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What is a social enterprise? 

Despite being a term which has increasingly gained recognition over the 
last decade (it was even first used in the early 1980s), ‘social enterprises’ 
are surprisingly difficult to define. They are generally understood to be 
organisations which trade with a social goal or purpose and the 
Department for Trade and Industry has its own definition: 

 
“A social enterprise is a business with primarily social objectives 
whose surpluses are principally reinvested for that purpose in the 
business or the community, rather than being driven by the need to 
maximise profit for shareholders and owners”. 

 
However, social purpose and community reinvestment are characteristics 
which many charities and other third sector bodies share, and a number 
of our interviewees find it difficult to conceptualise the difference between 
these behaviours and those of a social enterprise: 
 

“I’m still confused by it. I’ve never met anyone yet who can explain 
to me the difference between a charity and a social enterprise” 
 
“My own view is that every charity is a social enterprise” 

 
These points of view highlight one of the major hurdles faced by 
proponents of the social enterprise model – what benefit does it 
actually confer on an organisation with a social purpose? This 
question is often best answered by people approaching social enterprise 
from the business rather than from the charitable perspective: 
 

“I love the concept of it. I like the fact that you can still earn a 
reasonable professional living from something but be committed to 
your underlying purpose being of social value – what finer way of 
being could there be?” 
 
“It’s simply an ethical way of working. Are you a social enterprise or 
are you a commercially-driven enterprise?” 

 
These are important points, as there clearly isn’t a single model of social 
enterprise development – they do not all derive from existing charities 
extending their trading operations. There are also new start-ups (where 
the modern image of the social entrepreneur is most obviously found), 
public sector spin-offs (especially from local authorities and the NHS) and 
organisations which grow out of mutualism and community development. 
And some of these social enterprises face similar definitional problems 
when looking at other models: 
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“I’m always slightly nervous of running social enterprises and 
charities into each other – social enterprises aren’t always charities” 

  
“The charitable status was just a badge for us. It was because 
people said, ‘Well, what are you?’. ‘We’re a non-profit distributing 
organisation.’ ‘What does that mean? ‘We don’t have shareholders’. 
‘So you’re a charity?’ ‘Oh no, we’re not a charity’. So we thought 
let’s just get it” 

 
This perhaps points up the tension at the heart of social enterprise – that 
it can become a bit of a catch-all, seen as an easy way for a business to 
appear ‘charitable’ (“we call them Sham Trusts”). As one interviewee 
notes when they were considering the pros and cons of social enterprise: 
 

“The fact that we could have legitimately called ourselves a social 
enterprise without really honouring the principles of social 
enterprise made me think that people could quite easily use it as a 
cover” 

 
This discomfort is compounded by the fact that in Britain at least, social 
enterprise is not just a conceptual category lying somewhere between 
business and charity – it is a policy vehicle used by successive 
governments to promote their understanding of civil society (whether 
through Labour’s Office of the Third Sector or the present coalition 
government’s Office for Civil Society). Acting as the ‘business arm’ of the 
third sector – let alone government’s business arm – is not a position 
which everyone relishes: 
 

“That’s the difficulty with social enterprises – you set up these 
organisations who are making a profit out of it and they don’t want 
people who don’t want to make a profit out of it” 

  
This conflict – between ‘social’ and ‘enterprise’, ethics and business, profit 
and investment – goes to the very core of social enterprise and we will 
explore it in the next section. 
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The tension at the heart of social enterprise 

The key question about social enterprise – implicit in its very 
name – is it ‘social’ or is it ‘enterprise’? This tension between social 
values and enterprise principles (and the ongoing debate as to which 
should be the driving force) is central to discussions around social 
entrepreneurship and is largely responsible for much of the confusion as 
to what a social enterprise actually is: 
 

“This idea that social entrepreneurship ‘good’, traditional route 
‘bad’, traditional route ‘out of date’, ‘no longer appropriate’ and that 
people like me are dinosaurs – I just find it a bit tedious” 

 
This plays into the stereotypes of 
‘charity’ and ‘business’, of amateur 
and professional, of tackling failure 
and promoting success. At its most 
primal level, it’s about language – 
the difference between ‘surplus’ and 
‘profit’. 
 
For social enterprises, it can be 
uncomfortable lying in the ‘no-man’s 
land’ between these extremes (“We 
did make precisely that leap from 

amateur to professional”) – seen as ‘gentleman players’ by business and 
‘vultures’ by charity. It is also clear from the literature that this 
equidistance can put social enterprises – or those looking at adopting 
their principles – in an awkward position when considering business and 
commercial risk. As one research participant noted in a 2008 study: 
 

“To have gone under in the voluntary sector is a great sin. In the 
old days, they probably had to do something wrong or smelly to go 
under. Failure is not perceived the same as in the business sector; it 
implies more than financial failure”1 

 
Failure in the private sector is an everyday risk – and in many ways, 
without it, progress and development cannot be made. But in the third 
sector, and for emerging social enterprises in particular, risk and 
failure can almost become seen as ‘morally’ wrong, and something 
to be avoided at all costs. 
 
The evidence would seem to bear this out, with the ‘enterprise’ part of 
social enterprise often ending up a poor cousin to the ‘social’ element, as 
organisations play it safe with tried and tested projects. All that this 

                                       
1 Seanor, P. and Meaton, J. (2008) “Learning from failure, ambiguity and trust in 
social enterprise”. Social Enterprise Journal, 4(1), pp.24-40 
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means, of course, is that social enterprises can run the risk of 
overcrowding in certain areas – further reinforcing the view that they are 
only after the ‘low-hanging fruit’ and ‘cherry-picking’ while also 
paradoxically reinforcing a competitive intensity for which they are often 
unprepared. 
 
As for the ‘social’ aspects of social enterprise, our research has found that 
while most charities tend to have strong missions and distinctive strategic 
positions, many social enterprises which grow out of charities tend 
to be weak on strategy and are often poorly defined. In turn, this 
can push them to ‘model’ on their parent charity in an attempt to 
derive resource and reflected legitimacy from it – which simply 
compounds failure as the social enterprise cannot develop a 
distinctive identity for survival. Given this, it is hardly surprising to 
find that the literature shows that failing social enterprises are neither 
supportive nor integrated into their parent charity’s mission and strategy. 
 
Our interviewees are acutely aware of this danger for social enterprises – 
that they need strong strategic positions built on distinctive skills and 
expertise and that ultimately, they need to be driven by a core social 
value: 
 

“First and foremost be clear about your aims and objectives 
– that has to be the focus all the time . . . Don’t allow 
yourself to drift into a situation over time where you forget 
that and spend all your time worrying about running the 
place and not what the original purpose was” 
 
“You either know what your business is about and you have 
a clear model – or you don’t” 

 
Only when this social value is clearly articulated and understood can the 
principles of enterprise begin to be applied: 
 

“Really understand this is about business. This is about you being in 
the market, standing up and washing your face – there’s nobody 
there coming to bail you out” 
 
“It’s just a question of finding the idea and then putting the 
mechanisms in place in order to get that to happen” 
  
“I always come from the view that we’re not a business but we still 
have to be business-like . . . Almost all trading is process” 

 
It is this process – the governance of social enterprises – which the rest 
of this report will look at. 
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The challenges for social enterprise governance 

As one of our interviewees puts it, “The vast majority of charities 
have no idea what governance means”. This may be a bit harsh, but 
the starting point for social enterprises should surely be to understand 
what governance actually means for them. There is a broad and deep 
literature on governance concepts, and in terms of social enterprise there 
are two main models which relate to contrasting views on 
shareholder/stakeholder power and business/social values. 
 

• ‘Stewardship’ is traditionally posited as the corporate, for-profit 
model of governance, with board members qualifying (sometimes 
solely) on their ability to manage and accumulate assets. Under this 
model, the shareholder is sovereign – and it is consequently a 
model which has taken a battering over the last decade. 

• The ‘democratic’ model of governance is more usually associated 
with the third and public sectors, with board members chosen for 
what and who they represent – and for their values – rather than 
for their asset management skills. Under this model, assets are 
‘locked-in’ rather than put at the disposal of shareholders, and 
therefore it is the stakeholder – who does not have a pecuniary 
interest in the organisation – who is the dominant player, often 
acting as the ‘conscience’ of the organisation. 

 
This clearly raises a number of important questions for a third sector 
organisation which is looking at undertaking entrepreneurial activity, not 
least as to how it maintains a ‘democratic’ and transparent commitment 
to its stakeholders while also carrying out its business and enterprise 
activities in a manner which maximises its ability to generate funds which 
can be reinvested in its social values. 
 
However, just as social enterprise sits between the private and third 
sectors, so too can its governance model. ‘Social stewardship’ can 
align an emphasis on trust (without it “we’d be as bad as estate 
agents”) and the social values of stakeholders with the business 
requirement to perform effectively in the commercial sector. 
 
If such a model of governance is to have traction, there are a number of 
issues which – according to the social enterprise governance literature – 
still need to be addressed: 

• The balancing of social and financial goals; 
• Dealing with founders, stakeholders and volunteers; 
• Ensuring board legitimacy; 
• Seeing eye-to-eye between the chief executive and the chair; 
• Getting the relationship between trustees and management right; 
• Having the right skills on the board; and 
• Choosing an appropriate legal and governance structure. 
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Balancing social and business goals 
As should by now be clear, one of the principal requirements for any 
successful social enterprise is that it must integrate both social 
and business goals. The danger otherwise is that if financial 
considerations predominate, then ‘mission drift’ is a strong likelihood – 
while if social values are emphasised to the detriment of enterprise 
principles, then the actual viability of the organisation could be at stake. 
 
Coping with these organisational stresses can create significant cultural 
dissonance – especially when people who have grown up in a grant-
making and core funding environment find themselves in situations where 
they have to evaluate new business opportunities: 
 

“It’s moving from what’s historically been a zero bottom line budget 
to a surplus budget and that is very difficult for people who’ve spent 
a lifetime trying to get that down to zero” 

 
“If you’re going to have to make business decisions . . . the last 
thing you want is people who have no enthusiasm for money-
making ventures – nothing to contribute as to whether it’s a good 
or bad business decision – being involved in that process” 

 
This has major implications for social enterprise governance, as 
these risk averse characteristics threaten the whole premise of 
social enterprise. One of our interviewees points out what could well be 
a key third sector governance tension – that between boards and 
management: 
 

“The need of the trustees is different from the needs of the 
management . . . Their [trustee] need is for it to be financially 
responsible, not to be creative . . . Their need is for stability . . . The 
chief executive is interested in doing more ‘good things’ . . . 
Whatever it is, the money that they’ve got, they want to do more 
with it” 

 
By these lights, while third sector management wants to grow and 
expand their services, third sector boards want to ‘play it safe’. 
While this view is not universally shared by the people we interviewed, 
there is a general recognition that social enterprises may require 
their “a new breed” of trustees and executives to display different 
skills compared to their peers not only in the rest of the third and 
public sectors but also in the private sector too: 
 

“It is foreign territory – so they’re bound to be nervous about it. 
And they bloody well should be nervous about it, because if you 
undertake an entrepreneurial activity and you want to succeed at 
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what you’re doing, you have to do it properly – there are no 
shortcuts” 
“However social the enterprise is, the funds must come first. Unless 
your operation is entirely run on voluntary service . . . in which 
case, do what you like. And as soon as you come away from that, 
you are substantially affected by cash” 

 
“You can definitely go too far the other way – it’s the difference 
between being a business and being business-like” 
 
“Trust becomes a much higher driver in the governance of a 
charitable undertaking” 

 
The key challenge therefore for a board in an organisation which 
is seeking to embody the principles of social enterprise is how 
comfortable it is with its executive’s entrepreneurial drive and 
how it can challenge or support that activity while also ensuring 
that the focus is maintained on the organisation’s primary driver – 
its social value.  
 
 
Founders, stakeholders and volunteers 
Existing charities which undertake social enterprise activities may have 
their own tensions, but so to do new start-ups and public sector spin-offs. 
Not only does the literature raise the issue of the ‘founder syndrome’, but 
it comes through strongly in our interviews.  
 
For these people, governance may seem a low priority when they’re 
striving to find a new way of meeting social needs, but without systems 
and processes in place, crucial decisions can end up being made by 
default: 
 

“The board was viewed as an irritant – it was something they had to 
have . . . But actually if you could neuter it as much as you could, it 
allowed you to get where you wanted to get to” 
 
“The error I made when I was the chief exec and he was the 
chairman, is that I didn’t pay attention to the time required for 
communication” 
 

In such situations, founders and other ‘larger-than-life’ leaders can find 
ingenious ways of bypassing governance – such as building large, 
unwieldy (and ultimately powerless) boards, refusing any form of 
succession planning or alternatively grooming successors who are then 
unable to develop their own leadership style. 
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This highlights a regular theme from the interviews – that the skills which 
are required to establish a social enterprise (or any business for that 
matter) are not necessarily the skills which are needed to sustain it. When 
asked whether the founder of the original non-social enterprise business 
should be on the board of the new social enterprise, one chief executive 
said, “Absolutely not, absolutely not – it’s very difficult to have your ex-
boss there and disagree with her!” 
 
Alongside founders, social enterprises also have to find ways of dealing 
with stakeholders and volunteers. A multi-stakeholder board clearly has 
many advantages in terms of bringing different perspectives to decision-
making and ensuring that the various interests which fall within the social 
enterprise’s remit are balanced against each other. 
 
On the other hand, such an approach to governance can mean that it is 
more difficult to make clear decisions and reach agreement: 
 

“No one else had the first clue what social enterprise was, they had 
never heard of it; they literally hadn’t a clue what the task was, 
what we were trying to do or why” 
  
“Having a dysfunctional or non-contributory board is probably more 
common in the charitable sector than not” 
  
“My memories of going to charity board meetings is that at least 
half the people you wouldn’t be able to talk on the same 
wavelength” 

 
“It’s a bit of a nightmare. When it was first set up it was much 
worse – it was 12 great and the good talking about the price of 
sandwiches every board meeting” 

 
From a business perspective, volunteers are equally problematic. There is 
no doubt that they legitimise social values and are a tangible expression 
of intent and community engagement. They can also be central to a third 
sector body’s service delivery. 
 
However, organisations which have a high proportion of voluntary staff 
also tend to find that opportunities for business development become 
restricted as they are unable to build – and sustain, given the often 
temporary nature of much volunteerism – key business competencies.  
 
 
Board legitimacy 
Volunteerism is intrinsically related to board legitimacy – for the simple 
reason that throughout the third sector, trustees are unpaid. Equally 
importantly, however, the social values at the heart of any third sector 
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organisation can also legitimise the role of the board. And without that 
legitimacy, governance counts for very little. 
 
For social enterprises, though, trustees must also bring something else to 
the boardroom: 
  

“You need people with real challenging ideas and expertise to bring 
to the table” 
 
“Keep your eye out for people with skills who might want to donate 
their time . . . doing stuff for us which we could never have afforded 
and which is saving us tens of thousands of pounds” 

 
Perhaps the greatest issue for board legitimacy, therefore, is the answer 
to some very simple questions which a number of interviewees ask of 
themselves and of trustees: 
 

“How qualified am I and what contribution can I make?” 
 
“What do we want and what will these people contribute?” 
  
“What value have you added over the past few years?” 
 
“As a trustee my question is ‘What can I do to add value?’”2 
 
“Given who we are and given where we want to be, what do we 
need, what are the key issues? And we need people that can keep 
us honest, we need the voice of objectivity, we keen someone that 
can bring challenge, we need people who can bring support, but we 
also need people that can leverage and bring people to the table 
and have influence” 

 
Some of those answers obviously relate to trustee skills and expertise – 
as one interviewee notes, they are “often a good example where a little 
knowledge is dangerous”. However, another significant factor was raised 
by nearly everyone we spoke to: that of “the serial NED” and “life-time 
third sectorians” who sit on boards for “pure ego”. As one social 
enterprise chief executive put it, “I don’t want ‘more of the same’”. 
 
Not only is ‘ego’ an impractical governance model for any business (“You 
could write a book on the egos of trustees. People do it for all sorts of 
reasons – one of which is social cred. And they’re the worst”) but if a 
board and its trustees are not well-managed, they will often end up 
managing the organisation themselves and trying to do the executive’s 
job: 

                                       
2 This interviewee’s next line is equally instructive: “As a director I’m asking myself, 
‘What have you [trustee] done to give me good value?’”. 
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“They are often very senior in previous lives and they’ve retired – 
and when they sit on the board, they revert to their old job. So if 
you’ve got three ex-chief executives of businesses, as soon as you 
get to a trustee meeting, they’re not trustees, they’re ex-chief 
executives” 

 
Our interviewees are very clear about how the relationship between the 
board and management should play out: “The board is there to hold 
the executive to account without undermining the executive’s 
right to manage”. 
 
And nowhere is this relationship more important than between the people 
at the top – the chief executive and the board chair. 
 
 
The chief exec and the chair 
A number of interviewees note that being a chief executive in the third 
sector is ”a lonely job . . . and more lonely than it is in for-profit 
businesses because usually at least you’ve got a dialogue with 
your non-execs and execs”. 
 
Allied to this is the view that while many CEOs are good at making 
business and staffing decisions, as soon as they enter the third sector 
boardroom they are in a power structure which they no longer control – 
being “at the bottom of the heap” as a ‘mere’ employee. 
 
Given this precarious position, everyone we spoke to – be they executives 
or trustees, from a business or a charitable background – sees the 
relationship between the chief exec and chair as fundamental to any 
effective governance arrangement: “it is the bedrock”. Equally 
importantly, it can be deeply damaging to an entire organisation – and 
not just to the board – when the CEO and chair are not ‘on the same 
page’. 
 
Communication between these two leaders is therefore vital, with 
regular meetings and conversations away from the day-to-day 
pressures of business decisions – so that they can focus on the 
primary driver of social value: 
 

“Get the chief executive to speak to the chair and to say, ‘I want to 
work with you in a spirit of partnership’” 

 
When this happens, the opportunity to turn around a social enterprise 
would appear to be immense: 
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“At times I did feel that we were contravening some principle – the 
democratic pause or whatever – but it worked. Within one year it 
went from one thing to another” 

 
It also behoves the chief exec to be disciplined in the way they approach 
the board – papers need to be delivered on time with succinct and helpful 
commentary as well as carefully worked out business proposals. As one 
interviewee puts it, trying to “sandbag” the board is a dangerous mistake, 
which generally results in a recruitment exercise for a new CEO. 
 
As for the chair, despite the lack of formal authority attached to the role, 
research has found that when a chair is seen as performing that role well, 
they are likely be seen as having a positive impact on the performance of 
the board, the chief executive and the organisation as a whole.  
 
Furthermore, reinforcing the interviewees’ view as to the importance of 
communication, research has found that chairs who spend time with key 
players are more likely to viewed positively – underlining the relational 
nature of a successful leadership role. 
 
It is also important for chairs to recognise the limits of their role – 
to bring out the strengths of other board members and to draw 
out any reservations (“You’ve failed as a chairman if after a board 
meeting someone sidles up to you and says, ‘What I really meant to say 
in the Board was . . .’”). However, it is then up to the chief executive to 
address those reservations, and so chairs need to be clear as to where 
their roles begin and end: 
 
 “We want someone who can chair the board, not run the 
company” 
 

“They are there to ensure that the charitable objectives of the 
organisation are met . . . and that the systems are in place to make 
it work. The chief executive’s role is to make it work” 

 
From a number of discussions, it seems that not every third sector chair 
understands this. 
 
 
The board and management 
The relationship between chief exec and chair is illustrative of the wider 
issue of how boards and management interact. There is a question in 
many charities, for instance, when taking on paid managers for the first 
time as to whether trustees know what to look for and what management 
skills are required. 
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Alongside this question, there is also that of how the boundary between 
operational and strategic matters is policed when introducing new 
business concepts and enterprise principles. There would appear to be 
three significant considerations in this area. 
 
Firstly, new projects always take longer to set up and deliver than people 
think – if management gets the timing wrong and the board can’t see 
results, trustees get nervous. 
 
Secondly, it is of fundamental importance that the management team has 
the right skills within it – so that the board can be briefed as to what will 
happen, how and why, what it will cost, what it will bring in and what it 
will allow the organisation to do. However, “very few charities have 
within their management structure, the competencies or the skills 
and experience to set up a trading arm”. 
 
And even if management has that experience, there is a question as to 
whether all members of the team want to use it:  
 

“The people who are attracted into those posts in the not-for-profit 
voluntary sector – finance management posts – are not the people 
who understand how to get from there to a going concern and to a 
profit-making business. I think they’re two different breeds of 
people and that’s a big, big barrier for charities to move into social 
enterprise . . . It’s almost like there’s a reluctance to let it go” 

 
Finally, just as it is important to have the right skills within the 
management team, the board not only needs business skills and expertise 
but it also needs people with the experience of “setting things up”. 

 
Ultimately, the test for a chief executive is whether the board ‘buys’ their 
plans: 
 

“If you can’t take your board with you on something like this, either 
they are right and you’ve got the business model entirely wrong, or 
the board is not unified enough to have a grown-up discussion 
about something like this without putting its foot down”  

 
At the heart of this lies management’s understanding of what the board is 
there for: 
 

“In my mind I have models of what makes sense and what doesn’t 
make sense . . . I don’t want the extremes of a board that is so 
managed that there’s no value in it at all or . . . a board where they 
think they’re running everything” 
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Trustee skills and experience 
This brings us to a core question for social enterprise governance – how 
well can the board support or challenge business decisions? The 
frustration felt by some of our interviewees is palpable: 
 

“My biggest difficulty with charities and social enterprises is that 
you have a professional senior management personnel that run the 
business and suddenly you have to go to a decision-making process 
with a group of people who don’t have the understanding or 
expertise” 
 
“They hide behind their responsibilities but they’re shocking at 
fulfilling them”  
  
“People suddenly start to think they have skills that they don’t” 
 

As for the skills they should have, many of our interviewees were forensic 
when looking at what they had on the board and what they needed – 
financial, personnel, marketing, fundraising, business and strategic skills: 
 

”We began to map this out and when we looked at it, we found we 
had a high profile organisation but without the bench strength to be 
able to deliver on the issues what we were wanting to deliver on” 

 
“We were very rigorous about that – even to the point of 
having a matrix: ‘we don’t want more than two finance 
directors’ . . . We were very careful to invite new trustees 
from specific areas . . . It was almost as if the board was 
more professional than the employees” 
 

Clearly, bringing new skills onto a board will often mean that someone 
else will have to make way – and the processes and tactics of culling 
unproductive board members is something which nearly all our 
interviewees have views on (“I work actively to manage them out of the 
business – and I have no problem with that whatsoever”). 
 
This is an especially tricky task when boards are large (some being made 
up of over 20 trustees, “a repository for the great and the good”) but 
chairs and chief executives – when working well together – can find a 
number of ways to encourage trustees to reconsider their priorities and 
slim down the board: first starting with non-attendees, then 
bringing in term limits and considerations of ‘retirement’, creating 
president, champion or honorary associate roles – and eventually 
asking everyone to resign and self-nominate: 

 
“I interviewed each one and asked them how enthusiastic they were 
for this vision – and gauged their enthusiasm and if they weren’t 
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totally into it, I asked them to resign . . . Truthfully, it was the chief 
exec and myself. We’d sit down and plot what we wanted to do and 
then would engineer it to happen . . . It just seemed it would take 
forever to do it in a naturally decaying world” 

 
 
Governance structures 
The final governance challenge for any third sector organisation which is 
seeking to employ enterprise principles so as to develop business 
propositions is to choose the right governance structure – something 
which is simple, not time-consuming and which speaks to social value: 
 

“There is a need for a less cumbersome way for people being able 
to trade” 
 

This does not mean, of course, that structure is everything – reasons for 
governance failure are rarely about the chosen business vehicle. As 
should be clear from all that has gone before, those tend to relate to 
people and relationships.  
 
Furthermore, it is also clear that many third sector organisations (be they 
charities, charitable incorporated organisations, co-operatives, industrial 
provident societies, community interest companies or even private limited 
companies) embody the principles of social enterprise – of trading, 
reinvesting surpluses into social value and having a stakeholder 
governance model. The ‘name’ is less important than the mindset. 
 
What this can mean for boards is that – wherever they sit in the third 
sector – if they are to take on the ‘social enterprise mindset’ they 
may need to move away from a theory of governance which is 
couched in terms of skills and routines (overseeing budgets, 
receiving audits, approving plans) to one which is modelled more 
on leadership than stewardship. As should be clear by now, this will 
require not only business skills at board level but also strategic, 
marketing and fundraising skills. 
 
That said, there are a number of structural and legal options which will 
need to be considered – as they embody various governance restrictions 
and flexibilities: 

• to set up a private limited company (which often grates against the 
stakeholder ethos); 

• to establish a charity (which may also require setting up a limited 
company); or 

• to set up a social enterprise (using, for instance, community 
interest companies as vehicles). 
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A number of interviewees favour the charitable model (“It works pretty 
well across the board . . . I’m just slightly lost on why the model that 
we’ve got is meant to be bust”), while for others, models built around 
social enterprise principles are more attractive – largely because of their 
flexibility: 
 

“Not everybody wants the rigour and the structure that sits 
behind a registered charity because that can be onerous – 
there is a need for something more fleet of foot” 

 
This also points up one of the main ‘governance wins’ in adopting a formal 
social enterprise model such as a community interest company – it 
allows for members of the executive team to sit on the board in 
equal billing alongside non-executive directors. Such an explicit 
balancing of the business and social goals of the enterprise could be, 
perhaps, the most effective way of circumventing many of the issues 
discussed in this report. 
 
For instance, one recently established social enterprise which was 
involved in the research had constituted its board from the outset with 
equal numbers of non-exec and exec members. It was felt that this would 
allow it to respond more rapidly to changing economic and social 
situations, attract external investment from a wider range of sources and 
tailor services and its focus to changing service user needs: 
 

“Use the vehicle that is going to be most flexible for your needs but 
also going to give the most confidence to the people that are going 
to support you” 

 
For an existing charity which is expanding its trading operations, multi-
level governance structures are often required. this can be onerous and 
can create conflict between the ‘parent’ charity and the ‘subsidiary’ – but 
if well-planned and developed, such structures can be beneficial and ease 
the change management process when embarking on a new social 
enterprise venture.  
 
Such an arrangement can also ‘protect’ important and influential trustees 
who may yet be uncomfortable with business risk while also allowing 
more entrepreneurial trustees and managers an opportunity to develop 
new services. It should be noted, however, that it can also throw light on 
the very different ways in which the ‘charity trustee board’ and ‘social 
enterprise director board’ operate, insulating but also highlighting cultural 
dissonance. 
 
It is also important not to ignore the different structural pressures which 
public sector spin-offs can face, which often have a far wider range of 
potential stakeholders (including service users, staff, trade unions, 
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councils and NHS bodies). In cases like this, close attention should 
be paid to ensuring that the democratic governance model does 
not slip into a delegate model, where board members end up 
representing their groups rather than the interests of the new 
social enterprise. 
 
One final point on structures – as mentioned earlier, different skills may 
be required when establishing a social enterprise and sustaining one. The 
same is true of governance and its structures. A number of interviewees 
talk of new organisations being led very firmly by their board chair and 
trustees. When those organisations become established, they become 
more complex, larger organisms, and consequently require a different 
approach to governance.  
 
In one particular social enterprise case, when it was initially set up it had 
a three-tiered governance structure (with the board, an advisory council 
and the executive team). Over time, however, while recognising the 
crucial role played by those trustees and advisers, the expertise of the 
management team now outstrips that of the board – and so they are 
looking at a new social enterprise model with a smaller and more 
performance driven board. 
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What this means for the social enterprise board 

The evidence base on social enterprise governance has not kept up with 
people’s real-world experiences and the growing complexity of 
governance structures as a time when the state is pushing more of its 
work onto the third sector. Much of the evidence is American and it has 
also generally focused on charities – rather than new start-ups, public 
sector spin-offs or mutuals. 
 
But this evidence review and series of interviews have found a number of 
factors which can help explain social enterprise governance effectiveness: 
 

• A clear understanding of the organisation’s primary driver - 
its social value; 

• An equally clear understanding of how that social value 
relates to enterprise principles; 

• A vision which is shared between board and management as 
to how the organisation’s goals are to be achieved; 

• A strong and productive relationship between chair and CEO; 
• Clear board roles and responsibilities;  
• Trustees having the time, skills and experience to do the job; 

and 
• The board and management periodically reviewing how they 

work together. 
 
A key question, therefore, is that as there is no single social enterprise 
operating model, how can these factors can be overlaid onto social 
enterprises?  
 
A starting point is the fact that a survey of over 700 UK charities found 
that only a third provided job descriptions for board members and only a 
quarter any sort of initial training or induction for new trustees. When this 
training occurs, it tends to be undertaken in-house, with information 
cascading through managers to trustees. Obviously, if (as shown at 
various points in this report) managers are not 100% behind the new 
venture, then this information can be compromised. 
 
The literature therefore points towards expert training delivered 
directly to board members – a process which may help social 
enterprises maximise social benefit by having an evidenced 
governance model which supports and strategically challenges 
business decisions. Some of our interviewees are also keen on 
mentoring for chief executives (“I’ve had a very good business coach 
who’s been very helpful”), especially when the relationship with the chair 
can be improved. 
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The research – and also a number of interviewees – also support carrying 
out regular trustee skills audits (one interviewee even recommends 
trustee appraisals) to ensure that not only does the board have the 
required skills but that they are being actively used. 
 
Ultimately though, the governance challenges for social enterprises are 
remarkably similar to those for the third sector in general: 
 

“Things do change and balances change but there still are the 
eternal verities – and the eternal verities of governance are about 
who does what to whom and it being very clear what the 
lines of responsibility are” 
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