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Abstract: Recent research on management control and performance measurement and management
(PMM) points towards a concern to provide suitable systems in nonprofit organizations (NPOs).
However, few attempts have been made to understand these organizations and how their peculiarities
influence this process. This research empirically discusses NPOs” features through the lens of
performance measurement and how these features influence performance measurement system’
design, the first step for an iterative PMM. A case study with two NPOs in the United States of
America and Brazil provides valuable insights into the design factors. Results indicate that various
factors related to purpose, stakeholders, and management influence the design of the performance-
measurement system. Their unique organizational characteristics impact the usability and viability
of the application of performance-measurement systems.

Keywords: design; nonprofit organization; performance measurement and management

1. Introduction

Despite the existence of unlimited nonprofit organizations (NPOs) in diverse con-
texts worldwide, they all resemble aspects of pursuing social value creation for their
clients/beneficiaries. In recent years, these organizations have come under pressure to im-
prove their management practices, efficiency, effectiveness, and accountability. They have
sought to optimize their performance with cost reductions, better allocation of available
resources, workforce motivation and involved people, volunteering, better communication
channels with stakeholders, and better operations and services management practices
(Popovich 1998; Berman 2014; Sinuany-Stern and Sherman 2014).

Many studies conduct initial investigations of performance measurement and man-
agement (PMM) in NPOs; see Cestari et al. (2021), Treinta et al. (2020), Moura et al. (2020),
Maran et al. (2018), Cestari et al. (2018), Soysa et al. (2018), Leotta and Ruggerii (2017),
Bracci et al. (2017), Moura et al. (2016), Schwartz and Deber (2016), Lee and Nowell
(2015), Balaboniené and Vecerskiené (2015), and Mouchamps (2014). In a recent systematic
literature review (SLR) led to study the factors that influence the design of performance
measurement systems (PMSs) in NPOs, it was found that there have been 240 articles
published on this topic were between 1985 and 2015, with the majority of them (220 articles)
having been published since 2001 (Moura et al. 2019). Despite this growth, the research
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area is not yet mature, and there is no representative author associated with the topic. From
the total of 525 authors of those 240 articles, only 33 published two or more articles, with
94% of the authors authoring only one paper.

Different performance-measurement (PM) frameworks have been developed and
documented in the literature. However, which framework best fits each particular organi-
zation? Some researchers argue that the frameworks developed for for-profit enterprises
do not work in such companies as NPOs and public administration (PA). Despite their
differences in terms of management and sources of income, it is possible to argue that
they both pursue social profit before financial profit (Cestari et al. 2021; Munik et al. 2021;
Treinta et al. 2020; Moura et al. 2019, 2020). Micheli and Kennerley (2005) argue that the
Performance Prism, which focuses on a stakeholder perspective, has limited application
for both NPOs and the PA. Raus et al. (2010) argue that the Social Return on Investments
(SROYI), derived from the well-known Return on Investments (ROI) concept, considers the
social, financial, and economic value, but not the operational and strategic value. According
to a study about the use of PMSs for social enterprises by Mouchamps (2014), the SROI, the
Balanced Scorecard (BSC), and the Global Reporting Initiative (GRI) do not present enough
features to meet all organizational characteristics necessary for a complete framework.
Felicio et al. (2021) examine the application of Management Control Systems (MCSs) in
the public sector as there is a gap in the literature considering its relevance in private and
nonprofit sectors. The study developed by Reda (2017) with higher education institutions
indicates that the BSC does not capture the core organizational functions. There was a low
sensitivity of the system to the efforts in quality assurance procedures. In the study about
BSC in local government organizations by Northcott and Taulapapa (2012), some managers
reported difficulties using the BSC even after adapting its dimensions to their context. This
statement can indicate the lack of specific leadership and governance perspectives and the
difficulty of translating key elements of the framework (measures, inputs, outputs, and
outcomes) to the public sector context.

On the other hand, other studies show PM frameworks and systems implementations
in NPOs. Although many authors suggest that an NPO has unique characteristics com-
pared to the private sector, Moxham (2009) challenges this understanding and argues that
the essence of the frameworks developed for them can be applied in the NPO context. Her
findings suggest that the same drivers to use a PMS in the private sector are present in
the NPO context: financial reporting, demonstration of achievements, operational control,
and facilitation of continuous improvement. “The key difference was that the criteria
used to measure non-profit performance were seldom linked to performance improve-
ment; this is contrary to the practices advocated in the private and public sector literature”
(Moxham 2009, p. 755). In an SLR performed by the author about third sector PMSs, three
drivers emerged: accountability, legitimacy, and improvement of efficiency and effective-
ness (Moxham 2014). DeBusk et al. (2003) conclude that the definition of performance
indicators is situational, i.e., the organizational strategy affects the PM design. In this
context, nonfinancial measures can be significantly more relevant for some organizations
than others, focusing on the social approach.

Based on these perspectives, this paper aims to discuss the features of the NPOs
through a PM lens and how these features influence the design of their PMSs. For that, the
paper intends to provide insights related to the following research question:

What role do design factors play in applying performance measurement systems in
nonprofit organizations?

This paper presents a case study with two NPOs from Brazil and the United States
of America (USA) to test and discuss the relevance and applicability of the factors for
managers, academics, and practitioners in designing PMSs for such organizations. For that,
the analysis is performed through the lens of a set of 10 design factors present in Moura
et al.’s (2019, 2020) research, offering an opportunity for a better comprehension of multiple
and complex issues.
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2. Theoretical Background

Management control is a critical issue in any kind of business routine. As explained
by Merchant and Van der Stede (2007, p. 3), “management control failures can lead
to large financial losses, reputation damage, and possibly even organizational failure”.
Control is one step of the management process, including objective setting, financial and
nonfinancial, strategy formulation, and management control. According to the authors, one
huge problem in the area of NPO management is measuring and rewarding performance,
because their social nature does not provide explicit quantifiable measures.

PMM systems offer organizations ways to translate the strategy into measurable terms.
The two components of a PMM, i.e., measurement and management, need to be designed
to reach the strategy and support decision making. Performance management refers to a
system that works through the PM to manage organizational performance (Bititci 2015).
Once the PM is the input for control, PMSs address the strategy and results and support
performance management (de Lima et al. 2013).

In this way, it is crucial to delimitate what characterizes a PMS in this study. Once
the PM is difficult for the NPOs (Merchant and Van der Stede 2007), understanding their
particularities and features will support the PMM design and implementation process
(Treinta et al. 2020). As cited before, there is no consensus about the usability of the
frameworks designed for traditional for-profit organizations despite their advancement
and use by many organizations, large and small (Munik et al. 2016; Moura et al. 2019;
Anonymous 2020; Cestari et al. 2021). According to Hoque (2014), the most studied PMS is
the BSC, presenting four perspectives: financial, customer, internal business, and learning
and growth (Kaplan and Norton 1992, 1996; Inamdar et al. 2000). The BSC is adopted or
adapted for some NPOs (Kaplan 2001), putting the customer and mission’s role at the top of
the perspectives. One of the ratios used to measure the social impact, the SROI, “is a mixed
method approach to assess the social, economic, and environmental impact of intervention”
(Maier et al. 2015). The Performance Prism proposes “a second generation measurement
framework designed to assist performance measurement selection [ ... ] that addresses the
key business issues to which a wide variety of organisations, profit and not-for-profit, will
be able to relate” (Neely et al. 2001, p. 6). This model works with five interrelated facets:
stakeholder satisfaction, strategies, processes, capabilities, and stakeholder contribution.

Indeed, many studies show that the adaptations of PMSs were not enough to capture
all particularities that involve the NPO even after adaptations (Micheli and Kennerley 2005;
Northcott and Taulapapa 2012; Mouchamps 2014; Moura et al. 2016; Munik et al. 2021).
An SLR and content analysis previously conducted with the target to identify the factors
that influence the design of a PMS in NPO and PA shows that these organizations present
particular characteristics that impact the applicability and usability of the current PMSs
(see Moura et al. 2019, 2020). The outputs indicate a set of 10 factors distributed between
three groups (purpose, stakeholders, and management) that can influence the design of
PMSs for those organizations. Table 1 shows the design factors and their description.

From these factors, it is possible to note that both NPOs and PAs have unique charac-
teristics compared with for-profit enterprises that may impact the current PMSs’ usability,
e.g., the social approach more than the financial profit and the accountability process
(Cestari et al. 2021; Munik et al. 2021; Treinta et al. 2020; Moura et al. 2019, 2020; Micheli
and Kennerley 2005). It is also possible to capture some reasons for understanding why
some managers look with certain skepticism and resistance to use those systems in the
context of social goals. Once the measurement and the performance management work in
an interactive process, it is crucial that the PMS contribute and impact the strategy reach,
looking at the organization.

This paper presents a case study with two NPOs to test this set of 10 factors identified
through the SLR and content analysis and discuss their relevance and applicability as
a practical guideline to managers, academic researchers, and practitioners in the design
process of PMS to NPOs.
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Table 1. Factors that influence the design of PMSs in NPO and PA.

CONCEPT

The social approach’s description can be summarized in the key
features of a PA’s or NPO’s mission. The pursuit of social goals
ahead of profit differentiates an NPO and PA. Social value
creation refers to the outcomes and tends to be intangible. The
social impact will also be intangible, and is qualitative, with
long-term effects, i.e., the changes promoted by the organization
as an improvement in a patient or citizen’s well-being.
Although financial results sometimes do not show it, positive
results through social value creation translate into social impact
in the long-term, an important index of the effectiveness and
capacity of these organizations to realize their mission.

Accountability is one of the factors that most concerns NPO and
PA and is a way of holding accounts and providing reports.
Usually, legislation is the primary driver for accountability,

mainly via financial reports as a contractual or statutory
obligation. Those reports are addressed to external
stakeholders, such as regulatory agencies, funders, and
governmental departments. Legal financial reports are critical
for these organizations because, in some cases, stakeholders
require reports in the short term. Still, the social value and
social impact can take more time to be perceived and measured.

Accountability can also be a strategy to attract new donors and

funders.

GROUP FACTOR
PURPOSE Social approach
Accountability
STAKEHOLDERS Legitimacy

Legitimacy in the NPO and PA context can be defined as the
stakeholders’ perception that activities are being properly
developed, considering legal and contractual obligations as well
as the goals and the social mission. Legitimacy is motivated by
a desire for organizations to be transparent and promote
themselves through legal obligations and performance reports.
Thus, demonstrating their activities is an important mechanism
to increase legitimacy and attract new funders, donors, and
other stakeholders.

Involvement and influence of
stakeholders

The public sector, donors, public and private funders,
community, regulatory agencies, tax authorities, beneficiaries,
suppliers, partners, staff, and volunteers are examples of
stakeholders related to the context of NPO and PA. These
stakeholders are involved with those organizations through
funding, local needs, partnerships, and other motivations. They
have a complex involvement with the organization and
influence the management and organizational decisions,
including the definition of performance measures.

Volunteering

Volunteers contribute to public organizations and NPOs
without contractual obligations but are interested in
participating in social actions. They usually present different
requirements and expectations than other internal stakeholders
and influence management and organizational culture.
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Table 1. Cont.

FACTOR CONCEPT

As the NPOs and PA have financial restrictions and focus on
social value creation, their management is affected by that
condition. Donations, investments, and subsidies are examples
of sources of income. Some of these sources are not guaranteed
for reasons such as political issues and economic crises. So, it is
a matter of organizational survival for an NPO and a PA to
maintain alternative income sources to maintain their financial
sustainability and provide their services.

Financial sustainability

NPOs and PAs need to manage the instability of resources
influenced by the economic situation, political pressure,
resources restrictions, interlocal equity, and other problems.
This context makes long-term planning more complicated and,
sometimes, the social impact can only be measured and
assessed after several years.

Short and long-term planning

MANAGEMENT

The need to provide interlocal equity is a characteristic in some
NPOs, and mainly in public organizations. For some, resources
Fairness must be mobilized to provide an homogenous service level,
guaranteeing that social value creation promotes the same
social gain.

Characteristics such as the social mission, financial
sustainability, intangible results, and diversity and stakeholders’
involvement can contribute to NPO and PA operations’
complexity and influence their efficiency and effectiveness.
Effectiveness refers to achieving social goals and their social
impact. Efficiency is a dimension that translates the
cost-efficiency of service production and relates to operations,
resources, and delivery of outcomes and benefits to the public.

Effectiveness and efficiency

Developing an environment open to learning and continuous
improvement can contribute to the PA’s and NPO'’s promotion
to stakeholders and create an organizational culture to measure

Strategic Management Control its performance. In this context, a PMS can support the
management and help provide a way to organizational learning
and promote continuous improvement through its use by all
staff and volunteers.

Source: Moura et al. (2019, 2020).

3. Research Design, Materials, and Methods

A case study approach identifies and reviews the role of design factors in the studied
nonprofit organizations’ PMSs. The case study allows the researcher to learn deeply about
a subject, as explained by Barratt et al. (2011). Figure 1 shows the summarized steps of the
protocol followed by its description.

Define the scope of the case study. Participating organizations (or a subunit within a
larger organization) can represent any location, sector, or organizational size should be
nonprofit or public. It should have implemented a new /redesigned PMS.

Develop the questionnaire to be applied in the case study. Based on the 10 factors (see
Appendix A Table A1), a questionnaire is performed to support the understanding of each
factor in the organization’s context.

Define the sources of evidence for data collection; record an interview; transcribe the interview;
analyze available documents and records; observe the organizational routine and procedures. For
each participating organization, an individual interview with personnel involved with the
performance measurement system, producing data for performance measures, producing
performance reports, or reviewing information from performance measures, was carried
out and transcribed. Moreover, the protocol collects evidence from documents, records,
and observations to ensure the validity of the data.
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Define the scope of
the case study

Develop the
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v
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differences from the =

answers for each
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Discuss the answers
by the literature
review for each
factor

Review the role that
the design factors
=] play in the PMS of
the studied
organizations

Figure 1. Case study protocol.

Summarize the answers from all sources in a report for each organization. The responses from
the interview using the questionnaire were triangulated with the data from other sources,
such as websites, annual reports, and spreadsheets, when applicable. The summarized
answers facilitate the analysis and report.

Group the answers from all organizations in a unique report; identify the similarities and
differences from the answers for each factor. Each analyzed factor grouped all answers. An
analysis of the answers identifies the similarities and differences in the influence of the
factors among the organizations.

Identify the similarities and differences from the answers for each factor. An analysis of the
answers was conducted to identify the similarities and differences in the influence of the
factors among the organizations.

Discuss the answers by the literature review for each factor. After summarizing all the
answers and identifying similarities and differences, a discussion based on the literature
review is presented.

Review the role that the design factors play in the PMS of the studied organizations. This step
answers the research question: What role do the design factors play in some applications
of PMS in non-profit and public organizations? The results indicate that the factors play
in different ways in the studied organizations, suggesting that a factor can influence the
design of the PMS in other levels. Moreover, the protocol points out that some factors are
present in the organization’s routine but, in some cases, are not being adequately studied
or considered, which disrupts the development of a holistic system.

Two NPOs from two countries participated in the case study, selected using the
following criteria:

- Prioritize the social mission;
- Use the PM for making decision;
Should have implemented a new /redesigned PMS.

4. Results and Discussion

This section presents the organizations’ overview and analyzes the design factors
based on the questionnaire to answer the role the design factors play in the PMS in the
studied NPOs.
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4.1. Overview of the Organizations

A case study with two NPOs in the United States of America and Brazil provides
valuable insights into the design factors. Table 2 presents a brief of the details of each
organization in this study. Organizations are identified as US (United States) and BR
(Brazil).

Table 2. Overview of the studied organizations.

ORGANIZATION US.NPO.1 BR.NPO.2
ACTIVITIES Research and development Research and development
STRUCTURE Projects Projects

BENEFICIARY FOCUS National National
NUMBER OF PAID STAFF 453 Around 175
NUMBER OF . .
VOLUNTEERS Not applicable Not applicable
ANNUAL INCOME * USD 34,307,718 Around BRL 30,000,000
FUNDING MECHANISM Mainly from contracts and Mainly from Fqntracts and
sponsors subsidies

* Annual income in 2018.

No organization has only one funding mechanism, but one source usually is the most
relevant. The NPOs work based on projects and only the US.NPO.1 works with volunteers
in the secondary activities.

The NPOs are research institutes and development, and their primary source of income
is from their sponsors and contracts, and, in some cases, they are eligible for government
subsidies.

4.2. Main Outputs and Discussion

This section analyses each design factor discussing their role in the studied organi-
zations. The PMSs do not focus on all factors supporting the legitimacy or the strategic
management control. Those organizations’ routine indicates that they influence the man-
agement and their activities through the PM. Besides that, the interviewers tend to admit
their relevance and concern for future management reviews.

The findings in the case study suggest that no PMS is mature enough to consider all
factors. It is possible to argue that, sometimes, a factor could not be significant in the design
process, e.g., volunteering and fairness. However, this decision depends on assessing the
pertinence or not to the organizational routine, particularly if a new feature or indicator
can help toward legal obligations, trust, management control, or satisfaction.

e  What role does the “social approach” play in the PMSs applications in the studied
NPOs?

In this study, both NPOs show that social value and social impact are not adequately
measured, despite the literature pointing out that such measures are important to get
more investments, attract new investors or donors, and improve legitimacy. However, the
literature also indicates how difficult it is to define measures to social aspects. There is
difficulty gathering community interests because of the high cost for that or by management
interests to provide efforts for that, as Moura et al. (2019) indicated.

The social approach is reflected in their mission, focusing on social goals, social value
creation, and social impact to prove their effectiveness and legitimacy.

Stakeholders want to know if their resources are being well invested, so demonstrating
achievement and the social mission reflected in the value creation are important ways to
create legitimacy. However, usually, their performance measures only address external and
legal requirements. If an NPO does not provide information about the mission achieved,
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only financial or efficiency measures can depreciate the actual social value creation consid-
ering intangible aspects, e.g., poverty reduction, education improvement, and quality of life.
For that, a PMS with a holistic perspective could assess intangible results and performance
management. According to Jones (2014, p. 120), “organisation collect a variety of data to
funders but fail to allot time to synthesise and discuss the data they collect”. Without a
mission-oriented design, the PM misses much data to reach credibility and trust and obtain
new funders and donors. In this way, the social mission definition is crucial. The more
abstract and general the mission definitions are, the higher the complexity in elaborating
the measures and related goals.

e  What role does “accountability” play in the PMSs applications in the studied NPOs?

Both NPOs point out the practice of accountability with the PMS providing information
and attending to external stakeholders’ requirements.

In this sense, communicating organizational data to external stakeholders can accom-
plish a legal obligation and increase the credibility and trust of the community and sponsors
or donors for NPOs (Yang and Northcott 2018). Nevertheless, communicating performance
advances and social outcomes after investments, grants, subsidies, or donations can be
a challenge in the long term, but more yet, in the short term (Mauro et al. 2019). It is
worth mentioning that some funders and donors recognize that information about social
aspects is more important than financial data only. Hence, accountability is an alternative to
providing legal reports and measures that enhance legitimacy (Cordery and Sinclair 2013;
Moxham 2014). Besides, external and internal accounting can support the organizational
success once the stakeholders, especially the internal ones, can perceive their roles and
outcomes (Daff and Parker 2021).

The development of methods and procedures can combine PM and accountability.
Some organizations have to readjust their system to execute devices to accomplish internal
controls and legal obligations. Besides that, NPOs can practice constructive and voluntary
accountability through the reports to bring new funding and maintain current funders
(Connolly and Kelly 2011).

e  What role does the “legitimacy” play in the PMSs applications in the studied NPOs?

Although none of the organizations in this study uses the PMS to support the process
of legitimization, the literature points out how its use can be helpful as a mechanism
to increase legitimacy, contributing to organizational promotion, attracting new funders
and investments, or maintaining the credibility and confidence of the population. Since
these organizations recognize the importance of legitimacy and how a PMS can contribute,
improving its characteristics can be an essential feature in its design.

The study performed by Hyndman and McConville (2018) argues how significant is
the interaction between accountability and trust to reinforce each one. Their analysis shows
the stakeholders’ requirements related to information needs, consequently influencing the
organizational routine and public trust. This interaction is present in the study performed
by Moura et al. (2020). The authors developed a centrality degree analysis. Accountability
is highly related to the organizational” social approach, stakeholders” involvement, and
legitimacy. In this way, “stakeholders can influence social characteristics in the definition
of organizational goals, in how to measure social impact and social value, and in the
consideration of community interests” (Moura et al. 2020, p. 390).

Besides the legitimacy seen as a perception by stakeholders, Shuman (1995) explains
legitimacy as an organization-promotion strategy. Performance reporting, financial report-
ing, accountability (voluntary or not), and achievement can promote an organization. Many
organizations use this reporting and results of social impact such as a strategy to attract
more funders, new donors, volunteers or maintain the actuals, to assure credibility and to
provide legitimacy to stakeholders (Clark and Brennan 2012; Cordery and Sinclair 2013;
Arvidson and Lyon 2014). Even public organizations can seek legitimacy to improve and
strengthen their opinion by citizens. In this sense, performance reporting can contribute to
organizational promotion more than financial reporting (Cordery and Sinclair 2013).
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According to Crucke and Decramer (2016) and Moxham (2014), some NPOs use the
PMS only to legitimize their activities. Conrad and Uslu (2012) emphasize that political
interests may compromise PM’s definition to achieve an expected level of legitimacy
in PA, leading to inappropriate targets or consequences that may cause difficulties for
the efficiency and effectiveness of management and the public service. So, to legitimize
operations through reports and performance indicators, the PMS should be designed for
this purpose.

e  What role does “volunteering” play in the PMSs applications in the studied NPOs?

Although not widely studied, volunteering is present in one NPO. None of the organi-
zations surveyed in this research provides a PMS that evaluates volunteers. However, the
literature shows that people have different expectations when working voluntarily, and
although not paid, motivations and benefits can attract and value them (Moura et al. 2019,
2020).

Human resources to NPOs can be composed of employees and volunteers. Not all
NPOs or public sectors have volunteer staff, but some of them heavily rely on volunteers,
such as welfare services and humanitarian aid. They can be an attractive alternative to
accomplishing tasks, mainly when resources are limited and financial restrictions to pay-
ments are imposed. Thus, an organization needs to know how to manage their motivation,
available activities, and life satisfaction from the recruitment to the evaluation and rewards
(Cnaan and Cascio 1998; Duque-Zuluaga and Schneider 2008). Moreover, Jevanesan et al.
(2021) study the importance of improved staff empowerment in the voluntary sector, but
how can a voluntary organization measure staff performance?

Despite their different expectations, volunteer staff should be in the PM routine. In
this way, volunteering is a strategical tool for organizational management in the PMS
context of an NPO. The study of Navimipour et al. (2018) points out that information
technology, corporate culture, and employees’ satisfaction play essential roles in enhancing
the organizations’ performance. In this way, employed or volunteering workers influence
the organizational culture as they shall be considered performance management.

Social services can be labor-intensive, which can interfere with employees’ volunteer
motivation. Monetizing volunteers can be complex and a barrier to maintaining them
(Cordery and Sinclair 2013). As employees’ participation in organizational process devel-
opment, volunteers can be included equally (Duque-Zuluaga and Schneider 2008; Taylor
and Taylor 2014).

e  What role does the “involvement and influence of stakeholders” play in PMSs applica-
tions in the studied NPOs?

The studied organizations show that stakeholders’ involvement and requirements
can affect the PM and management in different ways, such as governmental and political
issues, legal obligations, or contractual aspects. Kale’s (2019) study discusses the challenge
of managing stakeholders in the context of medical device regulation. It identifies contesta-
tion, conflict, and coalitions as a critical mechanism through which different stakeholders
influence, enable or disable institutional change. In this way, countries struggling with the
development of healthcare technology regulatory policy face a challenging perspective to
manage stakeholders—private, nonprofit, and public organizations partnerships, focusing
on appropriate local societal context and needs.

It is hard to meet accountability and PM requirements for many stakeholders of varied
characteristics and interests (Taylor and Taylor 2014; Wellens and Jegers 2014; Pirozzi and
Ferulano 2016; Hyndman and McConville 2018; Moura et al. 2019, 2020). So, it is possible
to analyze the stakeholders by their influence and involvement in the NPO context.

The difference between stakeholders” influence and involvement demands a distinc-
tive performance assessment framework and performance measures to be monitored and
reported (Amado and Santos 2009; Conaty 2012; Cordery and Sinclair 2013). There is
increasing pressure for social-mission companies to use practical management tools (Grig-
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oroudis et al. 2012). Still, sometimes these organizations, especially the third sector, have
demands imposed by funders, not themselves (Cordery and Sinclair 2013).

Political and governmental interests, funders, regulatory agencies, public sector com-
missioners, and legislative bodies may influence the measurement criteria both positively
and negatively, requiring different targets or some forms of social impact measurement
(Conrad and Uslu 2012; Cordery and Sinclair 2013; Arvidson and Lyon 2014). Liguori and
Steccolini (2018) argue how significant the involvement and influence of stakeholders are in
public interests in the context of public-sector accounting reforms. The study of Hyndman
and McConville (2018) identifies the use of a wide range of mechanisms to respond to
stakeholders’ requirements as critical and as a potential creator of a virtuous circle between
accountability and public trust.

e  What role does “financial sustainability” play in the PMSs applications in the studied
NPOs?

All organizations in this study manage their finances from alternative sources of
income. However, almost all of them cannot control them individually and acquire perfor-
mance indicators according to investments, donations, or other sources that could help in
the accountability and legitimacy process. Additionally, managing their finances is essen-
tial for their financial sustainability, which external variables can significantly influence
political issues.

Financial sustainability through alternative sources of income is a challenging and
critical dimension to be managed. NPOs usually combine alternative sources of income
such as donations, subsidies, volunteering, public funders, philanthropic funders, and,
when legally possible, sales of products or services (Cordery and Sinclair 2013; Taylor and
Taylor 2014; Arena et al. 2015).

NPOs’ characteristics include legal and financial restrictions, depending on donors,
findings, or subsidies (Daff and Parker 2021). This dependence on resources can determine
organizational survival. Resources help an organization establish a capacity that delivers
public services (Dobmeyer et al. 2002), so governmental divergences and tax support
directly impact any NPO (Kong 2010).

Some organizations have a collaborative partnership with companies to reach social
responsibility improvement (Kong 2010). Because of legislation, resource providers do not
have financial profit (Cordery and Sinclair 2013). These economic characteristics involve a
good NPO strategy for obtaining resources (Duque-Zuluaga and Schneider 2008). The study
of Henderson and Lambert (2018) discusses the influence of funders imposing frameworks
and performance measures. Sometimes, those requirements can move away from the social
mission due to the financial outputs. In this way, there is a challenge for some nonprofit
organizations to maintain their social mission as the central aim even when their financial
circumstances are difficult.

The dependence on alternative sources of income has increased the practice of PMM
(Cordery and Sinclair 2013). Usually, funders, donors, investors, governments, and reg-
ulatory bodies want to know how efficient financial resources management is. In this
way, a PMS must include information for the stakeholders, delivering consistent reports
to them (Moura et al. 2019, 2020), potentially improving the continuous improvement
process (Jevanesan et al. 2021) and balancing the social mission and money (Henderson
and Lambert 2018).

e  What role does the “short and long-term planning” play in the PMSs applications in
the studied NPOs?

The studied organizations work with complex issues related to the short and long-
term. The planning can be affected by political or budget problems, and the measurement
of long-term aspects can be critical.

The literature points out that NPO planning is affected by many variables, including
availability and limitation of resources (human, financial, and materials), alternative sources
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of income, stakeholders’ interests, political interests, and social demands (Kong 2010;
McEwen et al. 2010; Arena et al. 2015; Mehrotra and Verma 2015; Moura et al. 2019, 2020).

Short-term planning is due to time-limited grants and subsidies, contracts to invest-
ments, uncertainty, and insecure donations from people and companies (Taylor and Taylor
2014). This is a challenge to manage because the social impact can be seen only long-term
(Moxham 2009; Kong 2010; Valentinov 2011).

e  What role does “fairness” play in the PMSs applications in the studied NPOs?

None of the organizations in this study must work fairly; although they have this
awareness, no performance indicator is available to validate measurable terms.

Fairness or interlocal equity is a challenge to any social-mission business. Interlocal
equity means providing equitable social results and homogenous service levels to benefi-
ciaries or communities throughout the same neighbourhood, area, state, or country (Moura
etal. 2019, 2020). Interlocal equity provides equitable social results and homogenous service
levels to beneficiaries throughout the same neighbourhood, area, state, or country. In the
social enterprise context, for example, Arena et al. (2015) indicate fairness as a capacity of
the organization to ensure products or services for the whole society.

Measurement of interlocal equity horizontally involves “the ability to develop com-
prehensive and integrated policy solutions on the local level” (Ebinger et al. 2011, p. 562).
Organizational capacity is necessary to produce outcomes and maintain high efficiency
and effectiveness (Karwan and Markland 2006; Ebinger et al. 2011).

e  What role does the “efficiency and effectiveness” play in the PMSs applications in the
studied NPOs?

While the organizations conduct the efficiency index very well, the effectiveness is
not evaluated. Indeed, the definition of efficiency and effectiveness measures in the social
context of social-mission companies is challenging. Intangible measures and results are
complex issues to be managed and reported. Moreover, the PMS'’s use can be problematic if
its use is not very well defined, and the people, sometimes, may look at it as a competition
or a way to assess personal aspects. Despite this, all organizations in this study have a PMS
contributing to the monitoring and developing performance reports.

Measuring performance in an NPO is not a quickly answered question because the
criteria are not well defined in the literature (Moura et al. 2019, 2020). Moreover, usually,
the NPOs do not have financial resources to make information technology investments or
realize data collection and analysis (Arena et al. 2015). In the same way, Kumar et al. (2021)
argue that some services in countries under high government control face many barriers to
adopting technologies to improve their system’s effectiveness and transparency.

PMSs have to be integrated into the routine activities of an organization. Performance
data and reporting have to be synchronized among organizational levels. Management
reporting or performance reporting, for example, is required to be transparent about re-
sources, activities, and governance by stakeholders (Ebrahim and Rangan 2014), as well
as to auditors and evaluators, especially by regulatory agencies, donors, and commu-
nity (Moxham 2009). Internally, these same reports can contribute to the organizational
evaluation, operational control, and resources management (Dobmeyer et al. 2002).

e  What role does the “strategic management control” play in the PMSs applications in
the studied NPOs?

The PM is an essential step for performance management and will support the plan-
ning, control, and decision making. The literature also points out that using a PMS can
be a strategic tool to improve learning and continuous improvement (Moura et al. 2019,
2020). However, the organizations in this study do not use the PMS properly once the PMS
provides this function, but it is not available for all organization levels.

Strategic management control refers to the organizational management involving
the ability to learn and continuous improvement, and, in this way, the PMS can be a tool
to reach it. Crucke and Decramer (2016, p. 3) explain, “a performance measurement
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tool can be used as an internal management instrument, enabling organisations to assess
their performance and support internal decision-making”. Noordin et al. (2017, p. 925)
argues that “an effective PMS serves as a platform for organisations not just to discharge
their accountability but also to facilitate their management and internal control activities”.
Nguyen et al. (2015) also explain that a PMS can support the learning and evaluate the
strategy to achieve the mission. Jevanesan et al. (2021) point out that the appropriate
leadership, organizational culture, and staff engagement are critical success factors toward
implementing any continuous improvement method.

4.3. Concerns, Insights, and Future Research Issues

The performed case study with those two NPOs points out the relevance of advances
on the research agenda of PMS. Each design factor in their practice is analysed through
the lens of theoretical and empirical aspects contributing to a better understanding of the
factors and providing insights and future research. See Figure 2.

Social approach

« Few studies are being attended to define performance measures, especially for
intangible aspects related to NPOs. In this way, it is worthwile mention some metrics
for the PM in NPO by three perspectives explained by Berenguer (2015): input metrics
(costs, time, and donations), output metrics (effectiveness, equity, equality, and social

welfare), and efficiency metrics (efficiency, flexibility, and sustainability).

Accountability 1

« How to transform performance measures into data to accountability reports should be
more studied. Studies developed by van Overmeeren et al. (2010) and Noordin et al.
(2017) point out accountability present in different perspectives and obligations by
cultural or legal aspects.

Legitimacy

« Legitimacy is a very significant issue to NPOs regarding attracting or maintaining
investments and reaching the public's trust as a reliable organization. Even if
legitimacy is not the primary goal to use a PMS, some tactics for using the
performance measures could be designed to support legitimisation, trust, and
credibility.

J
\

Volunteering

« Measure the performance of volunteers can support the process of rewards and
monitoring. How to reward and improve their performance is critical, and studies about
this concern should be developed. Also, legal aspects should be considered in the
design of the PMS.

Involvement and influence of stakeholders )

« Governmental and political issues, legal obligations, and contractual aspects were the
most cited issues by the studied organizations. The lack of information can be a
barrier to the communication with some stakeholders and legitimacy. In this way,
some stakeholders can indirectly influence the organization to increase their practice
of disseminating reports or data.

Financial sustainability

« Financial sustainability is a critical issue because of the concern with attracting and
maintaining funds, donations, or investments. In this way, designing a PMS that can fit
tools to manage the different income sources, support the short and long-term
planning and control, and produce performance measures according to each
investment/source may be an exciting tool for these organizations.

= Short and long-term planning

« A critical feature in a PMS for these organizations could be the short and long-term
aspects. This setting would support the planning and control, improving the
management and making-decision.

|, Fairness
« Faimess is not very well investigated in the studies of the PMS for NPOs. Studies

(\ O % about this characteristic could help the organization for legitimacy, accountability, and

making a decision.

.

-, Efficiency and effectiveness

« Measure the performance of volunteers can support the process of rewards and
monitoring. How to reward and improve their performance is critical, and studies about
this concern should be developed. Also, legal aspects should be considered in the
design of the PMS.

— Strategic management control )
( ' j « Aspects related to strategic management control is an essential issue in private
- organizations. As the importance of PM aspects is growing to be applied in nonprofit
O O and public organizations, studies about this could be better investigated, even if their
O use with this purpose be a secondary goal. Studies by Ebrahim and Rangan (2014),

L r Q’ l Nguyen, Szkudlarek and Seymour (2015) and Crucke and Decramer (2016) show that

this concern is better consolidated in social enterprises. J

Figure 2. Concerns, insights, and future research issues.
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This variability can result from the organization’s size and efforts to measure the
performance and provide human. Furthermore, financial resources and the importance
of using the PMS as a tool, essential aspects as accountability, and managerial aspects as
the strategic management control contribute to employees” and volunteers” organizational
mood and rewards.

5. Conclusions

This paper discusses the features of the NPOs through PM’s lens and how these
features influence the design of the PMS for them. A set of factors related to purpose,
stakeholders, and management supports the case study in two NPOs, forwarding the
knowledge about the factors that can influence the design of a PMS in the context of an
NPO. In this way, it is possible to answer the research question: “What role do design factors
play in applying performance measurement systems in non-profit organizations?”

The case study introduces how the design factors can influence different ways. The
applicability of one factor can vary according to the external and internal aspects and
influences. The results suggest that the set of factors should be considered as recommenda-
tions for the PMS'’s design. In this way, the managers, practitioners, and researchers must
evaluate each factor considering the operational characteristics, the legal obligations, the
organizational culture, and mainly, the organizational strategy focusing on the PMS as a
component of the iterative process PMM.

The literature suggests that adopting the traditional PMS was not acceptable for
many NPOs. See Northcott and Taulapapa (2012); Leotta and Ruggerii (2017); Reda
(2017); Moura et al. (2019, 2020); Cestari et al. (2021). The case study attests that these
organizations present distinctive characteristics such as financial sustainability when it
involves alternative sources of income and legal restrictions in using the resources.

A limitation of this study is getting an NPO participation that uses a PMS. Some do not
consider the PMS a helpful tool or do not have financial resources to design or implement
it or have enough human resources to provide efforts.

Despite the skepticism of PMS adoptions from the private sector or adaptations,
as future research, the set of factors can be used as a guideline or criteria to assess the
dimensions of those PMSs. Once the set of factors is reflected in its design and corresponds
to the organizational characteristics, the PMS’s use could be considered beneficial and
applicable to the management control. Moreover, the design factors and concerns, insights,
and future research issues can support managers, practitioners, and researchers to design,
redesign, assess, and support the implementation of PMS. It is not easy to meet a mindset
of guidelines or recommendations in the design process. So, this research can progress the
PM in terms of theoretical and practical issues.

Some topics need more attention in the study about PM. More research about volun-
teering and how to measure the performance of and provide rewards for volunteers should
be engaging. Besides that, once some NPOs work to provide services that the public sector
cannot always do, the interest to work from a fairness perspective should be more studied.

Studies should develop performance measures that reflect the social approach, espe-
cially the social value-creation measures and the social impact, and all intangible results
that involve those organizations.

Although legal characteristics differentiate NPOs from PAs, both types of organization
present similar features and can be evaluated considering their primary approach, i.e.,
the social mission. All design factors are related to both organization types, and a study
covering them is not well advanced yet.

Finally, the factors can be applied in a survey with NPOs to evaluate their applicability
and discuss how distinct they are from the private sector.
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Appendix A

Table Al. Case Study Questionnaire.

Group Factor Questions
2 How are the social value and impact evaluated?
§. Social approach Are the community interests analysed and transformed into performance indicators? How?
> How do you assess if the mission is being accomplished?
Are the data on performance measurement communicated externally? How?
Accountability Is the information generated in the system/spreadsheets used for accountability to
stakeholders? How?
wn
-§ .. Does the data generated and reported through the system contribute to the organization’s
= Legitimacy .. .
=2 legitimacy? Does the use of the system have this purpose?
WV
_2
3 Volunteering Is there access/metric/evaluation developed for volunteers? Which are they?
. How can the PM be influenced by the difference of interests and metrics for different
Involvement and influence »
of stakeholders stakeholders?
Has the system any adaptation in its design to meet some stakeholder requirements?
Financial sustainability Does the PMS manage the different sources of income?
How does the system consider goals and outcomes for the short and long term?
Short and long-term .
lanning Was there any system/spreadsheets/procedures adaptation to meet a short or long-term
P request by a stakeholder?
Fairness Does the organization meet some inter-local equity requirements? If yes, how is this
= procedure?
V
g How is efficiency measured?
%’J Are the criteria to measure results well-established in the PMS?
§ Efficiency and How do you evaluate effectiveness?
ney Does PM consider intangible results? If yes, how?
effectiveness

How to indicate a positive result, although the financial impact does not show it?
What are the difficulties in measuring performance and working with these data?
Does the PMS allow for monitoring and generating performance reports?

Is the PMS available for use at all levels of the organization?
Is the system developed to support learning and continuous improvement in the
organization?

Strategic management
control
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