funding leaves many traditional
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nonprofits at the mercy of their donors. The demand for and competition for donations
has increased in the face of reduced governmental funding. Commercial acingtie
seen as a reasonable means of filling the gap in organizational revenue.

Donated revenues are garnered through fundraising activities that arempreva
the nonprofit sector. With the ability to generate commercial revenue, itsbjgothat
nonprofits will reduce the level of fundraising activities they conduct. @éngr
commercial revenues may be seen as a more efficient means of creatinge over
traditional fundraising. It is estimated that in 1999, the typical nonprofit spent oae doll
for every five dollars that were received in fundraising activities (Bsadlansen, &
Silverman, 2003). This high cost results from efforts to secure many smaibabatrs
from a large number of contributors. Nonprofits spend extensive time writing grants
numerous foundations. When these nonprofits are selected as recipients, they spend even
more resources meeting reporting requirements of the grant funder. Fewifor s
activities or earned income activities in contrast do not come with thesémgpor
requirements. Nonprofits perceive a higher return on earned income ativitie
comparison to fundraising activities. If there is a reduction in donations, it may be
entirely by choice and is not reflective of a donor response.

Segal and Weisbrod (1998) find that increases in commercial revenue do not
affect the level of donated revenue. Their findings defy the belief that donaks disl
commercial activities and nonprofit organizations prefer commercial uegerHermann
and Rendina (2001) find that the majority of donors have no appreciation for the revenue
sources of a nonprofit. Only a small percentage of donors consider commerciaéactivi

in their decision to donate and level of donation. These donors generally approve
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commercial activities that are aligned with the organizational missionisaylptove
those that are not aligned. The researchers noted that their findings & dioetto a
small sample size that was not representative of all nonprofits.

Other research has yielded differing findings. The Nonprofit Study of Self-
sustainability Team (NESsT) finds that social enterprise has mixedsreauhe level of
donations. Of the 45 organizations, better publicity or an organizational commitment t
social enterprise actually raised donations in 19 cases. The remainder replogtecio
effect or negative effects on donations. These organizations indicated that mcamyepe
that their organizations no longer need donated revenues because of increased
commercial revenues (Davis, Etchart, Jara, & Milder, 2005).

Summary of Impact on Donations

The literature yields mixed results in regards to how social enterpiestsathe
relationship between the nonprofit organization and their traditional funding sources.
Oster (1995) notes traditional nonprofits are distinct from other entities irdseigatheir
“parties of influence”. It is not always clear whether or not addingkenterprise
affects donors, but social enterprise does lessen the influence of donors. Specific
foundations that fund programs, local governmental bodies that assign block grants, or
highly contributing donors may highly influence nonprofit organizations. With the
incorporation of social enterprise activities the level of influence from thesega
diminishes slightly or altogether as the availability of other regsuegpands.

Focus on Financial Performance
| expect that social enterprise organizations will resemble some of the

characteristics of the for-profit sector by focusing on bottom line perfurend
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anticipate that management review of financial performance will alsct atfeer
organizational programs. Skloot (1987) notes that nonprofit organizations that employ
social enterprise will improve their management skills because manageithepend
more time focused on analyzing and reviewing financial performance of tlaé soc
enterprise and other programs. The Nonprofit Study of Self-sustainability Tea
(NESST) study conducted in 1990, found that social enterprise activities irscrease
financial awareness and financial scrutiny of overall program operations. cruis g
may improve financial results. Sloan (1998) finds that for-profit hospitals’ and nanprof
hospitals’ total profit margin (total revenue less total expenses as a pgeentotal
revenue) differ. For-profit hospitals’ profit margin is typically two peragetpoints
higher. It is possible that for-profits provide less care to the needy than ntsnanafi
thereby earn higher profit margins. Sloan (1998) does not indicate any researth bas
findings to support this speculation. Sloan (1998) also indicates that the revenue share of
Medicare and Medicaid funding is similar between nonprofit and for-profit hospifals. |
the funding is similar but the profit margin is healthier among for-profite thnety be a
difference in overall expenses. A difference in profit margins may bleutéd to an
ability to provide services at reduced costs that may be indicative of griéiaieneies
among for-profit hospitals.
Measuring Financial Performance

The goals between for-profits and nonprofits are traditionally quite diffeFent.
profits have profit-driven goals while nonprofits have mission-driven goadspéfits
still have to focus on their financial resources and how well they utilize thesaces.

Moss-Kanter and Summers (1987) find many financial measures such as retugt®n ass
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or profit reflect market satisfaction in the for-profit sector. Suchsomes may be only

marginally relevant for traditional nonprofits that do not charge fees. Natsgiwdt rely
solely on grants and donations may increase revenues and profit margins #gkitbedh
fundraising or grant writing.

Nonprofits can generate profits, but these profits are not redistributed back to
shareholders. These profits can be held as reserves or they can be used tcaadhance
expand program services. While such measures may be most meaningful irptioétfor-
sector, they help us determine how likely an organization is to survive a@ssass
efficiency. Speckbacher (2003) notes that profit measures are usedanphefit sector
to measure the efficiency of the production process as it converts inputs to outputs.
Within both the for-profit and nonprofit sector there are both inputs and outputs.
Typically the for-profit sector relies on prices for both inputs and outputsasa
efficiency. Nonprofits may not have market prices for outputs — they may bg payor
sources or be program funded.

Behavioral Healthcare and Social Enterprise

Social enterprise activities are not new to behavioral healthcare. In s 197
there was an aggressive move to deinstitutionalize psychiatrically dejopossumers
from inpatient settings. The San Giovanni Hospital in Italy started a cieaompany
that employed consumers to clean public buildings. From 1973 to present day, this
organization continued to grow this business and added a hotel, café, restaurant, building
renovation company, and transportation company. The entire enterprise egefitdat
million annually in revenue (Mandiberg & Warner, 2006). While this may not be typical,

the success has created an intense interest in social enterprise thctuigyout Europe.
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| became interested in social enterprise when | repeatedly encaolinigireduals
who were employed at Pressley Ridge, a large behavioral healthcareeptowvated in
multiple states including Pennsylvania. Pressley Ridge initially dewtlgeftware
system for internal purposes but then marketed this system and createdta separa
company that promoted and supported the software. Additionally, Pressley Ridge offer
consulting services to other nonprofit providers. | was also struck that many eegloy
of Pressley Ridge appeared to be more professional, more business savvy, more
politically astute than employees | typically encounter from other ditgr

Social enterprise in behavioral health sometimes is used to create empléyme
individuals who receive behavioral health services (Mandiberg & Warner, 2006). Many
behavioral health organizations started bakeries, lawn care serviceshipst furniture
manufacturing, copying services, cafes and restaurants. The numberlofdrealt
providers creating these earned income opportunities to diversify thaiueege create
employment opportunities for their consumers increased in the last 20 years.

Theoretical Placement for this Research

Social enterprise is a relatively new and intriguing phenomenon. Such
organizations vary from their traditional counterparts and blur distinctions eetwe
traditional nonprofits and for-profits. These organizations have activitiesgha across
nonprofit offerings to for-profit activities. They combine their focus on missitim avi
focus on making money. They operate with a dependence on donations, member fees
and government funding to earned revenue and return on investment (Dart, 2004).

It is important to recognize that organizations function in both institutional

environments that encompass belief systems, regulatory structures, andveormat
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structures and material-resource environments where the organizatiots atticc
converts resources into outputs (Scott, 2003). These two environments are not mutually
exclusive and have an equal impact upon the organization.

Within the material-resource environment, one can apply resource dependence
theory that recognizes organizational survival is based upon the succesgjuicabi
attract and retain resources. This becomes difficult in an environment wharecessare
limited or uncertain. Organizations that have limited options for their resouecgsite
dependent upon those resource providers. A change in the resource environment can
present threats and opportunities for an organization. Organizations may respond to these
changes through avoidance or adaptation strategies. Those organizatians dfie to
adapt to the changing environment and alter their resource dependency witlestitea
capacity for their organization to survive. Mechanisms of adapting include s\gaet
ventures, and diversification (Pfeffer, J. & Salancik, G., 2003). Within the nonprofit and
social enterprise sector this theory is highly applicable. Under the Radigamistration,
nonprofits faced a decline in government funding. Abramson, Salamon, and Steuerle
(1999) found that excluding Medicare and Medicaid spending, nonprofits received less
government funding in 1997 than in 1980. Facing a decline in the amount and sources of
revenues, many nonprofits tried to expand their resources and reduce the volatility of
their funding streams.

Institutional theory recognizes that organizations are affected by cultural
cognitive, regulative, and normative forces. These three forces shape thaonsti
environment and in turn create procedural and structural guidelines for orgarszati

(Scott, 2003). Institutionalism is the resulting processes, actions, behawotisatet
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achieve “rule” like status within an organization or organizational field. Thése may
originally have rational origins, as they become increasingly predaitrama gain
acceptance as a “given” they may no longer be based upon or linked with efficiencies.
Instead these rules increase an organization’s claims of legitimacy pdiception of
legitimacy allows an organization easier access to resources tingealed to sustain the
organization.

Institutionalism arises from external coercive, normative or mimegisspire
from the environment. Isomorphism results when organizations under the same
environmental conditions or pressures begin to resemble one another. Isomorphism can
occur under coercion when for example legislation mandates that organizatians mus
have sexual harassment policies. Organizations may model and mime prdwsses
perceive to be successful. When a profession sets standards such standaedsenay
organizations to change to conform with new norms Diversity of resources, the
availability of resources, the interdependence on other organizations, ttyeoflgoals,
the amount of networking, and the reliance on qualitative measures of organizationa
validity may affect the rate of isomorphism (DiMaggio & Powell, 1991).

The reward for responding to these environmental pressures is enhanced
organizational legitimacy. Organizations will strive for regulatory, radive, and
cognitive legitimacy. Regulatory legitimacy allows the organizatiooperate free of
sanction or penalties. Normative legitimacy gains the approval of parfessand
associates within the field that the organization operates. Cognitive gyjtstresses
conformity to “templates or archetypes, which provide the models for strugasign,

schemas, scripts, which provide menus for routines and actions” (Scott, 2003).
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Cognitive legitimacy is evidenced by more organizations adopting similanineg@nal
forms. The growth in commercial revenue in the nonprofit sector alludes tangrowi
cognitive legitimacy of social enterprise.

Maurer (1971) casts legitimacy as something that an organization gy gesks
to attain to justify its existence. Others believed legitimacy was notyseright;
instead “cultural conformity” shaped their desire (Pfeffer & Salancik, 197&jitimacy
is also appreciated from multiple perspectives — that of the organizatidnsgsee
legitimacy and that of the environment that seeks to understand the organization.
Suchman (1995) notes observers of the organization determine legitimacy through
perception or an assumption of the organization. For example, we perceive the local
bank to be a legitimate entity for holding our funds and providing loans. However, we
generally are not intimately familiar with all aspects of the bank agdipzin this
legitimacy to shape our belief. He also notes that legitimacy idlgamastructed and
represents an alignment between the organization’s behaviors and the shasedndlue
beliefs of the external environment.

Legitimacy results in continuity because resources are attractetbdhbse
organizations that are perceived as desirable. lllegitimacy will ifedyibee squelched as
the organization in essence “starves” due to a lack of resources. Only those bogeniza
perceived as legitimate will survive and ultimately be replicated. Suc(i8856)
identifies this as “continuity”. He also explains that legitimacy resaltcredibility” as
well. Credibility is attained as individuals see the organization as motenaig and

therefore more “meaningful, predictable, and trustworthy” (Suchman, 1995).
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Suchman (1995) provides three types of legitimacy, pragmatic legitimacsl mor
legitimacy, and cognitive legitimacy. Pragmatic legitimacy>@hange legitimacy “rests
on the self-interested calculations of an organization’s most immediate aidi&art
(2004) summarizes this as “if we get anything out of this then it isnege”.

Pragmatic legitimacy is the most basic level of organizationalhegtty and is based on
audience self-interest.

Moral legitimacy is based on whether the organizational activities eceiped
as appropriate based upon its alignment with externally defined norms. Unlikeapicagm
legitimacy, moral legitimacy does not reflect benefit to the constitudnise
organization but merely if the activity is “the right thing”.

Cognitive legitimacy refers to a passive support of the organization. Unlike the
first two types of legitimacy, this level has no actual evaluation of the aagam but is
merely a “taken for grantedness” of the organization. With this type ofnegiyi any
alternative is unthinkable. This type of legitimacy is perceived as the mostfployee
of legitimacy.

Suchman (1995) explains that there is an underlying continuum from pragmatic
legitimacy to moral legitimacy to cognitive legitimacy in the apitif the organization to
influence and in the level of self sustainability. While the organization can maeipula
pragmatic and moral legitimacy through public discourse or actions, cogeigtienacy
is not explicitly defined and cannot be manipulated.

One of the strategies for gaining legitimacy is to position the orgamaatthin
an existing legitimate structure. Social enterprise can fall under the fibopfor-

profit umbrella — both highly legitimate structures. Appealing to organizationa
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constituents that social enterprise will bring additional revenues towafidisfy the
mission has gained pragmatic legitimacy. Additionally these social eésterp
organizations can rely upon their established credentials through previousescésiti
they embark on this new activity — this lends credence to the new activity.l Socia
enterprise has gained pragmatic legitimacy from external sourckess government
bodies, foundations, and other funders who perceive social enterprise as a means of
reducing their need to fund the organization. Clearly these funding sources foemefi
the perceived benefit social enterprise brings to the entity. Converselyg#mezation
receives benefit from this endeavor as it may open doors for new funding soutrees tha
eager to fund something innovative and potentially self sustaining.

The concept of moral legitimacy may be most applicable to the case of social
enterprise. Clearly the idea of the nonprofit sustaining itself is reamibraced and
perceived as the “right thing”. External parties have lauded the thoughtwbaties can
be derived from earned income activities to provide financial stability andtgham
mission to be carried out or even expanded. Additionally, many individuals and
organizations approve of business tactics in non-commercial endeavors. Many
politicians often embrace the business model to make the public sector efficieial. Soc
enterprise with its focus on commercial activity is strongly aligned \wéhrtorally
legitimized “pro business ideology” (Dart, 2004).

Summary of Theory

In reviewing both resource dependency and institutional theory, | believe we can

begin to understand the phenomenon of social enterprise. Nonprofit organizations employ

social enterprise activities to diversify sources of revenue in response telihe de
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resources. | believe that these nonprofit organizations selected forhpmé&hdeavors
because they perceived for-profits as having significant legitimacyumedss. Social
enterprise has gained a foothold because of an increased emphasis on “pssbusine
ideology” within the environment at large (Dart, 2004).

These nonprofit organizations mirrored for-profit organizations and used business
tactics to enhance legitimacy. Once these social enterprise organizaiensreated,
there were increased mimetic pressures to act and look like a for-profitdsusine
Additionally, pressure from funders perpetuated the use of social enterprise.sdtiase
enterprise organizations are responding to different environmental pressuréisdir
traditional nonprofit counterparts and therefore will ultimately look and operate
differently.

Institutionalism does not directly achieve efficiency or effectigsrimut merely
legitimacy. Organizations that seek legitimacy are aware of theoeanwent and cues
that the environment generates to define what is socially acceptablepautieexof the
organization. When these environmental cues shift or what is expected begins to change
newly legitimated organizations are achieved. Social enterprise isalegiimated
organization that has responded to shifting environmental expectations and cues.

Literature Review Summary

This chapter provided a definition of the nonprofit organization as well as defined
social enterprise. Environmental factors that spurred social enterpris@resented.
Additionally the relationship of social enterprise to organizational form, human
resources, market orientation, operational performance, financial resalonatons,

and focus on financial performance was explored. Resource dependency theory and
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institutional theory both provide useful concepts to help us understand how social
enterprise affects organizations.

The literature review provides evidence that there are identifialdzeahtes
between for-profit and nonprofits. The literature review demonstratesabdianal
nonprofits were formed from unique needs and have unique characteristics. Many
researchers have defined social enterprise as creating a new hybridairganhat is
located in the middle of the for-profit and nonprofit continuum. By placing these
organizations as separate from traditional nonprofits many questions arise hhbut w
differences arise to support defining social enterprise organizasdngads. In
referencing the research that has been conducted on for-profit and nonprofitegrianc
we can begin to form research questions to explore variances between segaisent
nonprofits and traditional nonprofits. In particular, based upon my background, | am
interested in identifying differences in financial performance.

Research Question and Hypotheses

The purpose of this research is to determine if there are differences in the
financial performance between those traditional nonprofit behavioral healihcatiders
and those who engage in social enterprise.

As stated previously, my general hypothesis is:

H1: Social enterprise will have a positive effect on the financial perforenaire
nonprofit behavioral healthcare provider.

This primary hypothesis will be analyzed through eight additional hypotHestes t
explore the financial metrics: current ratio, net margin percentage, reindagcounts

receivable, administrative overhead percentage, debt ratio, revenue pareull t
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equivalent employee, and days cash on hand. In each of these additional hypotheses
purport that those organizations engaging in social enterprise will have moratia

financial measures than their traditional nonprofit counterparts.
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CHAPTER 1l
METHODOLOGY
Introduction

This chapter details my research methods that were employed in exploring my
hypothesis. | include information regarding my methodology, research unisy sur
instrument, variables that were included and their definition. | also provideoaadliti
information on the subcategories of my general hypothesis.

Research Methodology

This study uses quantitative research methods to ascertain if financial
performance varies between traditional nonprofit behavioral healthcare psoaide
those who engage in social enterprise. | used a cross-sectional designttornate
differences in financial performance between those organizations wieicocisl
enterprise and those organizations which do not use social enterprise. The dependent
variables in this study are financial performance metrics and the indep&adable is
the use of social enterprise.

For my research | defined social enterprise as any earned incomey dlctivis
outside the scope of simply charging a fee for behavioral health servieesaus® | used
a survey distributed to a large number of organizations at one time, a cross-kectiona
design was the logical choice for the research design (Mertens, 2005).

| employed several variables within this research study. The independabtevar
was the use of social enterprise. | used a dummy variable to indicate #necpres
absence of social enterprise activities. The dependent variables incluced @tio, net

profit margin percentage, net days in accounts receivable, debt ratio, revenuktipee f
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equivalent, administrative overheard percentage, and days cash on hand. Specific
operationalization of these variables will be discussed later in this chapter
Research Units

The population for this research study is the nonprofit outpatient behavioral health
providers in Pennsylvania. Guidestar, which collects all Internal RevenuieeSieorm
990 filed by nonprofits with revenues over $25,000, uses the National Taxonomy of
Exempt Entities (NTEE) developed by the Center for Charitable Stattstidentify
subclasses of the nonprofit sector. In order to most appropriately reach mydtargete
audience, | have selected those organizations who reported themselves as &fHEE
classified Community Mental Health Center, a Drug and Alcohol Treatmen¢iCent
Other under the Mental Health category. An external entity does not detelnmine t
classification; instead the organization selects it in their 990 filing.

| did not sample but used the entire population to ensure an appropriate response
to my surveys. Within the state of Pennsylvania, Guidestar identifies 229 nonprofit
outpatient behavioral health providers listed with the Internal Revenue Selyce
research units were all nonprofit behavioral healthcare providers withimsfAeania.

Guidestar is a centralized source of information for nonprofits. This infamati
website gathers all 990 filings for nonprofits within the United States and makes
available digitized versions of their filings. All nonprofits with gross revenmi@xcess
of $25,000 must file a 990 Internal Revenue Service filing annually. This filinggetalil
financial information for the nonprofit as well as board membership, polititaitess,

and basic operational data.
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Data Collection

| utilized both a survey and existing data. This survey was patterned after a
survey instrument the Pennsylvania Community Providers Association used in a
benchmarking process Behavioral Pathway Systems conducted.

The Pennsylvania Community Providers Association consists of community
organizations that serve the mentally ill, developmentally disabled and those with
substance abuse issues. Behavioral Pathway Systems is a consulting group that
specializes in benchmarking services and collecting data. A steerimgitteenof the
Pennsylvania Community Providers Association developed the survey. It has taeen be
tested and is modified each year based upon participant feedback. The survesy is i
fifth year of use. This benchmarking project collects measures relatednciél
performance, operational performance, and clinical performance. Thasaresewere
selected based upon input from members of the Pennsylvania Community Providers
Association as well as the Office of Mental Health and Substance Abuse. Hertist of
measures used in the benchmarking study, | used the following financial eseasur
current ratio, net profit margin percentage, net days in accounts receivable sgdipi
overhead as a percentage of total expenses, and days cash on hand. In addition to these
measures | added debt ratio and revenue per full time equivalent staffinbé&td
guestions that were developed for inpatient or residential providers and added questions
necessary to gather data related to social enterprise activities. ®&#wuaus a modified
survey instrument, | piloted the instrument to a small group of local providers within

Western Pennsylvania. The survey is shown in its entirely in Appendix A.
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The survey was mailed to the Chief Financial Officer of all identified
organizations. The survey permitted organizations to either complete a hpiaf top
survey or complete the survey online.

In order to garner maximum response, | also employed the Pennsylvania
Community Provider’s Association to promote my survey. They shared my endeavors on
their website as well as in the monthly publication. The surveys were mailed to 269
organizations. Sixty nine were returned yielding a 30% response rate.

In addition to the survey, | gathered the financial data from the InternahReve
Service 990 filings available through Guidestar. All data were derivedtirer2008
filing period.

Modification of Research

The original research proposal included both financial performance as well as
operational performance metrics. The survey included several operatiosakesesuch
as productivity metrics and access metrics. While this data would have been highly
interesting to analyze, gathering sufficient response to this portion of thg svase
futile. The overwhelming majority of organizations ended the survey at thiséotbn
and returned their surveys with this section blank. Less than ten organizationdexdte
to compile this data. | could assume that many organizations do not have this
information readily accessible and are not using these types of benchmadnksly
within their organization. It is also possible that the Chief Financial @ffiagy have
been comfortable with submitting financial data but may not have been theathiet s

of this type of operational data. However, given the limited data, the pursuit of
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researching operational performance in conjunction with financial perfoefettto be
abandoned.

Additionally, | had hoped to gather additional information on those organizations
that were engaging in social enterprise. | had hoped to gather details on yevenue
expenses, staffing, tenure, and structure of the social enterprise adtivityever, the
data on social enterprise revenue and expense was either incomplete or dshesd
few organizations indicating they engaged in social enterprise | had minitaabda
begin to analyze. | chose to proceed by simply using either the presence or absence
social enterprise as my independent variable.

Variables and Definitions

The survey was designed with closed format questions that yielded either
normative or interval data. The design of the survey yielded pre-coded reatiiete
then entered into a spreadsheet. My variables included:

Organizational identifieis a unique numerical identifier.

Zip Coderefers to the zip code of the organization’s main location.

Urban/Rural designatioms a self reported geographic determination of service location
indicated as urban or rural. This was represented as a dummy variable — urbgn dumm
where a 1 indicated a predominantly urban designation and a 0 indicated a predgminantl
rural location.

Department of Public Welfare (DPW) Regi@presents the DPW licensing region for

the organization which is indicated by a dummy variable as either Wésjernnon

Western Region (0).
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Accreditation Statuss a dummy variable with O indicating no accreditation or a 1
indicating JCAHO, CARF, or AABH accreditation.

Econdisadvantage%efers to the percentage of individuals at or below federal poverty
level within the school district the organization is headquartered.

Total Number of Programepresents the total number of service programs.

Years in Busineds the number of years from the organization’s founding to 2009.
Number of Full Time Equivalent Employeeters to the total number of paid hours

divided by the number of hours within the pay period. For example, 100 hours were paid
divided by a 40 hour work week — this equates to 2.5 full time equivalents.

CEO Tenuras the length of tenure within the position of CEO (this does not include
previous position tenure).

CEO Backgroundefers to the educational background of CEO. This was represented by
a dummy variable — CEOBusiness where a 1 indicated a CEO with a business degree and
a O indicated a CEO with a non business degree (generally a social degree twreduca
degree).

Total Revenueefers to the total revenue reported on the year end 2008 financial
statements.

Current Ratiois the current assets (cash, cash equivalents, marketable securities and
accounts receivable) divided by current liabilities (accounts payable ahthdewill be

paid within one year).

Net Margin Percentages the net profit divided by total revenues for year end 2008.

Net Days in Accounts Receivaldehe accounts receivable balance as of year end 2008

divided by total revenues for year end 2008 multiplied by 365 days.
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Administrative Overhead Percentagehe administrative related expenses such as
salaries, benefits, and overhead for indirect staff that do not provide dingacese
divided by total expenses reported at year end 2008.
Debt Ratiois the total liabilities divided by total assets for year end 2008.
Days Cash on Hant the total cash divided by the average daily operational expense for
year end 2008.
Social Enterpriseefers to a dummy variable of either yes (coded as 1) or no (coded as 0)
with yes indicating the organizational use of social enterprise t@esivi
Independent Variable

My independent variable for all models was the use of social enterprise. As
stated, | used a dummy variable to indicate either the presence (1) or gb3efdke
organization’s use of social enterprise.

Dependent Variables

My dependent variables were various financial ratios. | chose currentetti
profit margin percentage, net days in accounts receivable, administratiheader
percentage, debt ratio, revenue per full time equivalent employee, and days cash on hand
as my dependent variables.

In selecting my dependent variables | strove to include variables that would
measure various aspects of financial performance. These finanaalaati be utilized
to ascertain an organization’s efficiency and effectiveness. Effigisrthe amount of
output derived from a unit of input while effectiveness is the ability to attract gohoitex

resources from the environment (Davis & Pett, 2002).
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Financial ratios can be categorized into four categories: liquidity ratios,
profitability ratios, debt ratios, and activity ratios (Brigham & Gaperk¥8).
Financial ratios explain a relationship of information from a company’s incatesrstnt
or balance sheet. Financial ratios allow for cross organizational compasigocontrols
for organizational size (Chabotar, 1989).
Liquidity Ratios

Liquidity ratios measure the ability of an organization to meet its shart te
obligations (Oster, 1995). Nonprofits typically are quite concerned with liquaddy
historically are quite concerned with cash flow (Chabotar, 1989). Liquidityatesiche
availability of cash or cash equivalent assets that are at the disposal @fahization. |
have selected the current ratio as an appropriate measure of liquidityuriidré catio is
one of the most widely used ratios of liquidity within the nonprofit sector and is used as
an indicator of financial strength (Chabotar, 1989). The current ratio is computed by
taking current assets divided by current liabilities. Current asgetally include cash,
marketable securities, accounts receivable and inventory. Essentiaflyagsets can be
converted into cash within a one year time frame. Typically, there are not ingsriitor
the behavioral healthcare field. Current liabilities include accounts payhbieterm
debt payments, current portion of long term debt payments and accrued expenses
(Brigham & Gapenski, 1988). Again these are liabilities that are angdpatbe paid
within one year.

When current liabilities increase beyond current assets an organizatibawvelh
lower current ratio. A low current ratio can be indicative of financial diffycand

delayed ability to pay organizational obligations. Typically for nonprofitsia a2 or
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higher is desirable (Chabotar, 1989). Essentially there are two dollasets &g every
dollar in liabilities. Because some assets may not be immediately @uht@itash (such
as receivables) this 2.0 ratio permits some cushion.
Profitability Ratios

Profitability ratios are key indicators of organizational efficienByofitability
reflects organizational policies and decision making (Brigham & Gapenski,.1988)
financial management is reflected in an ability to efficiently and effdy utilize one’s
assets. The ability to maximize revenues and control expenses results in enhanced
profits. Profitability measures reflect the combination of liquidity végtmanagement
and debt management (Brigham & Gapenski, 1988). Typically net margin is the
predominant metric utilized to determine organizational efficiency (Dare&, 2002).
This ratio is computed by dividing the net profit by the total revenue. This rati@aieslic
an organization’s ability to convert its assets into profit (Oster, 1995).obétrévenue
is derived by computing total revenue less total expenditures. This numerator is then
divided by the total revenues. A negative ratio indicates the organization hasdreurr
deficit. As noted previously, profits and net profit margins are highlydegan a for-
profit setting. In nonprofits, the drive to increase profits is supplanted by thealrive
fulfill the organizational mission. While the debate around nonprofits seekingspsofit
prevalent in literature the same debate is for the most part absent in the itosguttof.
For nonprofits it is important to cover expenses and at minimum achieve a break even
financial position however maximizing profits is not the primary goal of thenarggon.

Any revenues in excess of expenditures are not distributed to public sharehtlders
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there are “profits” they can be re-invested in the organization to enhance pgagram
develop new programs or to establish cash reserves.

Additionally, | have employed total revenue divided by full time equivalent
employees as a measure of efficiency. Essentially this ratio insliteteevenue
generated per employee. A higher ratio indicates greater efficidxsigle from net
margin, this metric may be best suited to indicate efficiency withinoh@rofit sector
where assets may not be comparable across organizations. Inherenthamusssst
number is heavily dependent on accounting practices and not correlated to performance
This ratio is widely used across various sectors and is a common measuiceerfoytf

| also included a review of the percentage of administrative overhead as a
profitability ratio. This ratio takes all administrative overhead divided by éafzenses.
Administrative overhead is typically defined as non-direct care stifiss, benefits and
related costs, technology costs, office supplies, and equipment lease expeyeseeral
it is any cost that is not specifically tied to the direct provision of services.
Administrative overhead percentage is a metric used throughout the nonprofit sector.
External parties typically use this percentage to ascertain efficiéftose organizations
with less administrative overhead are perceived as being more efficient.

Debt Ratio

Debt ratio indicates what portion of debt an organization has in proportion to its
assets. This ratio indicates the organization’s ability to generate new fandshé
capital market (Oster, 1995). Organizations with high debt ratios have futhated
those assets they have and typically have no further capacity to borroe.rdfiect on

our definition of effectiveness which is the ability to exploit and attract ressudebt
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ratio provides a financial indication of organizational effectiveness. Dibtisa
calculated by dividing total debt by total assets.
Activity Ratio

Activity ratios measure the organizations ability to convert assets irtid Oater,
1995). There are several metrics that fall under this category | have cleskays in
accounts receivable as it is commonly used within the behavioral healtletdreNet
days in accounts receivable indicate how long an organization’s cash is tied up in
accounts receivable. This metric is computed by taking the accounts bésda@nce
as the numerator and the denominator is total annual revenues divided by 360 days.
Within the state of Pennsylvania, the Medicaid managed care organizationsafdedic
and most commercial payers typically pay receivables within forty-tye dn
organization that has days in receivable that is significantly larger thgfif@tdays
may indicate an organization’s inability to effectively bill and collect upon gezirices.

Control Variables

Naturally, | had many control variables to minimize the likelihood of spurious
results. These control variables included tenure of the CEO, educational background of
the CEO, total programs, total revenues, number of full time equivalent emplagees
of the organization, accreditation status, Department of Public Welfare region,
geographic region type, and percentage of economic poverty within the geographic
region. | chose these control variables because | thought they might have arupopac
the financial performance of the organization. In the subsequent section | veditendi

why | initially chose these variables.
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CEO Tenure

There has been extensive research on how the CEO impacts the organization via
retention, performance, culture, and numerous other variables. Miller (1991) found an
inverse relationship between CEO tenure and financial performance. Md&r)(cited
loss of touch with the environment and a desire to preserve reputation and avoid risk as
attributing to reduced financial performance. It is also possible thaCawith minimal
tenure might be indicative of an organization that has turned over this position due to
poor performance. Alternatively, a new CEO may be eager to produce finasails r
that will be appreciated by the board of directors in order establish crgdilbibr these
reasons | included CEO tenure as a control variable for this research study.
CEO Education

Educational background of the CEO, particularly a business background, could
directly impact financial performance. Drucker (1990) finds that the role &3H@ is
central to setting the course of actions of the organization in response to aghangi
environment. The CEO must be able to gather and act upon information. Those CEOs
with a business background may have an advantage in processing and acting upon
financial information. A business background could result in a CEO who places more
emphasis and attention to financial performance.
Total Programs

Program diversity is akin to revenue diversification. Within the behaviorahhealt
industry there are varying types of programs such as outpatient counseliagclout
crisis services, case management, and psychiatric services. Eacmprqucally

receives different rates of reimbursement and may even have differergrgaym
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methodologies such as case rate, fee for service, per diem, or progranoallocat
Additionally, each program may face varying degrees of scrutiny fronrgayan effort
to control or maintain costs. Having greater program diversification méyecza
organization to minimize its financial risk and give greater financiallgta(Brealey &
Myers, 1991).

Conversely, an organization may have so many programs that it leads to mission
drift or an inability to gain efficiency by concentrating its effort@n aware of an
organization that had ventured into every conceivable type of service in hopes of
enhancing their bottom line. However, they had so many small programs aperatin
multiple locations and could not gain control of their staff activities, effelgtmonitor
expenses, ensure all activities were being billed, and have effective sigmervikeir
managers scrambled in many directions and the organization essentiathyflosts.

For these reasons | chose to include total programs as a control variable fesgaist.
Total Full Time Equivalent Employees

| captured this variable as an additional measure of organizational sizas ahis
commonly used benchmark among organizations to gauge size. Naturally the human
service field and in particular behavioral healthcare field is highly labor iweens
Employee salaries and benefits is our organization’s primary expengergat&Vhile
total assets is sometimes used to illustrate organization size, within tiveobalhaealth
industry total full time equivalent employees is a commonly used measuirenit is
generally thought that larger organizations achieve economies of scala.bé&lavioral
healthcare provider a psychiatrist is a major expense. Typically outpatiitieta

licensed by the state must have sixteen hours weekly of psychiatric time srhall a
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organization, this becomes a significant expense to absorb. For a larger oanizesti
expense can more easily be absorbed across multiple programs.

Larger organizations also have more power to negotiate various expenses. For
example, the behavioral healthcare field is highly labor reliant. Stafédesalaries and
wages and benefit costs typically comprise the majority of an orgamzag¢xpense.

Our organization recently experienced a significant increase to otin realrance
premiums. When determining what alternatives we had to mitigate the inarease
learned that we were not large enough to ideally negotiate with the insucangary.

We also learned that if we were an organization with over 200 employees we would be
able to contemplate self funding our health insurance. Larger organizationsndiave
bargaining power and alternatives that may not exist for smaller organgati

Larger behavioral healthcare providers also have better negotiatitigsabor
the revenue side of their financial statements. Typically, providers ssmracts with
insurance companies to offer their services. Larger providers who cover pathegpesr
geographic region have far more ability to negotiate rates for theseesethan smaller
providers. These larger providers cover more “lives” than smaller provitiéech 18
important for insurance companies. Many times there are not alternate prowttiars
the area to assume these “lives” if the contract were to cease. | aencd\adarge
provider in Erie who capitalized upon this very concept in their negotiations with the
managed care entity that had newly won the state contract for their re¢ijermahaged
care insurance company offered low rates assuming the provider would take them.
However, the provider requested higher rates. The negotiations came to a btamdl sti

the provider threatened to close their doors. This was of course a very risky and bold
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move. However, the provider knew that their closure would create chaos and the state
would not view this favorably. The managed care insurance company ultingetga
to the rates the provider sought. Smaller organizations would not have achieved this type
of response.
Organizational Age

Age of the organization could have both a positive or negative effect on financial
performance. One could theorize that older organizations are more bureameiettic
lessens innovation and risk. Conversely, one could also theorize that older organizations
have more experience and proven ability to adapt to their environment. Glisson and
Martin (1980) conducted research on human service agencies by size and age of the
organization and found these variables predicted organizational performance.
Accreditation

Accreditation typically requires organizations to meet specific quaétydards
and allows organizations to benchmark their performance against their pbieys. T
activity could result in an organization that has operational efficiencies putatien for
quality that attracts a larger portion of the market that contribute to a keaithiom
line. Additionally these organizations may have access to resources and gis@unt
vendors that are not available to non-accredited providers. Accreditation has been found
to be negatively correlated with an increased risk of hospital closure (Muttér, R
Rydman & Whiteis, 1989). The authors contended that accreditation aligns the
organization’s focus and could result in attracting better staff and rejdhese staff.
Indeed accreditation is the act of gaining recognition as providing high quabty ca

Accrediting bodies set forth specific standards which are measured artdneth. This
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may garner enhanced organizational legitimacy and allow an organizatitratd @iore
resources from the environment versus those who are not accredited. Conversely,
accreditation can be an expensive endeavor and require significant organizational
resources that could adversely affect the bottom line.
Licensing Region

Within the state of Pennsylvania there are four Department of Welfarsing
regions. Each region has staff responsible for annual licensing of those @ ovitthén
their jurisdiction. These staff follows applicable Department of Publidafée(or
Department of Health regulations for drug and alcohol services) regulatiocts can be
subjective in their interpretation. Regulators who are more restrictiein t
interpretation can place onerous demands upon the organization that could have
associated expenses or present barriers to generating revenue. Foegaaepgion
may require entirely separate electronic medical systems foratidiglcohol services
versus mental health services while another region may permit them to be motleed i
same system provided access is restricted. Separate systems wouddidigamal costs
to an organization versus simply having stringent access controls.
Geographic Region Type

Geographic region type (urban, rural, and mixed) was also selected asoh cont
variable. Barkoulas, Rice & Younis (2001) found that rural hospitals were typicall
smaller in size than urban hospitals and consequently had reduced economies of scale.
With reduced economies of scale, rural hospitals had an inability to spread fixed
overhead costs versus urban hospitals. Barkoulas, Rice & Younis (2001) also found a

difference in the mix revenue (Medicare versus Medicaid) for urban vensus r
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hospitals. Urban areas had a higher percentage of Medicaid patients and gl ca
additional government dollars that were allocated based upon Medicaid wtilizati
Overall rural hospitals were less profitable than their urban counterpahite tifs
research was focused on hospitals it is conceivable that similar findings coultd oc
within the behavioral healthcare field.
Economically Disadvantaged Percentage for Region

Behavioral health providers identify commercial insured clients as being more
financially lucrative than clients in which the state or county pays for skeces.
Typically individuals with commercial insurance are employed and hawerhigcome
levels. Individuals with lower income levels or who are unemployed are eligible
medical assistance or government provided insurance. Typically reimlaumtseates are
higher for commercial insurers than medical assistance plans. Additidhakg
individuals who have medical assistance may be eligible due to a chronic rheegal i
that would require more intensive treatment that can be more expensive to provide.
Within the behavioral healthcare field it is a common complaint that for-gmaftiders
will “cherry pick” clients with commercial insurance because they tendjiareeless
intensive and less expensive treatment. Providers who have a higher percentage of
commercial clients may have a financial advantage over those who thendtédea
government predominantly reimburse. For this reason, | included the percentage of
economically disadvantaged as a control variable.

Univariate Analysis
The first stage of the analysis involved reviewing each variable withidetiaeset

to ensure it was normally distributed. SPSS software was used for all dgasana
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Descriptive statistics were compiled for each variable along witetagnam to visually
inspect the distribution of the variable. Skew and kurtosis were reviewed for each
variable. Several variables had to be normalized using the natural log. Thesealinclude
Full Time Equivalent Employees, CEO Tenure, Current Ratio, and Administrative
Overhead Percentage. Additionally, the variable Years in Business wmaalized using
the square root.
Bivariate Correlations

Pearson product-moment correlation statistics were run for all variables. Thi
analysis revealed a high correlation between Full Time Equivalent Eneglayel Total
Programs. The correlation between Full Time Equivalent Employees aridPTajaams
was significantr(67) = .65,p <.001. Additionally, there was an exceptionally high
significant correlation between Full Time Equivalent Employees and Tetadririe,
r(67) =.90,p <.001. These correlations are not surprising. The provision of behavioral
health services is highly labor intensive. Those organizations with more progoaas w
require more staff to deliver the program services. Also, organizations wtith m
programs would most likely generate more revenue from an expanded prograng.offerin
Because of this correlation, | decided to exclude Total Revenue and Total Pragthms
instead use Full Time Equivalent Employees as my control variable tcapysipriately
gauge organizational size. My intent is to avoid issues of multicollineariyen@hat |
have a small number of cases, | am sensitive to this issue. The effect obiméetcity
is an inability to precisely ascertain the effect a specific pi@dvariable has on the

dependent variable (Hamilton, 1992). By removing those variables that have high
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correlations with other control variables, | reduced the potential for multieality
within my data analysis.
Modification of Control Variables

During the course of the data analysis it became apparent that my originégd mode
were complex and many of the control variables displayed weak assueiaith the
dependent variable, indicating they were not relevant. In particular, CE@ele
Accreditation Status, and Percentage of Economically Disadvantaged cuhslste
weak effects and did not contribute to the variance in my dependent variables.
Additionally, in numerous models there was significant variation betweerfthedRhe
adjusted Rvalues which also indicated potential multicollinearity or the presence of
nonsignificant predictors. As a result, | chose to revise the control variabbtesd
ultimately use in my models. In these revised models | redefined myagdugregion
type as either predominantly urban or predominantly rural. | then only used one dummy
variable (urban) within the model. Additionally, | reconsidered the three dummy
variables that related to the background of the CEO (business, social, or other) and
collapsed these into one dummy variable indicating either a business degree or not
(CEOBusiness). |then chose to retain total full time equivalent employdg®ars in
business as my additional variables given their higher tolerance statlst®sd only
these control variables in my analysis of each hypothesis.

Data Analysis

As mentioned all analyses were conducted using SPSS software. Upon

completion of my review of the descriptive results as well as univarialgsana

employed multivariate ordinary least squares (OLS) as well as ordgralssion to
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assess any relationship between the dependent and independent variables.tdn order
fully consider a relationship between my independent and dependent variables | used
ordinal regression in certain models where further analysis was warradreihal
regression allowed me to reduce the dependent variable to categories anidaramny
issues with outliers.

As is typical for research conducted in the social sciences, | used a .05exhe-tai
level of significance unless otherwise indicated.

Summary of Methods Chapter

This quantitative methods research used both a survey and existing data to
conduct analyses to test my hypotheses. My research seeks to deternareafe
differences in the financial performance between those traditional nonpiaditibeal

healthcare providers and those who engage in social enterprise.
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CHAPTER IV
FINDINGS
Introduction

This chapter reports on the findings from the analyses of each specific lsfpothe
Descriptive statistics are presented from the survey results. N#xhgpothesis is
explored and the results of the statistical models are detailed.

Descriptive Statistics

There were sixty nine organizations that responded to the survey. Sixty-one
percent of the organizations were located in areas that had at least a tihérd of
population who were economically disadvantaged. Twenty seven percent served
predominantly urban areas and the remainder served predominantly rural aftgas. Fi
three percent indicated the western region of the Department of Public &\(ElfR2w)
licensed them; twenty-four indicated the south eastern region of DPW licéeseqd t
seventeen percent responded that the northeastern region of DPW licensed them and the
remaining six percent were licensed by the central region of DPW.

The tenure of these organizations ranged from a mere four years as a gmvider
one hundred and nine years. The median tenure of the organizations was thirty-nine
years. Eighty-one percent of the organizations have an organizational temueatgf t
years or more. This is not entirely surprising as the costs of startingbehavioral
healthcare services are quite prohibitive especially if psychiatreis required.

Sixty percent of the organization’s chief executive officers had a background in

either psychology or social work, twenty-five percent had a business background and the
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remaining fifteen percent had some other type of educational background —ytypical
education.

The organizations had an average of five programs offered. The range was from
only one program to a maximum of thirteen programs. Of the organizations, thirty-si
offered drug and alcohol services. Fifty offered outpatient counselingasgrvl wenty-
four offered crisis services. Forty-two offered psychiatric serviEdty-three offered
some type of outreach service such as Family Based, Case Managensm\ooal
Health Rehabilitative Services.

There are various methods of measuring organizational size. One can use the
number of full time equivalent staff, the total revenues or the total assetsre thefi
size of an organization. The data reveals that the number of full time equivalent
employees ranges from a mere two staff to a maximum of eleven thousand five hundred
staff. The median number of full time equivalent staff is one hundred and fifty.

Total revenues for the organizations surveyed ranged from thirty-eigigathd
dollars up to just under three hundred eighty five million dollars. The median of total
revenues for the group was roughly ten million dollars.

Total assets of organizations surveyed ranged from nine thousand dollars to three
hundred thirty-two million. The median assets for this group was five million four
hundred thousand. While many industries use assets as a means of determining
organizational size, | rely more on total full time equivalent employeas.niit
uncommon within the behavioral healthcare industry to have very few assets ather tha
cash and accounts receivable. It becomes challenging to measure an oogahiaahas

no fixed assets, perhaps a half million dollars cash and accounts receivable of three
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hundred thousand versus an organization with the same amount of cash and accounts
receivable but also has fixed assets of two to three million dollars. One wouldesurmi

the second organization is larger based upon total assets but both could be generating the
same amount of revenue. Therefore, | believe the use of full time equsvatdntal

revenues are better measures of organizational size.

Twenty-one of the organizations indicated that they were accredited. ©f thes
organizations ten were accredited through the Joint Commission on Accreditation of
Hospital Organizations (JCAHO). Four organizations were accredited thimugh t
Council on Accreditation and the remaining organizations were accredited thneugh t
Commission on Accreditation of Rehabilitation Facilities.

Of the total sixty-nine organizations twenty five percent indicated hiegt t
engaged in social enterprise activities. Seven of the seventeen social eaterpri
organizations had consulting or administrative services. This was the most popular
category of social enterprise followed by property management serviadsobf three
entities responded. The remaining social enterprise organizations engagesting or
operating a restaurant (2), landscaping services (1), farming (1), onlihéleta
manufacturing (1), and printing and copying services (1). The investment ayaagl
to social enterprise varied with the smallest having only one full time equivale
employee to an organization with 100 full time equivalent employees devoted to the
social enterprise activity. The median number of full time equivalent eegddpr this

subset of the population was two full time equivalent staff.
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These social enterprise organizations ranged in tenure for social enterprise
activities from one year to thirty years. These organizations have begedngaocial
enterprise ventures for a median nine years.

One would surmise that those entities with a CEO who had a business background
would dominate the organizations engaged in social enterprise; however, this virs not t
case. Forty-seven percent of the organizations with social enterpris€E B&®gewith a
social sciences or psychology education, twenty-nine percent had a businessuratkg
and twenty-four percent had some other type of educational background.

Perhaps one of the most surprising findings from a review of the data is tiat fort
percent of this subgroup either broke even or had losses on their social enterprise
ventures. The greatest loss was one hundred and twenty-five thousand dollars and the
median loss of those who were not in the black was twelve thousand dollars. Of the
remaining nine social enterprise organizations who were making profits onghaires,

the median profit was forty-three thousand dollars.
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Additional descriptive statistics are provided in Table 1:

Table 1

Descriptive Statistics

| chose two metrics to analyze liquidity. | used current ratio and dalyonas

hand. | chose to use two metrics to ensure | was fully reviewing liquiditiidor t

N Minimum Maximum Mean Std. Deviation Skewness
Statistic Statistic Statistic Statistic Statistic Statistic Std. Error
Total Programs 69 1.00 13.00 5.2029 2.89817 .348 .289
Sqrt of Years in Business 69 2.00 10.44 6.0956 1.79336 -.221 .289
Lnof FTE’s 69 69 9.35 4.7893 1.69769 -311 .289
Ln of CEO Tenure 69 .00 3.69 2.2923 98724 -.629 .289
Tenure of Social Enterprise 17 1 30 8.35 6.919 1.963 .550
Social Enterprise FTE'’s 17 A 100.0 12.624 25.1343 3.015 .550
Ln of Current Ratio 69 -2.47 4.46 1.2897 1.16611 408 .289
Net Profit Margin 69 -4570809 7756000 475514.25 1239417.584 2.167 .289
Ln of Days Cash on Hand 69 6155120 321.53003 58.097059788 54.7446071674 2.091 .289
Ln of Revenue/FTE 69 9.06 13.91 11.0336 71502 1.367 .289
Ln of Admin Overhead 69 37 4.35 2.4974 57901 -435 .289
Ln of Debt Ratio 69 -5.33 .95 -1.2131 1.18436 -1.164 .289
Ln of Net Days in AIR 69 .00 7.63 3.9540 1.41390 -1.031 .289
Ln of Total Revenue 69 10.56 19.77 15.8228 1.65089 -.728 .289
Ln of Total Assets 69 9.15 19.62 15.1698 1.77517 -721 .289
Liquidity Models

behavioral healthcare industry. While current ratio is perhaps the most comnnizn met

of liquidity, | felt that many organizations may not be as appropriately mebisure

current assets and current liabilities. | chose days cash on hand asdrsedel to

explore knowing that this metric could most easily be applied to all organizatithis wi

my research study.
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Current Ratio

My hypotheses regarding how social enterprise will affect liquidiigsas:
Hla: Nonprofit behavioral healthcare providers who engage in social enterpkise wil
have a higher current ratio than nonprofit behavioral healthcare providers who do not
engage in social enterprise.

A multivariate linear regression model was conducted to test my hypothesis.
Current ratio was entered as the dependent variable. All control varialkesntered
into block one and the independent dummy variable of social enterprise was entered into
a separate block. Because the Western Region was the predominant group, | used the
Western Region dummy variable throughout my models.

Casewise diagnostics did not detect dependent variable outliers outside three
standard deviations. Therefore, | included all sixty nine cases within the.model

The R values were summarized in Table 2.

Table 2
Current Ratio Model Summary for Western Region N =69
Model Change Statistics
Std. Error R
Adjusted R of the Square F Sig. F
R R Square Square Estimate Change | Change | dfl | df2 Change
1 4828 .232 171 1.06160 .232 3.809 5 63 .004
2 483° .233 .159 1.06962 .001 .059 1 62 .809
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When only the control variables are entered, the model explains 23.2% of the
variance in current ratio. With the addition of social enterprise, the nwd@xplains
23.3% of the variance within current ratio. The changéeiméicates the overall
variance the independent variable contributes to the model — essentially the independe
variable social enterprise explains .001% of the variance within the model. Theddjus
R?, which accommodates for the fact that sampling is used to make general irféoence
the population, is less than the origind&th a value of 17.1% for model one and
15.9% for model two. Model two is statistically significaat6,62) = 3.137p = .009.

In reviewing the coefficients, only FTE’s is statistically sigraht

(B =-.335) and is detailed in Table 3.
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Table 3

Variable Contributions and Correlations for Social Enterprise and

Current Ratio for Western Region N =69
Model Unstandardized Standardized Collinearity
Coefficients Coefficients Statistics
B Std. Error Beta T Sig. VIF
1 (Constant) 2.131 .501 4.248 | .000
Urban 517 .301 199 1.717 | .091 1.108
Western Region 439 .267 .188 1.645( .105 1.077
CEO Business -.247 .305 -.092 -808 | .422 1.058
Years in Business .068 .082 104 823 414 1.305
FTE’s -.329 .087 -479 1 -3.797] .000 1.305
2 (Constant) 2.143 .508 4.220 | .000
Urban .502 .309 194 1.624 | .109 1.152
Western Region 432 270 185 1598 .115 1.089
CEO Business -.248 .307 -.092 -806 | .423 1.058
Years in Business .068 .083 105 825 | 413 1.307
FTE’s -.335 .090 -487 | -3.704 | .000 1.397
Social Enterprise .079 327 .029 2243 | .809 1.147

In summary those organizations that have higher FTE’s will have a lowenturr
ratio by .335. One explanation of this finding could be increased expenses associated
with more employees. While expenses are not a direct component of curcetitepti
do deplete cash reserves and could factor into a lower numerator in the cuwent rat

Because the univariate analysis of the dependent variable currentaatimtv
normally distributed | had to transform the variable using the natural log. \dovibe
transformed variable of current ratio still had two outliers present. Givesntak
sample size and the continued presence of these outliers, | decided to cormerettte

ratios from a scale to an ordinal variable. | used the Risk Management Assixiat
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2008 financial ratio benchmark report for nonprofit mental health and substance abuse
outpatient providers. The Risk Management Association is one of the leading resource
for financial ratio benchmarks. Using the industry benchmarks for curtemt ra
assigned a score to each organization in my data set ranking them as a cai@)gralic
current ratio score under the industry median, a two indicating a currentoateoas the
industry median, or a three indicating current ratio above the industry median.

| then conducted an ordinal regression model to review how well social enterprise
influenced current ratios. The model was not significant and in particular tfietpre
variable social enterprise was not significant. Given no change in outcome through this
additional modeling, | feel quite comfortable in ascertaining that | must keaputl
hypothesis.

In summary, | had sought to find support for the following hypothesis:
Hla: Nonprofit behavioral healthcare providers who engage in social enterpkise wil
have a higher current ratio than nonprofit behavioral healthcare providers who do not
engage in social enterprise.

However, given the results of my analysis | fail to reject the null hypstbés

Nonprofit behavioral healthcare providers who engage in social enterprise have no

significant difference in their current ratio than nonprofit behavioral heakharoviders

who do not engage in social enterprise.
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Days Cash on Hand
An additional metric of liquidity is days cash on hand. | conducted a multivariate
linear regression model to determine if social enterprise predicted a highber of
days cash on hand. Days cash on hand was entered as the dependent variable. All
control variables were entered into block one and the independent dummy variable of
social enterprise was entered into a separate block.

The R values were summarized in Table 4 for the Western Region model.

Table 4
Days Cash on Hand Model Summary for Western Region N =69
Model Change Statistics
R

Adjusted R | Std. Error of the | Square F Sig. F

R R Square Square Estimate Change | Change | dfl | df2 Change
1 4778 .227 .166| 49.99274066 .227 3.708 5 63 .005
2 493" .243 .170| 49.87129445 .016 1.307 1 62 .257

When just the control variables are entered, the model explains 22.7% of the
variance within our dependent variable — days cash on hand. After the introduction of the
independent variable, social enterprise, the model explains 24.3% of the variance in day
cash on hand. Essentially, the addition of social enterprise accounts for 1.6% of the
variance in days cash on hand. Model two is statistically signifiEé62) = 3.323p =

.007.
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Urban @ = 27.295) and FTE'P(= -14.642). Essentially, those organizations located in
an urban location will have a higher number of days cash on hand by roughly 27 days.

Conversely, those with more FTE’s will have a lower number of days cash on hand by 14

In reviewing the coefficients, | found that there is significancelfervariable

days. The coefficient for social enterprise did not have any significare@edictor of

days cash on hand.

Table 5

Variable Contributions and Correlations for Social Enterprise and

Days Cash on Hand for Western Region N =69
Model Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
B Std. Error Beta T Sig. VIF

1 (Constant) 105.190 23.616 4.454 .000
Urban 30517 14.181 251 2.152 .035 1.108
Western Region -9.351 12.554 -.086 -.745 459 1.077
CEO Business 10.794 14.365 .086 751 455 1.058
Years in Business 1.838 3.862 .060 476 636 1.305
FTE's -13.406 4.080 -416 -3.286 .002 1.305

2 (Constant) 107.907 23.678 4557 .000
Urban 27.295 14.424 224 1.892 .063 1.152
Western Region -10.865 12.594 -.099 -.863 392 1.089
CEO Business 10.545 14.331 .084 736 465 1.058
Years in Business 1.992 3.855 .065 517 .607 1.307
FTE's -14.642 4.211 -.454 -3.477 .001 1.397
Social Enterprise 17.416 15.233 135 1.143 257 1.147

number of days cash on hand. Those organizations with more employees will have a

In summary those organizations located in an urban area will have a higher
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lower number of days cash on hand which could be due to the expense of these
employees.
While my model is statistically significant, it does not reveal thaakoc
enterprise has an impact on the number of days cash on hand. Therefore, | must reject
my hypothesis that social enterprise will have a positive effect on the nointbeys
cash on hand.
Profitability Models
My hypotheses that explore profitability metrics include:
H1b: Nonprofit behavioral healthcare providers who engage in social enterprise will
have higher net margin percentage than nonprofit behavioral healthcare providets w
not engage in social enterprise.
H1f: Nonprofit behavioral healthcare providers who engage in social entergtibawei
a higher ratio of revenue per full time equivalent staff than nonprofit behavioral
healthcare providers who do not engage in social enterprise.
H1d: Nonprofit behavioral healthcare providers who engage in social enterprise will
have a lower percentage of administrative overhead than nonprofit behavioral healthca
providers who do not engage in social enterprise.
Net Margin Percentage
| used multivariate linear regression to analyze my profitability hygetheNet
profit margin percentage was entered as the dependent variable. All conabollegar
were entered into block one and the independent dummy variable of social enterprise wa

entered into a separate block.
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Casewise diagnostics detected three dependent variable outliers outgde thre
standard deviations. These cases involved two organizations with extremely poor
(negative) profit margin percentages and one with an extremely highmesfjin
percentage. | chose to exclude these cases in my analysis. | have thedatmael
summary for Western region:

Table 6

Net Profit Margin Percentage Model Summary for Western Region N = 66

Model Std. Error Change Statistics
R Adjusted of the R Square Sig. F
R Square | R Square | Estimate Change | F Change | dfl df2 Change
1 .493° .243 .180 .05271 .243 3.860 5 60 .004
2 522" .273 .199 .05212 .029 2.377 1 59 .128

In model one | have a’®f 24.3% and in model two | have afA & 27.3%. The
addition of social enterprise in model two explains 3% of the variance in net profit
margin for the Western region. Model two is significant t{6,59) = 3.687p = .004.

In reviewing the coefficients, FTE’s is significant wjih= -.018 and Western Region is
moderately significant with = -.023. Those organizations with more employees will
have a lower net profit margin and those within Western region will also have ranleive

profit margin than their peers. Social enterprise is not significant in rhedel
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Table 7

Variable Contributions and Correlations for Social Enterprise and

Net Profit Margin Percentage for Western Region N = 66
Model Unstandardized Coefficients Standardized t Sig. Collinearity Statistics
Coefficients
B Std. Error Beta VIF

1 (Constant) 129 .026 4.870 .000
Urban 015 015 114 .960 341 1.110
Western Region -.021 014 -176 -1.517 135 1.069
CEO Business .002 015 018 .160 874 1.062
Years in Business .000 .004 -.011 -.083 .934 1.392
FTE's -015 .005 -436 -3.302 .002 1.380

2 (Constant) 131 .026 5.016 .000
Urban 011 015 .088 743 461 1.133
Western Region -.023 014 -.200 -1.729 .089 1.089
CEO Business .001 015 .009 .076 .940 1.066
Years in Business .001 .004 .022 .163 871 1.428
FTE's -018 .005 -508 -3.665 .001 1.559
Social Enterprise .026 017 .186 1.542 .128 1.186

In summary FTE’s was found to be a significant variable that adversely mdpact
the net profit margin. Additionally, the variable Western Region was moderatel
significant and also negatively affected the net profit margin pegenta

In addition to this model, an ordinal regression model was explored to fullysasses
any possibility of a relationship between social enterprise and netmpegientage. In
this model | again used the financial benchmarks available through the Risk Managem
Association and ranked the organizations on a scale of one to three with one equating to

an organization whose net profit margin was in the lower range of industry benchanarks,
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two for those who were within the median range, and a three for those who performed
above the industry benchmark. No relationship was revealed and the results did not offer
any conflicting findings to the multivariate linear regression model. Ghese results |
am comfortable in rejecting the hypothesis:
H1b: Nonprofit behavioral healthcare providers who engage in social enterprise will
have higher net margin percentage than nonprofit behavioral healthcare providets w
not engage in social enterprise.
Revenue Per Full Time Equivalent Employee

A linear regression analysis of the second hypothesis focusing on profitpbility
full time employee was explored. The hypothesis is:
H1f: Nonprofit behavioral healthcare providers who engage in social enterglisawe
a higher ratio of revenue per full time equivalent staff than nonprofit behavioral

healthcare providers who do not engage in social enterprise.
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The model revealed the following in Table 8:

Table 8

Revenue Per Full Time Equivalent Model Summary for Western Region N = 69

Model Std. Error Change Statistics
R Adjusted of the R Square Sig. F
R Square | R Square | Estimate Change F Change | dfl Df2 Change
1 3172 .100 .029 .70456 .100 1.407| 5 63 .234
2 321" .103 .016 .70916 .003 .184 1 62 .669

Model one has an%f 10% and model two has anf & 10.3%. The addition of

social enterprise in model two explains .3% of the variance in the dependent variable

revenue per full time employee. Model two is not significant wi{6,62) = 1.188p =

.325. In reviewing the coefficients, only FTE’s is significant visith -.156, indicating

that those organizations with more employees will have a lower revenue peattol E

Social enterprise is not significant in model two.
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Table 9

Variable Contributions and Correlations for Social Enterprise and

Revenue Per FTE for Western Region N =69
Model Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
B Std. Error Beta t Sig. VIF

1 (Constant) 11.347 .333 34.092 .000
Urban 105 .200 .066 525 602 1.108
Western Region .059 77 041 331 741 1.077
CEO Business .090 202 .055 446 657 1.058
Years in Business .052 .054 131 .960 .340 1.305
FTE's -.149 .058 -.355 -2.597 012 1.305

2 (Constant) 11.361 .337 33.742 .000
Urban .088 205 .055 427 671 1.152
Western Region .051 79 .035 282 779 1.089
CEO Business .089 .204 .054 437 664 1.058
Years in Business .053 .055 133 .969 .336 1.307
FTE's -.156 .060 -.370 -2.604 012 1.397
Social Enterprise .093 217 .055 429 .669 1.147

However, this analysis also reveals that there are outlier cases thesegyise
diagnostics. By removing these three identified outlier cases arfarthfysis indicates

the results of Table 10.
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Table 10

Revenue Per Full Time Employee Model Summary for Western Region WitharsOutl

N = 66
Model Std. Error Change Statistics
R Adjusted R of the R Square F Sig. F
R Square Square Estimate Change Change dfl df2 Change
1 613% .376 .323 37294 376 7.102 59 .000
2 613° .376 311 .37606 .000 .025 58 .874

By removing the outlier cases thé fer model two is improved to 37.6% but is
identical to model one. Essentially the addition of social enterprise explaingarcea

in the dependent variable. | must note that two of the outlier cases engagedlin soci

enterprise. Model two is significant wikh(6, 58) = 5.825p = .000. In reviewing the

coefficients, FTE’s is significant with = -.192 and Years in Business is significant with

B =.114. Those organizations with more employees will have a lower revenue per full

time equivalent ratio and those that have a longer tenure (years in busindsayevd

higher revenue per full time equivalent ratio. Social enterprise is not sagrtifn model

two.
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Table 11

Variable Contributions and Correlations for Social Enterprise and
Revenue Per FTE for Western Region Without Outliers N =66

Model Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
B Std. Error Beta t Sig. VIF
1 (Constant) 11.068 189 58.437 .000
Urban 178 107 .180 1.653 .104 1.116
Western Region 123 .098 136 1.252 216 1.118
CEQ Business 128 .108 125 1.186 241 1.049
Years in Business 113 .031 435 3.713 .000 1.296
FTE’s -.193 .034 -.677 -5.633 .000 1.366
2 (Constant) 11.065 192 57.652 .000
Urban 182 A .184 1.631 .108 1.181
Western Region 125 .100 138 1.251 216 1.133
CEQ Business 129 109 126 1.182 242 1.051
Years in Business 114 .031 435 3.684 .001 1.297
FTE’s -192 .035 -.674 -5.487 .000 1.403
Social Enterprise -.019 121 -.018 -.159 874 1.134

In summary, | found that FTE’s was statistically significant and neggtivel

affected revenue per full time employee. In those models where the casiesr were

removed, FTE’s continued to be statistically significant and negativelgtedfeevenue

per full time employee. Years in Business was also statistsigityficant and positively

impacted revenue per full time employee.

In no analysis did | find that social enterprise was statisticatlijisamt.

Given these findings, | do not have statistical reason to accept the hypothesis:
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H1f. Nonprofit behavioral healthcare providers who engage in social entergtibawei
a higher ratio of revenue per full time equivalent staff than nonprofit behavioral
healthcare providers who do not engage in social enterprise.
Administrative Overhead Percentage

My final hypothesis pertaining to profitability metrics is:
H1d: Nonprofit behavioral healthcare providers who engage in social enterprise will
have a lower percentage of administrative overhead than nonprofit behavioraldrealthc
providers who do not engage in social enterprise.

A multivariate linear regression model was employed to explore anreaip
between the use of social enterprise and administrative overhead percentage.

My model yielded an &for model one of 6.8% and arf ®r model two of 7% as
indicated in Table 12.
Table 12

Administrative Overhead Percentage Model Summary for Western Regidn= 69

Model Std. Error Change Statistics

R Adjusted of the R Square Sig. F
R Square | R Square | Estimate Change F Change | dfl df2 Change

1 .261°% .068 -.006 .58064 .068 9241 5 63 AT72
2 265" .070 -.020 .58468 .002 132 1 62 717

Model two is not significant with (6,62) = .781p = .588. In reviewing the

coefficients, none of the variables are significant.
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Table 13

Variable Contributions and Correlations for Social Enterprise and
Administrative Overhead Percentage for Western Region

N =69

Model Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
B Std. Error Beta t Sig. VIF
1 (Constant) 2.809 274 10.241 .000
Urban 113 165 .088 687 494 1.108
Western Region -138 146 -119 -944 .349 1.077
CEO Business 138 167 103 825 412 1.058
Years in Business -.001 .045 -.004 -.026 979 1.305
FTE's -.061 .047 -.180 -1.294 .200 1.305
2 (Constant) 2.819 278 10.155 .000
Urban 101 169 079 598 552 1.152
Western Region -.143 .148 -.124 -.970 .336 1.089
CEO Business 137 .168 103 814 419 1.058
Years in Business -.001 .045 -.002 -014 .989 1.307
FTE's -.066 .049 -193 -1.335 187 1.397
Social Enterprise .065 179 .048 .364 717 1.147
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This analysis found one outlier through casewise diagnostics. | reramtle m
with this case excluded and had the following results:

Table 14

Administrative Overhead Percentage Model Summary for Western Region Without

Outliers N =68
Model Std. Error Change Statistics
R Adjusted of the R Square Sig. F
R Square | R Square | Estimate Change | F Change | dfl df2 Change
1 .426° .182 114 45413 .182 2.706 5 61 .028
2 477" 227 .150 44494 .046 3.544 1 60 .065

The R is improved for model two to 22.7%. Model two is now significant With
(6,60) = 2.94p = .014. In reviewing the coefficients, FTE’s is significant viith -.104
and social enterprise is moderately significant \Bith.264. These coefficients indicate
that those organizations with more employees will have lower administoaterbead

expense and those that engage in social enterprise may have higher atimenistr

overhead expense.
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Table 15

Variable Contributions and Correlations for Social Enterprise and
Administrative Overhead Percentage for Western Region Without Outlier

N = 68
Model Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
B Std. Error Beta t Sig. VIF

1 (Constant) 3.279 231 14.182 .000
Urban .055 129 .051 422 674 1.101
Western Region -.146 115 -.151 -1.261 212 1.071
CEQ Business .101 131 .092 772 443 1.051
Years in Business -.044 .036 -.158 -1.228 224 1.234
FTE’s -.085 .038 -.292 -2.266 027 1.234

2 (Constant) 3.335 229 14.596 .000
Urban .003 129 .003 .023 .982 1.153
Western Region -.164 114 -170 -1.446 153 1.079
CEQ Business .094 128 .085 .730 468 1.052
Years in Business -.044 .035 -157 -1.249 217 1.234
FTE’s -104 .038 -.355 -2.720 .009 1.322
Social Enterprise 264 .140 230 1.883 .065 1.157

In the original models that included all cases, the models were not significhnt a
there were no significant coefficients. In the revised model that elimirregexitlier
case, the model that included social enterprise was significant and FT&Ess wa
significant variable predicting a lower administrative overhead percentaggal
enterprise was moderately significant and unfortunately predictedherlagministrative
overhead percentage. | have chosen to fail to reject the null hypothesis #had tieer
difference in the administrative overhead percentage between those atigasithat

engage in social enterprise and their traditional counterparts.
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Debt Ratio Model

The third category of financial metrics involves reviewing organizaltidelat.
This item involves reviewing both assets and liabilities on the balance sheehand ca
reveal information that is not contained on the profit and loss statements. Theidebt rat
was employed as the dependent variable. Debt ratio is calculated by dividing the
organization’s total assets by its total liabilities. A multivariatedr regression model
was utilized to explore the relationship between the independent variableratielithe
dependent variable - social enterprise and the control variables. The mabditfor

ratio yielded the following results:

Table 16
Debt Ratio Model Summary for Western Region N =69
Model Std. Error Change Statistics
R Adjusted R of the R Square F Sig. F
R Square Square Estimate Change Change dfl df2 Change
1 .363° 131 .063| 1.14674 131 1.907 5 63 .106
2 .404° .163 .082] 1.13449 .032 2.367 1 62 .129

The R for model one is 13.1% and thé fer model two is 16.3%. The inclusion
of social enterprise in model two explains an additional 3.2% of the variance in the
dependent variable debt ratio. Model two is not significant with,62) = 2.018,

p =.077. The Urban coefficient is significafit£ -.714) and predicts a lower debt ratio.
The FTE coefficient is moderately significafit£ .180) and predicts a higher debt ratio.

Social enterprise is not a significant variable in this model.
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Table 17

Variable Contributions and Correlations for Social Enterprise and Debt Ratio for

Western Region N =69
Model Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
B Std. Error Beta t Sig. VIF

1 (Constant) -1.765 542 -3.258 .002
Urban -616 .325 -.234 -1.892 .063 1.108
Western Region -.363 .288 -154 -1.261 212 1.077
CEO Business -.049 .329 -018 -.149 .882 1.058
Years in Business -018 .089 -.027 -.200 842 1.305
FTE's 217 .094 312 2.324 023 1.305

2 (Constant) -1.682 539 -3.122 .003
Urban -714 .328 -.271 2176 .033 1.152
Western Region -409 .286 -173 -1.429 158 1.089
CEO Business -.057 .326 -.021 -174 862 1.058
Years in Business -013 .088 -.020 -.148 .883 1.307
FTE's .180 .096 .258 1.876 .065 1.397
Social Enterprise 533 .347 191 1.539 129 1.147

In summary, the model for debt ratio was not found to be significant. FTE's and
Urban could be considered moderately significant coefficients. Social es¢enas not
found to be statistically significant in any of the models.

An ordinal regression model was also utilized to fully ascertain any possible
relationship between social enterprise and debt ratios. The organizationankem
from one (lowest score) to three (highest score) based upon the Risk Management
Association’s benchmarks for this financial metric. The results of the matiebdi

support the hypothesis.
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After this review, | rejected my hypothesis:
Hle: Nonprofit behavioral healthcare providers who engage in social eseeslti
have a lower debt ratio than nonprofit behavioral healthcare providers who do not engage
in social enterprise.
Instead | failed to reject the null hypothesis that social enterpriseoha®dictive
relationship to debt ratios.

Activity Ratio

In assessing activity ratios, | chose to review the number of dagsrdeaemain
classified as receivables. My hypothesis is:
H1lc: Nonprofit behavioral healthcare providers who engage in social enterptise wil
have lower net days in accounts receivable than nonprofit behavioral healtlocgdensr
who do not engage in social enterprise.

A multivariate linear regression model was constructed to assess@nsdiad

between social enterprise and net days in accounts receivable.
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The analysis of net days in accounts receivable is detailed in Table 18.

Table 18

Net Days in Accounts Receivable Model Summary for Western Region N =69

Model Std. Error Change Statistics
R Adjusted of the R Square Sig. F
R Square | R Square | Estimate Change F Change | dfl df2 Change
1 .361° .130 .061| 1.37010 .130 1.884| 5 63 110
2 361" .130 .046| 1.38103 .000 .007] 1 62 .936

The R for model one is 13% and remains unchanged for model two. This
indicates that social enterprise does not explain any of the variance in @t day
accounts receivable. Model two is not significant Wt(6,62) = 1.546p = .178. In

reviewing the coefficients, only FTE’s is significant witl+ .249 predicting a higher net

days in accounts receivable. Social enterprise is not significant in model two.
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Table 19

Variable Contributions and Correlations for Social Enterprise and
Net Days in Accounts Receivable for Western Region N =69

Model Standardized
Unstandardized Coefficients Coefficients Collinearity Statistics
B Std. Error Beta t Sig. VIF
1 (Constant) 2.654 .647 4.101 .000
Urban 198 .389 .063 509 613 1.108
Western Region -215 .344 -.076 -.626 533 1.077
CEO Business -527 .394 -.162 -1.338 .186 1.058
Years in Business .051 .106 .065 484 630 1.305
FTE's 247 112 296 2.206 .031 1.305
2 (Constant) 2.649 .656 4,040 .000
Urban 204 .399 .065 511 611 1.152
Western Region -212 .349 -.075 -.609 545 1.089
CEO Business -526 .397 -.162 -1.326 190 1.058
Years in Business .051 107 .065 477 635 1.307
FTE's 249 17 299 2.136 .037 1.397
Social Enterprise -.034 422 -.010 -.081 .936 1.147

In summary, in the model for net days in accounts receivable *treerRined the
same between model one and model two. Additionally, this model was not stafisticall
significant. FTE’s was a significant coefficient and adversely atguzhnet days in
accounts receivable. A final review of the hypothesis with an ordinalsggrereveals
no significance in the model and no significance in the dependent variable of social

enterprise.
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Upon a full assessment of any possible relationship between social entanplrise
net days in accounts receivable | reject my hypothesis:

H1lc: Nonprofit behavioral healthcare providers who engage in social enterplise wil
have lower net days in accounts receivable than nonprofit behavioral healtlocgdensr
who do not engage in social enterprise.

| find that | fail to reject the null hypothesis that there is no relationsipclea
social enterprise and reduced net days in accounts receivable.

Summary of Findings

The purpose of this study is to determine if there are differences in the dhanci
performance of those traditional nonprofit behavioral healthcare providers and those
nonprofit behavioral healthcare providers who engage in social enterprisaesctiihe
general hypothesis is that social enterprise will have a positive effdut dinancial
performance of a nonprofit behavioral healthcare provider. Subsequent hypotheses
explore this primary hypothesis. These subsequent hypotheses use varioud financia
metrics such as current ratio, days cash on hand, net profit margin percentdggs met
accounts receivable, debt ratio, revenue per full time equivalent, and adriastra
overheard percentage.

This research relied upon quantitative research methods to test the hypotheses.
Descriptive statistics were calculated using SPSS. These statstealed that of the
total sixty nine organizations, seventeen organizations indicated that tfeyeenn
social enterprise activities. Consulting or administrative servicesh@ggé¢dominant
form of social enterprise. These social enterprise organizations ranged enftenur

social enterprise activities from one year to thirty years. Perhapdetiog was that
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forty percent of the organizations were either losing money or only breakenge
their social enterprise activities. Any organization achieving priofitsonly modest
returns.

Throughout the various regression models conducted, social enterprise was not a
significant indicator with the exception of the model for administrative overhead
percentage and it can only be considered significant if the threshold is broadened. The
direction of the coefficient for social enterprise indicates that thoseiaeg@ns who
engage in social enterprise actually have higher administrative overdreattages.

The results of the regression models do not support any contention that social enterpris
yields improved financial performance.
Additional Exploration of the Data

While my original hypotheses did not reveal any significance of sociapige
on the various financial metrics, | did conduct additional exploratory models with
interesting and perhaps promising results. These models involved the dependent
variables of total revenue, full time equivalent employees, and gross prajinmehese
models are not entirely ideal and have some outlier and leverage issuesdgubrgven
the use of non-normalized variables; hence, the results must be regarded wsth this
mind.

As | noted previously, nonprofit organizations can gauge their size by various
means such as full time employees, total programs, and total revenues. Qoyahizat
size is indicative of a nonprofit's power and influence within the field. As | noted
previously, larger organizations have more influence with payors. They also tend to

reside higher on the pecking order in relation to all providers. They have a gmeeger
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not only with payors but also with licensing bodies and outside vendors. In further
exploring my data, | chose to analyze how social enterprise might prediatetgnue.
For my model I included years in business and accreditation status. | hadiathenépl
model summary:

Table 20

Total Revenue Model Summary

Model Std. Error Change Statistics
R Adjusted of the R Square F Sig. F
R Square | R Square | Estimate Change |Change| dfl df2 Change
1 575% .331 311 1.37063 .331| 16.326 2 66 .000
2 617" .381 .353 1.32821 .050 5.284 1 65 .025

The R for model one is 33.1% and in model two tHeiRreases to 38.1%
indicating that social enterprise explains an additional 5% of the variancelin tota
revenue. This model is significant wih(3,65) = 13.352p = .000. Social enterprise is
significant withp = .879. It is interesting to note that social enterprise has a higher beta

than years in business.
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Table 21

Variable Contributions and Correlations for Social Enterprise and Total Revenue

N =69
Model Standardized
Unstandardized Coefficients Coefficients
B Std. Error Beta T Sig.

1 (Constant) 14.652 757 19.352 .000
Years in Business 331 .099 .359 3.345 .001
Accreditation Status -1.215 .383 -.341 -3.176 .002

2 (Constant) 14.561 .735 19.818 .000
Years in Business .308 .096 .335 3.197 .002
Accreditation Status -1.178 371 -.331 -3.174 .002
Social Enterprise .879 .382 .226 2.299 .025

In further exploring organizational size, | also used full time emploff€ES’s)
as a dependent variable. In this model I included the Urban dummy variable and years in

business. My model summary was:

Table 22
FTE’'s Model Summary N =69
Model Std. Error Change Statistics
R Adjusted of the R Square F Sig. F
R Square | R Square | Estimate Change |[Change| dfl df2 Change
1 476° .227 .203 1.51544 .227 9.670 66 .000
2 530" .281 .248 1.47256 .054 ] 4.900 65 .030
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The R for model one is 22.7% and in model two tHeRreases to 28.1%
indicating that social enterprise explains an additional 5.4% of the variance’'sy FTE
This model is significant witk (3,65) = 8.461p = .000. Social enterprise is significant
with B = .955 predicting a higher number of employees for those organizations engaged
in social enterprise.
Table 23

Variable Contributions and Correlations for Social Enterprise and FTE'’s N =69

Model Standardized
Unstandardized Coefficients Coefficients
B Std. Error Beta T Sig.

1 (Constant) 2.034 .653 3.116 .003

Years in Business 443 .103 468 4.302 .000

Urban Dummy .198 410 .053 483 .631

2 (Constant) 2.007 .634 3.164 .002

Years in Business 419 101 442 4.161 .000

Urban Dummy .028 406 .007 .069 .945

Social Enterprise .955 431 .239 2.214 .030
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| also explored gross profit margin or total revenue less total expenses. ldhclude
FTE’s, Urban Dummy and Years in Business as my control variables. My model

summary revealed:

Table 24
Gross Profit Margin Model Summary N =69
Model Change Statistics
R Adjusted | Std. Error of | R Square F Sig. F
R Square | R Square | the Estimate Change | Change| dfl df2 Change
1 .465° 216 .180( 1122146.871 .216| 5.985 3 65 .001
2 517" .267 .221| 1093898.061 .050| 4.400 1 64 .040

The R for model one is 21.6% and in model two tHeiRreases to 26.7%
indicating that social enterprise explains an additional 5.1% of the varianasapgofit
margin. This model is significant with(4,64) = 5.824p = .000. Social enterprise is
significant withp = 696,833 predicting a higher gross profit margin (by $696,833) for
those organizations engaged in social enterprise. Again | must note that duentalthe s
data set this result must be framed in the understanding that the samplasizgptamal

and there are issues with outliers.
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Table 25

Variable Contributions and Correlations for Social Enterprise and Gross Profit Margin

N =69
Model Standardized
Unstandardized Coefficients Coefficients
B Std. Error Beta T Sig.
1 (Constant) -1628028.728 517689.693 -3.145 .003
Urban Dummy 72584.694 304435.627 .026 .238 .812
Years in Business 197713.975 86282.930 .286 2.291 .025
FTE's 183402.858 91146.372 .251 2.012 .048
2 (Constant) -1543485.713 506264.142 -3.049 .003
Urban Dummy -41625.968 301724.622 -.015 -.138 .891
Years in Business 202703.352 84144.475 .293 2.409 .019
FTE's 132227.758 92140.073 181 1.435 .156
Social Enterprise 696833.713 332184.865 .239 2.098 .040

This additional exploration of the data indicates that there may be potential

benefits of social enterprise and clearly indicates that further cbsisareeded.
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CHAPTER V
DISCUSSION
Introduction

This research explored variances in financial performance for those nonprofit
behavioral healthcare providers who engage in social enterprise activitas tleose
who do not engage in social enterprise activities.

Multivariate linear regression and ordinal regression were employedetssassy
statistically significant effect social enterprise has upon varioasdial performance
metrics: current ratio, net profit margin percentage, net days in accountabéegeli
administrative overhead percentage, debt ratio, and revenue per full time eguival
employee. The results were disappointing in that all hypotheses wetdej Overall,
my selected ratios do not indicate a clear predictive relationship betweesetbésocial
enterprise and enhanced financial performance.

This chapter reviews my various hypotheses and the findings of my analysis as
well as reviews previous research and literature and seeks to frame havaimysf
relate to the body of knowledge. Finally, the chapter concludes with implicatiomg of
findings, research limitations, and proposed future research.

Review of Hypotheses

My intent was to ascertain if social enterprise activities have a posfte®t on

the financial performance of nonprofit behavioral healthcare providers. Thelgenera

hypothesis for my research was:
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H1: Social enterprise will have a positive effect on the financial perforenaire
nonprofit behavioral healthcare provider.

In order to appropriately explore this hypothesis it had to be broken in
subcategories that assessed various aspects of financial performancaatityy
subcategories of hypotheses were:

Hla: Nonprofit behavioral healthcare providers who engage in social enterpkise wil
have a higher current ratio than nonprofit behavioral healthcare providers who do not
engage in social enterprise.

H1b: Nonprofit behavioral healthcare providers who engage in social enterprise will
have higher net profit margin percentage than nonprofit behavioral healthcareeovid
who do not engage in social enterprise.

H1lc: Nonprofit behavioral healthcare providers who engage in social enterptise wil
have lower net days in accounts receivable than nonprofit behavioral healtlocgdensr
who do not engage in social enterprise.

H1d: Nonprofit behavioral healthcare providers who engage in social enterprise will
have a lower percentage of administrative overhead than nonprofit behavioral healthca
providers who do not engage in social enterprise.

Hle: Nonprofit behavioral healthcare providers who engage in social enterplrise wi
have a lower debt ratio than nonprofit behavioral healthcare providers who do not engage
in social enterprise.

H1f: Nonprofit behavioral healthcare providers who engage in social entergtibawei

a higher ratio of revenue per full time equivalent staff than nonprofit behavioral

healthcare providers who do not engage in social enterprise.
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H1g: Nonprofit behavioral healthcare providers who engage in social entergkise wi
have a higher number of days cash on hand than nonprofit behavioral healthcare
providers who do not engage in social enterprise.

Separate multivariate regression analyses were conducted on each hgpdihesi
some cases ordinal regression was also conducted to ensure that | couldwaynclusi
accept my research findings. Because many of the variables hadcamgrskew that
was not fully addressed with univariate transformations, ordinal regresagoamployed
to categorize the dependent variable and reduce the impact of persistent $leedaitat
However, this additional analysis did not cause a reversal of any findingshieom t
multivariate regression analysis.

In analyzing my first hypothesis, | failed to reject the null. | found tioatprofit
behavioral healthcare providers who engage in social enterprise have no significant
difference in their current ratio than nonprofit behavioral healthcare prewde do not
engage in social enterprise. Social enterprise explained .001% of the variangent
ratio. Essentially, those nonprofits that engage in social enterprise haesater gbility

to pay current obligations from their current assets.

The second hypothesis also indicated that | could not reject the null. | concluded

that nonprofit behavioral healthcare providers who engage in social enterprisevweil
higher net profit margin percentage than nonprofit behavioral healthcare praviders
do not engage in social enterprise. My analysis revealed that social eatexpiened
3% of the variance in net profit margin percentage. This model was stlyistica

significant; however, social enterprise was not a significant variable makel.
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My third hypothesis posited that nonprofit behavioral healthcare providers who
engage in social enterprise will have lower net days in accounts receivabfetipofit
behavioral healthcare providers who do not engage in social enterprise. However, my
model indicated that my dependent variable social enterprise explained no veriaece
days in accounts receivable. Additionally, my model was not significamoskeco
conduct an ordinal regression model to further assess my dependent variable and
independent variable however | found no significance in the model and no significance in
the dependent variable of social enterprise. Given these results, | faigectaine null
hypothesis and concluded that social enterprise has no effect on net days in accounts
receivable.

My fourth hypothesis pertaining to administrative overhead percentagydtece
in a model where my dependent variable social enterprise explained only 2.2% of the
variance in administrative overhead percentage and was not significant. | Agdian
outlier in the model and chose to rerun the model without this single case. Thigechpr
the model, enhancing my dependent variables explanation of the variance in
administrative overhead (to approximately 4%) and resulting in a sigmifraodel.

In the original model none of the coefficients were significant. In thea@vis
models social enterprise could broadly be viewed as significant. Howeueesa t
revised models it is interesting to note that the social enterprise cedfficedicted a
higher administrative overhead percentage. Essentially those organizatioasaial
enterprise have a higher administrative overhead percentage than thoss#adi
nonprofit organizations. Based upon the mixed results of the model | failed taheject

null hypothesis.
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My fifth hypothesis explored debt ratio. My analysis revealed thatlsocia
enterprise explained 3.2% of the variance in debt ratio. The model was nataignif
and social enterprise was not significant. | further analyzed this hypotiesigh
ordinal regression model. However, the results of the model indicated no significance
Therefore, | concluded that social enterprise had no effect on debt ratmnfanofit
behavioral healthcare providers.

My sixth hypothesis purported that nonprofit behavioral healthcare providers
engaged in social enterprise would have a higher revenue per full time equivalent
employee versus those nonprofit behavioral healthcare providers who did not engage in
social enterprise. The initial model included all cases and was not found to be
significant. In this model social enterprise explained .3% of the varianegenue per
full time employee. In the revised model that excluded three outlier cases,
enterprise explained no additional variance in net revenue per full time emplagain,
| failed to reject the null hypothesis.

My final hypothesis proposed that nonprofit behavioral healthcare providers who
engage in social enterprise will have a higher days cash on hand than their tladitiona
counterparts who did not engage in social enterprise. My model was signifidant
social enterprise variable explained an additional 1.6% of the variance withirythe da
cash on hand. However, as was typically the case, the variable social sat@gsinot a
significant predictor. Given these results | failed to reject the null hgpat that there
was no difference in days cash on hand between those organizations who engaged in

social enterprise and those that did not.
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Review of Control Variables

My control variables included tenure of the CEO, educational background of the
CEO, full time equivalent employees, age of the organization, accreditattas, st
Department of Public Welfare region, geographic region type, and percentage of
economic poverty within the geographic region. Many of these variablesnatuded
based upon support from previous research or my literature review. Some vaviexieles
included based upon a logical assessment of what factors might influence digaaliza
financial performance. In early analysis very few of these varial#es actually
significant predictors of my dependent variable. This finding led me to reduce my
number of control variables.

FTE’s which was used to control for organizational size was a significant
predictor in all of my models. However, the oddity that appeared throughout thesmodel
was that generally full time equivalent employees seemed to have a négative on
the ratios. The only exception to this trend was administrative overhead peecentag
where this variable predicted a lower administrative overhead percentageieiming
these ratios there are several logical relationships that manifegt. assume that
organizations with higher FTE’s have higher expenses it is logical that theyare
cash to pay those expenses and therefore have lower total assets. This woulduyplai
FTE’s had a direct predictive relationship for a higher debt ratio. Additiornadiywould
explain why FTE’s predicted a lower current ratio as well given that duaga is
computed by dividing current assets by current liabilities.

Net profit margin percentage is computed by dividing total revenue less expenses

by total revenue. In reviewing this computation, one could decipher that larger
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organizations have larger expenses. The unfavorable net margin percentagesitititat
these organizations may have expenses that exceed an appropriate revenues¢o expe
ratio. This seems to defy the economies of scale notion that larger organihatierem
advantage over small organizations in their ability to capitalize on theiasz gain
efficiencies that translate to reduced expenses. This is apparent in ttreeng@galictive
relationship FTE'’s has with net revenue per full time employee ratio. Those
organizations that are larger will have a lower ratio than those with feweowsspl

This trend continues in the days cash on hand ratio and the net days in accounts
receivable ratio. FTE'’s predicts a lower number of days cash on hand and htgher ne
days in accounts receivable. These two ratios are related as those doyemnibat are
unable to turnover their receivables will have an adverse impact on their castebala

From my analysis, geographic region type was another frequent satistic
significant predictor of financial performance. More specifically thogarorzations
located in urban settings had an advantage in regards to debt ratio and days cash on hand.
Being located in an urban location enhanced the days cash on hand by approximately 30
days and reduced the debt ratio by approximately .60%.

The background of the CEO was used as a control variable. | thought perhaps
that those CEOs with a business background may have an advantage in regards to
managing financial performance. However, this did not manifest in the any of
models.

Years in business is the final variable that yielded a statisticghyfisant
predictive relationship. Years in business predicted more favorable reverful foee

equivalent employee ratio. It appears that those in the industry longdi@rte achieve

99



financial efficiency through managing their operating expenses and maogrtheir
operating revenues.

The literature indicated that tenure of the CEO has an impact on organizational
performance. As noted previously, Miller (1991) found an inverse relationship between
CEO tenure and financial performance. This research indicated that peE@jss C
become less energized and are held less accountable as they cemesiatiogiships
and credibility with their board of directors. Logically, | also considenad€EO tenure
could impact the organization’s financial performance. A relatively new C&pDcneate
organizational chaos or may have been hired due to ongoing organizational under-
performance. A new CEO may bring changes that could enhance or hurt financial
performance. However, both logic and research were refuted in my palygia as this
control variable was never a significant predictor of financial perfoceia Consequently
it was dropped from further models.

| had included accreditation status based upon previous research as well &s logica
considerations. Accreditation creates credibility that can attraajer lportion of the
market and yield positive financial results. However, accreditation is aldp aod
could create a variance in overall expenses between those who are ataretlifeose
who are not. Research has shown that accreditation aligns the organization’s focus,
results in attracting better staff and retaining these staff (Miieh, Rydman &

Whiteis, 1989). Yet accreditation status was not statistically signifasaatpredictor
within my initial models. Again, | chose to remove this variable from firzders.

Finally, the economic climate of the organization’s location was employad as

control variable but did not prove a relevant predictor of financial performance and was
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dropped from final models. This was particularly intriguing given the amount of
literature and research that contradicted my particular findings.
Review of Independent Variable

My research focused on whether social enterprise had an effect on financial
performance. | chose to use the presence or absence of social entenpiyse a
independent variable. This was reflected as a dummy variable with a one (Ifjngdica
social enterprise was used within the organization or a zero (0) indicating émealo$
social enterprise.

Throughout my analysis of each hypothesis | found that social enterprise had no
bearing on financial performance.

Methodological Limitations

The largest limitation | encountered was the limited number of participant
organizations engaged in social enterprise as well as an overall smak saepl
Mertens (2005) notes a small sample size yields more variability anaressvsty to
detect an effect on the dependent variable. Indeed many of my variablesdrequire
additional manipulation because of skew. Mertens (2005) also notes that sample size
impacts the power of the statistical test or the “probability thasstati significance will
be attained given that there really is a treatment effect”. With my saraple size | am
at risk for a Type Il error or the risk of accepting the null when a differezaly exists.

Perhaps if | had an overall larger sample size and a larger number of social
enterprise organizations | could conduct more robust analysis. Analyziugrtbes

types of social enterprise or exploring alternate measures of sateglrese such as
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social enterprise revenues or social enterprise net profits would provide aataited
analysis.

While Guidestar provides an excellent resource for identifying any plartic
subset of nonprofit entities, it will generally only recognize those nonprofits wi
revenues in excess of $25,000 which is the minimum requirement limit for filing a 990
return. | will be missing very small provider organizations and could only ideh&fy t
through snowball sampling or other significant investigative means. This isasible
for this study and | believe | have identified almost the entire population. Addiyiona
am at the mercy of those provider organizations who self-determine whidnalati
Taxonomy of Exempt Entities (NTEE) category they use to identify theinzaton.

In particular there is discrepancy between the “Community MentalHEaluter”
category and the “Other” category. | believe that many providerslactamt to classify
themselves as a community mental health center because they do not meletrghe fe
definition of a community mental health center which was established to reeagni
subset of behavioral healthcare providers who were established with specifat fede
funding.

Unconsidered, spurious factors may threaten my research. | have defined several
control variables that will minimize this potential. | am also relying ugdfrreport
which can be subject to interpretation error or intentional misrepresenthhame
sought to ensure that my survey instrument had minimal potential for misatégiqn
through trial administrations. Additionally, the validity of responses has dieecked

against existing data contained within Internal Revenue Service 990 filings@paty
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websites. Finally, my results have been checked against the findingh&om t
Pennsylvania Community Provider's Association benchmarking process.

| must recognize that | am studying nonprofit behavioral healthcare previd
within Pennsylvania and generalizing my findings to the national level orajemey
my findings to the healthcare sector overall is dependent on how representative m
population is of the broader audience. Behavioral healthcare and physicaldreaitiac
both the delivery of health related services and at a national level they bathd@tlthe
governmental department of health and human services. However, each type of
healthcare is more closely monitored under different agencies within thendeptaf
health and human services. National Institutes of Health governs physichtaesalt
while behavioral healthcare falls under the Substance Abuse and Mental HealtesSe
Agency. Both types of healthcare are nationally accredited through the Joint
Commission of Accredited Healthcare Organizations (JCAHO) but underediffer
programs of JCAHO with differing standards and differing accreditationcéadpens.

Insurance companies also treat the two types of healthcare differeatly. F
example, an individual may have physical healthcare coverage with no behavioral
healthcare coverage. Typically, if an individual does have behavioral healthcare
coverage a separate entity or division of the insurance company manages it. The funding
mechanisms for physical and behavioral healthcare are generally divergent.

Both physical health and behavioral healthcare delivery begin with a diagnosis, a
prescription for treatment, and the delivery of the treatment. Broadly tteeneaay
similarities between the two fields and the ability to generalize igséadings to the

broad spectrum of healthcare is possible but should be qualified.
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Narrowing the scope from healthcare to behavioral healthcare, the funding
environment is typically similar across states with Medicare and cocrahmsurance
funding. States may place special restrictions or an emphasis on particulams diggt
can cause some variation in Medical Assistance funding but it does not result in unique
organizations by state. For example, in Arizona there is a larger emphasissumer
delivered services and in telemedicine. While Arizona may be at the forefriatsef
types of services, these services begin to traverse across the nationaréserenany
nationally referenced journals and member organizations that advancemesatstres
discussions of behavioral healthcare are with a national audience. Additionalbmthe s
evidence based treatment protocols are used across the nation and are not defined by
regional interpretations. The same diagnostic criteria are used dtregsoaal
providers; the same requirements for psychiatric professionals and psycHologica
professionals cross all states. While there may be slight variatioredarfiatding or
state regulations, overall behavioral healthcare providers are veryrsomlae another
regardless of state boundaries. While behavioral healthcare providers maitleave |
variation across the nation, it becomes difficult to generalize my finding$toader
population given the limited number of social enterprise organizations | wa®able t
study. | cannot affirmatively conclude that my sample of social entegngsaizations
is reflective of the national population.

Finding if there are differences in financial performance and operational
performance between those nonprofit behavioral healthcare providers who engage in
social enterprise and those who do not was the intent of this research. | am not

attempting to prove causality, i.e. social enterprise causes enhancethfinan
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performance and operational performance. | may be at risk for not fully undengtandi
historical factors attributing to differences between my two classagahization. Itis
possible that there are other pre-existing factors that resulted in thesoseabf
enterprise and affects the results of my research. For example, an digamey have
employed an executive staff member with particularly strong busines&acuino
pursued social enterprise activities due to self interest and it is thisdlegddat affects
the financial performance and operational performance rather than the use of social
enterprise. A longitudinal study could explore the question of causality.
Review of Findings

While social enterprise has gained acceptance and interest within the nonprofit
sector it has continued to receive criticism and words of caution. This leséadly has
perhaps helped to continue the debate and to support those words of caution. The results
of my research were not what | had expected. My hypotheses were not suppirted a
overall | found that social enterprise did not have an impact on the financial pemfggm
of the nonprofit behavioral healthcare organization. The question becomes, “Why?”.

In reviewing the literature there are critics of social enter@isities. Bradach
and Foster (2005) were among those who cautioned the virtues of social enterprise. They
cited that many nonprofit earned income ventures failed to make an actual phafit
found that financial returns were not accurately portrayed, managersisteaetdd from
the core mission, and many nonprofits were ill-equipped to operate commercially
Bradach and Foster (2005) also noted that like many small businesses tine ctats
were high for many of the ventures and the ultimate profits (if any) wedesh The

ability to pay for the start up expenses would take on average over ten yearsl, Overal
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Bradach and Foster (2005) found in research they conducted that of their sample,
seventy-one percent of earned income ventures were unprofitable and another five
percent were merely breaking even. They also found that of those who reported profits
their indirect allocation methods were not appropriate and in most cases lochedl
overhead expenses to the earned income venture.

In truth, these social enterprise endeavors are very much like starting a smal
business. Depending on the business type there can be substantial up front investments
of both time and money. A bakery requires a commercial kitchen with all the
commercial baking appliances. A location is needed and depending on the type of
business it may be an expensive store front. Additional insurance must be secured to
cover the business. Employees must be secured and trained and paid. Marketing
expenses must be incurred. Additionally staff with expertise in the particulaebssis
venture may need to be recruited or consulted. There may be up front legal expenses
associated with establishing the venture. Starting up a business is natckgsyerally
is not cheap. Bradach and Foster (2005) cite that only thirty nine percent of small
businesses are profitable and half fail within the first five years optimce Dees (1998)
gives even more dire odds of fifty to eighty percent of small businesbeg faithin
their first five years. These are not good odds for any individual much lessithose
may not be the most business savvy or experienced in commercialism.

Most nonprofits are created to serve a disenfranchised population. Behavioral
healthcare providers serve typically low income individuals, many of whom $udfer
severe and persistent mental iliness. It is an industry with very ligtheaylr. The

majority of individuals who work in nonprofits are not attracted to the field because of
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financial interests. Many of these individuals are “human service providérsare

there to serve and assist others. It is not atypical for a behavioral healpnavider to
continue a program that is losing money simply because it fulfills a commueitlyanas
identified as part of the organizational mission. Bradach and Foster (2005) found that
nonprofits may in fact offer wages that are higher than their competitdreiig “

wage”) or hire individuals who typically would be passed over in the mainstream
business world. These tactics while admirable are not going to poise a business to be
competitive with its peers.

Bradach and Foster (2005) also noted that nonprofits may continue these earned
income ventures even in the face of losses. What originally started asaa ié@ome
venture to increase revenues may become another program that has board approval,
community notoriety and needy individuals who are served via employment
opportunities. It may be embarrassing to stop a program that had been startedatvith gre
hope. Bradach and Foster (2005) note that this level of “commitment escalation&is mor
intense in the nonprofit sector than for-profits. These social enterprisazaiyans
operate under what has been coined the “double bottom line”. This double bottom line
recognizes the traditional profit margin but also recognizes a value addeah hiot.

Has the organization or more importantly its consumers derived more value ot’béhefi
one part of the double bottom line has a favorable result the ability to terminate a
program becomes less clear.

Tuckman (1998) details four factors that are inherent for the financial suaicas
venture. The first item is that the nonprofit embraces the need and use of social

enterprise. The entire organization must wholeheartedly embrace thisendeak of
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support could lead to failure. For example if the individuals who typically handle
promotion for the organization do not believe in the endeavor they may postpone
marketing activities or put together a marketing plan that is not ingkcatitheir best
work.

Second, the endeavor must not imperil the organization’s central mission. ldeally
the board of directors should render this decision and provide ongoing monitoring.

Third, the organization must have a business that is soundly developed via a
business plan and have a product that is competitive within the marketplace. Mandiberg
and Warner (2006) identified that social enterprise businesses were bestcaigpéte
in the market when they sought to serve a market niche. Finding the right rodtieas
and requires a firm understanding of the market and pricing. If a niche exists dne mus
ask why the market has not sought to serve it. The answer may be that the wvighe is t
small or simply not financially viable. However there are niches th&lsaderprise
organizations have identified and successfully served.

Finally, the marketplace or consumers must be willing to purchase the smrvice
product. Without these key factors, Tuckman (1998) cites an increased risk of business
failure. McBrearty (2007) added a fifth factor for success derived fromekearch
studies. McBrearty (2007) noted the need for management who has the skills to handle
the complexity of this endeavor. Her research found that organizations who failedl tende
to struggle with the ability to gather and interpret operational and finatata

McBrearty (2007) also expands Tuckman’s work by identifying three dritica
failure factors for social enterprise endeavors. First, these organgtail to accurately

estimate the development time needed to launch the endeavor. While McBrearty cite
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this as a separate failure factor it may mirror Tuckman’s (1998) sueass ffelated to

solid business planning. If these organizations managed to put together a coherent and
well thought out business plan they might not underestimate the time to launch the
business.

McBrearty (2007) also identifies the bureaucracy of the typical nonprofit
organization as a critical failure factor. She notes that nonprofits arecoftgrised of
“silos” or programs that may have separate funding streams and staffbilllye@
flexibly use staff across programs hampers the ability of the organizatioretalspr
knowledge across the organization and use staff where most needed. This can hamper
the start up of the business venture. Finally, many nonprofits engage in ataiplise
activities as a final effort to halt its own organizational failure. Ratiaer approaching
social enterprise in a strategic manner they are reacting to a pensisgied leaping
into social enterprise.

Ultimately social enterprise endeavors are much like starting a lsusatless.
The chances of failure are great, the start up is significant and the needfpfesoting
and skilled staff is essential. Couple these factors with the “double bottom hieeé w
added benefit to consumers or the organization receives similar weight todlnanci
performance and it no longer seems surprising that social enterprisezatigesi may
not have better financial performance than traditional nonprofits.

As an individual with a business degree who has believed in the market and
values self sufficiency, | had hoped this research would prove that social seterpri
activities do provide improved financial performance. However, that is not the case.

This research did not support the notion that social enterprise activitieswyplovied
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financial performance indicated by favorable current ratios, net profgimpercentage,
net days in accounts receivable, administrative overhead percentage, debtreattmoe
per full time employee.

Future Research

In reviewing the literature and conducting this research | have formedaddit
guestions regarding social enterprise. Within my research | was surpriged that
organizations headed by chief executive officers with social work degeregugt as
likely to engage in social enterprise as organizations headed by chiefies@dficers
with business degrees. Was this particular to my population? It would be intgtest
see future research that explored what type of chief executive offigageshin social
enterprise activities or initiated these activities.

It may also be interesting to explore what types of social enterprisdéiastare
associated with financial success. There are many forms of socigrsaectivities
ranging from thrift shops, landscaping services, maintenance servicesaotanng,
bakeries, restaurants etc. Perhaps there are certain types of bushsssesmore
prone to be financially successful.

A longitudinal study could provide insight to what leads an organization to
engage in social enterprise. Are there certain triggers that occur priayagireg in
social enterprise that are prevalent across these organizations & thange in
management, increased competition, reduced funding, or a change in board members?

Tuckman (1998) details success factors for social enterprise orgamszatid

McBrearty (2007) posits critical failure factors based on research codduittea
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limited pool of organizations. Perhaps broader research could be constructed to provide
further evidence to support these positions.

| must also go back to my experience with Pressley Ridge. | perchiatetthey
were just more sophisticated that their peers. They seemed more politoraigcted,
more knowledgeable, more professional in their dress and demeanor. What this merely
my perception? Are there perhaps differences in organizational culture in social
enterprise organizations? Are these differences present before engapoli
enterprise and attributable to the adoption of social enterprise or does the ¢udhge ¢
after the adoption of social enterprise. This type of question seems ideigty/te
qualitative research or perhaps a mixed methods (qualitative and quantitatiye) st

My original intentions were to explore how social enterprise organizatioieslvar
from their traditional nonprofit counterparts on both financial performance and
operational metrics. However, | had to scale back my research to assegsamicialf
performance after | could not obtain a suitable response rate on operatiared. met
There should be future research on operational performance differences in nonprofit
social enterprise organizations versus their traditional counterparts. #drbegpmay be
no financial advantage to social enterprise activities but if operationagzes are
superior or outcomes are enhanced social enterprise will have redeeming value

This research found that social enterprise organizations could potentially have
higher administrative overhead than their counterparts. Further investigatibetbier
this occurs and why could provide benefit to those organizations engaging in social

enterprise.
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In my additional data exploration, the results give some allusion to the promise of
social enterprise in terms of predicting higher FTE’s, total revenue, asd grofit
margin. | believe additional research must be conducted with more robusttdata se
order to determine if these results truly indicate a benefit from sociapasée

Social enterprise is still a relatively new phenomenon and the researchead lim
and conflicting. The debate on benefits and harm of social enterprise continues.
Nonprofits are already in such a perilous environment that a gamble on socjaligater
cannot be ideal. The debate must be resolved with continued research.

Conclusion

This research has not supported my initial contention that social enterprise
behavioral healthcare organizations would have enhanced financial performanese vers
traditional nonprofit behavioral healthcare providers. While there are many socia
enterprise organizations that are celebrated in the media for tHeyr tabsustain and
even enhance organizational missions, place individuals in jobs who typically would
struggle for employment, and bring positive attention to the organizational cauak, soc
enterprise is still so new that it must be subjected to continued researchudimy scr
before widespread acclaim.

Nonprofit organizations are categorized in a distinct sector that has its own unique
characteristics that distinguish it from other sector organizations. Véelie must
appreciate that nonprofits cannot be simply molded into for-profit images. While
business tactics and principles are to be valued, their application to the nonprarfit sec

must accommodate the uniqueness of the sector.
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Social enterprise cannot be discounted yet. It is still new and thererasmgo
aspects of these social enterprise organizations that need to be exploregkeltheli
nonprofit sector serves a valuable purpose but the sector is so dependent on limited
resources that are continuing to dwindle. | understand why social enterprigdesa
readily embraced — the sector is starved for resources. This past yeangylPania at
least three nonprofit behavioral healthcare providers closed their doors. These
organizations operate on the narrowest of margins if any margin even éxasts.
organization touts its success with social enterprise many others wilyreadiirace it
and give it a try. However, social enterprise may not be the cure all Gygahizations.

This research was limited by insufficient organizations responding and
particularly a suitable number of social enterprise organizations. Themarasgous
guestions that persist about social enterprise that have not been resolved sednchre
or other research endeavors. Given the need for additional answers, nonprofits must

tread carefully before considering social enterprise.
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APPENDIX A — Survey Instrument
Social Enterprise and Behavioral Healthcare Survey

Organizational Demographics:
Are your services primarily delivered in a (check one):

e Predominantly urban setting

e Predominantly rural setting

e Mixed Urban/Rural Setting
What programs do you offer? (circle all that apply)

e Outpatient Mental Health therapy

Outpatient Drug and Alcohol therapy

e Partial Hospitalization for Mental Health

e Partial Hospitalization for Drug and Alcohol

e Walk In/Crisis services

e Case Management Mental Health

e Case Management Drug and Alcohol

e Family Based Mental Health

e Behavioral Health Rehabilitative Services/ Wraparound

e Psychiatric Medication and Evaluation for Mental Health
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What is your DPW Region? -
e Western
e Central
e Northeastern
e Southeastern

How many years has your organization been in operation?

What is the size of your organization’s yearly budget (based upon the cigcaht f

year)?

How many full time equivalent employees are employed?

What is the tenure in years of the current CEO?

What type of educational background does the current CEO have?
e Social services related (psychology, sociology, criminology, etc.)
e Business related (marketing, accounting, etc.)
e Other
Is your organization accredited and if so what type(s) of accredita@#HQ®, CARF,

etc)?

Does your organization currently actively engage in social enterprisen@deacome
activities that have been in operation for more than one year? For example, does you
organization provide consulting services, sell mission based marketing itemesstic
shirts, magazines, etc., operate a second hand thrift store, etc.

e Yes

e NoO
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If you have selected “YES” please indicate the appropriate category:
o Thrift Store o Staffing Service
o0 Restaurant/Café/Catering o Retail other than Thrift Store

o Property Management o Packaging/Distribution

o Print/Copy Service o Agriculture/Farming

o Clerical Services o Construction

o Consulting Services o Employee Assistance Program
o Manufacturing o Housing Rehabilitation

o Information Technology o Janitorial/Cleaning Services

o Landscaping/Ground Maintenance Other (please describe)

If your organization does have social enterprise activities, how long has the aiganiza

engaged in these activities (indicate in years)?

What percentage of the total annual revenues is derived from these socialsenterpr
activities? (Skip this question if you do not have social enterprise

activities)

If you have social enterprise activities how is your organization structured?
e Social enterprise is department or profit center within parent organization w
staff and leadership integrated and shared
e Social enterprise is department or profit center within parent organization w
separate and distinct staff and perhaps leadership (separate manager of unit)
e Separate for-profit legal entity

e Separate nonprofit legal entity
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If you indicated you have social enterprise activity please indicate tberpage of total

expenses devoted to the social enterprise activity?

If you indicated you have social enterprise activity, please indicate tiduibtime

equivalent staff devoted to the social enterprise activity?

Financial Measures:

Please complete the following based on annual or annualized figures the most
recent fiscal year.

Current Ratio -ealculated as total current assets divided by total current liabilities —

Net Operating Revenuedefined as excess revenue over expense or “net margin”. This
is sometimes referred to as a “contribution to margin” and is the “bottom line”

operating profit or loss after all revenue deductions and expenses are considered —

Net Days in Accounts ReceivableCalculated as patient accounts receivable divided by

(net patient revenue divided by 365) -

OperatingRatio— Calculated as total operating expenses divided by gross revenue-

Current Assets

Short Term Debt (payable in less than one year)

Long Term Debt (payable in more than one year)

Bad Debt PercentageGalculated as total bad debt expense divided by net patient

revenue -
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Days Cash on HandGalculated as total unrestricted cash divided by the average daily

total expense (excluding depreciation) -

Administrative Overhead as a percent of total expens§&dculated as total
administrative expense divided by total expenses. Total administrative eigpdeteed
as total salary, fringe benefit, and indirect allocated expenses (including occupancy,
telecommunications, networking, etc) associated with administrative staff posey
function is to provide support or supervisory services to programs. These expenses
would be associated with individuals who are not solely identified with a particular
program and would include administrative/executive staff, fiscal staff, administrative

support staff, human resources, quality assurance, and information management staff.

What percentage of your total revenue is derived from fundraisers or

donations?

Operational Measures:Access to outpatient services — computed as the number of

calendar days between initial referral and the first actual scheduled outpatient
appointment. This does not include crisis or special access services. Using the date of
the first scheduled appointment (rather than the first actual completed appointment).
Average number of calendar days between a routine request for service (intake

assessment) and the date of the initially scheduled face-to-face apgdint

Average number of calendar days between a routine request for psychiatratiexal

and the date of the initially scheduled face-to-face appointment.
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Average number of days from date of a hospital discharge to the date of the outpatient

follow-up appointment.

Productivity — please report the total number of FTE’s delivering the senveach

staffing category and the total annual or annualized hours of service provided. Hours of
service provided is defined as direct “billable” hours.

Annual or Annualized number of outpatient counseling/psychotherapy service hours

provided

Total FTE’s that provided outpatient counseling/psychotherapy services antlee s

reporting period

Outpatient attendance can be computed by having staff tally the number of no shows and
cancellations that occur during some set period of time of no less than one month as wel

as count the total number of appointments scheduled in the same time period. Cancelled
appointments, including late cancellations, should not be included as no-shows. The no-

show column should only include completely unexpected loss of appointment times:

Total Total

Service

Total
Appointments
Scheduled During

Reporting Period

Total number of
no-shows during
same reporting

period

appointments
cancelled by

clients during

same reporting

period

Appointments
cancelled by
therapists during
same reporting

period

Initial Appointment

Counseling/Psychotherapy

Psychiatric Medication
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APPENDIX B - Informed Consent Form

Informed Consent Form
You are invited to participate in this research study. The followingnformation is provided in
order to help you to make an informed decision whether or not to partigate. If you have any
guestions please do not hesitate to ask. You are eligible to participatechese you are a
Nonprofit Behavioral Healthcare Provider located in Pennsylvania. | am askig that the Chief
Financial Officer (or equivalent) within your organization complete the survey as they are most
likely to have access to the requested data.

The purpose of this study is to compare financial and operational pesfmance measures
between traditional nonprofit behavioral healthcare providers and nomprofit behavioral
healthcare providers who have earned income activities or engage in si@nterprise. This
research is conducted towards fulfillment of a dissertation fokWendy Pardee and will be
completed in conjunction with the Indiana University of Pennsylvara. Participation in this
research will involve your completion of a survey either online at
http://studentvoice.com/iup/health08 or by completing the attached hard copy and returning it
in the enclosed envelope.

There are no known risks or discomforts associated with this reseetn.

The information gained from this study may help us to better undersind the effects of social
enterprise within behavioral healthcare organizations.

Your participation in this study is voluntary. You are free to decide not to participate in this
study or to withdraw at any time without adversely affecting your re&tionship with the
investigators or IUP. Your decision will not result in any loss of beriigs to which you are
otherwise entitled. If you choose to participate, you may withdraw at antime by notifying the
Project Director or informing the person administering the test Upon your request to
withdraw, all information pertaining to you will be destroyed. If you choose to participate, all
information will be held in strict confidence. Your response Ml be considered only in
combination with those from other participants. The information obtained in the study may be
published in scientific journals or presented at scientific raetings but your identity will be kept
strictly confidential.

Project Director: Investigator/Researcher:
Dr. Thomas Nowak Wendy Pardee
Sociology Professor Doctoral Student
Department of Sociology Department of Sociology
Indiana University of Pennsylvania 185 Robin Street
Indiana, PA 15705 Indiana, PA 15701
Phone: (724) 357-3938 Phone: (724) 465-0320

This project has been approved by the Indiana University of Pennsylvaailnstitutional Review Board
for the Protection of Human Subjects (Phone: 724/357-7730).

WENDY PARDEE, PRINCIPAL INVESTIGATOR
wpardee@thecgc.com
(724) 388-3727
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