
Case 9.1
SRB Case Study - Custom Products 
Socially Responsible Business (SRB) case study Custom Products was founded in 1990 by a school teacher and one of his pupils.  Fuelled by a belief that they could create an ‘inspiring’ environment, they each invested £5000 pounds in a venture to customise clothing for schools and colleges.  By 2000, they had created a company with over 100 staff with 80% of employees owning 20% of the company’s shares.  In 2004, proposals were put to both the workforce and shareholders to transfer majority ownership to an employee‑trust, and sell remaining shares to staff.  A separate proposal to replace a self‑selecting board with four elected governors was also put to staff.  Both proposals were passed with over 75% of votes and a new trading company owned by the employee trust took over operations in 2005.

Recruitment, Selection, Induction & Development 
The company's activities are now overseen by a Governing Council comprising four governors elected on a one-person, one vote basis from a General Assembly of all permanent employees.  The elected governors also act as trustees of the employee trust.  There is also an Operating Board selected by the CEO.  Two of the governors (the President, and Vice President) sit on the trading company’s legal board together with the CEO and one other executive.  In 2004, the criteria for eligibility to stand as governor included:

· A minimum of two years service
· Satisfactory completion of a course on the company’s culture and values
· A clean disciplinary and grievance record (for the previous two years)
· The support of the candidate’s Action Group (i.e. departmental colleagues).

The Operating Board is expected to consult the Governing Council on all major proposals, and the Governing Council retains the power of appointment over the CEO to protect the interests of all staff.  The Operating Board comprises senior executives appointed by the CEO.  In the first instance, it set the agenda for defining the conditions of membership to the General Assembly (1 year’s service), the Governing Council, and the legal board.  Proposals for a stronger element direct democracy based on an open system of candidates was rejected by the Operating Board and never put to staff.  

A company document states:
The essence of [the company] is centred on the ideal of a group of people sharing common goals and values, with a culture based upon equality of respect and tolerance.  The [company] exists primarily to enhance the lives of all those employed within it.
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Recruitment practice involves a major investment, even for temporary posts.  Interviews typically last 2 – 3 hours, and invite candidates to talk through their entire life and answer questions on their personal philosophy.  Ostensibly, the recruitment process, is a transparent process that assesses:

1) First impressions 					2) Working and Learning in Organisations
3) Personal and Professional Development 		4) Socialising
5) Team Player 					6) Cultural Fit and Philosophy
7) People Skills, Motivation 				8) Resilience and Honesty

Close scrutiny of the recruitment, induction and socialisation process reveals the deliberate use of psychological techniques at all stages of recruitment, induction and management training.  The recruitment process is designed to induce cognitive dissonance to reinforce desired behaviours and beliefs, and to screen out candidates who will not subscribe (or conform) to the company’s well defined cultural values.  The management training course assignments use psychological techniques to reinforce the values desired by managers.

Values and behaviours “agreed” by the workforce are included in Appendix A of each employee’s contract of employment (see Figure 1).  A failure to observe these values and behaviours results in meetings with HRM staff to coach the employee in the desired behaviours, and point out their “thinking errors”.  Even though practices conform to CIPD ‘best practice’, and the HR department employs CIPD qualified staff, turnover is high at approximately 20% per annum (2 – 4 times higher than would be expected in a comparable company).

Publicly, staff claim commitment to the company and its values.  Privately, a number of employees say that most staff are “playing the game” and get frustrated at the hypocrisy of executives who exclude themselves from scrutiny and accountability.  The company’s informal management style includes Action Group Meetings to communicate ‘up and down’ the management structures.  Despite a requirement to be ‘open and honest’, evidence was uncovered to illustrate how staff avoid raising issues that managers would consider controversial (they ‘self-censor’).  When people do raise difficult issues, they fear being referred to the HR Director who - if the employee does not see their “error” – will be encouraged them to “amicably” leave the company.

The framework for managing employees includes six pillars, each of which espouse a key value (see Figure 1) and the rights and responsibilities expected of staff.  Despite espousing “tolerance”, this normative framework coincided with a doubling of the number of conflicts between 1999 and 2004 that led to employees leaving the company.  The communitarian framework is presented by executives at management training events, is included in leaflets sent to new recruits, and is well known by many (but not all) staff.

Dispute Resolution
Managers and staff expressed different views on conflict.  The CEO felt that:

My experience within Custom Products is that conflict is most likely to occur where individuals are struggling to live with the responsibilities conferred as part of their membership within the community.  When this occurs extensive dialogue takes place between the individual, their line manager and HR with a view to seeking a resolution that all parties buy into willingly.
A long-serving member of staff, however, expressed the view that:

Even if you are trying to uphold the philosophy by speaking openly and honestly through the right channels, they make out that you are not.  They take you into an office, get you to explain things and then attack you.  They attempt to disprove you – tell you that your way of thinking and feeling is wrong.  How can anybody think or feel in a ‘wrong’ way? 
From the perspective of the senior managers, misbehaving employees are “not on board” or “just don’t get it”.  Analysis of employee’s points of view, however, suggest that staff do “get it”, but do not always like it.  At times, key staff - even senior staff - expressed reservations about the HRM practices of the company.  In the latter stages of the research, the MD admitted that a board member has resigned when psychological techniques were introduced into HRM practice.

Despite these disagreements, HR staff followed CIPD ‘best practice’ in the handling of employee grievances and complaints.  From 2003, they ended the use of formal disciplinary proceedings against staff and began providing support for unhappy staff to leave the company if they could not meet the CEO's aim of finding “a resolution that all parties buy into willingly”.

In 2003, Custom Products submitted a proposal jointly with Sheffield Hallam University to the UK Government’s Community Interest Company (CIC) consultations for a generic management, governance and ownership model that could act as a template for social enterprises (see Figures 1, 2 and 3).
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Based on findings from: Ridley-Duff, R. J. (2005) Communitarian Perspectives on Corporate Governance, PhD Thesis, Sheffield Hallam University, http://www.scribd.com/doc/3271344/ 
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Figure 1 – The Community Company Management Model


Figure 2 – The Community Company Governance ModelDevelopment Opportunities
Rights: 
Training and opportunities for development.
Responsibilities:
To commit to meeting training objectives and to develop in harmony with the needs of the community.
Application of Values
Rights: 
To be treated with fairness, consistency, respect and support.
Responsibilities:
Protection and enhancement of the community culture by showing fairness, consistency, respect and support.
Vision Statement (a statement of Social Purpose)
(Included in Memorandum of Association and Employment Contracts)

Core Values (a statement of Social Values)
(Included in Memorandum of Association and Employment Contracts)
Community Pillars
(Included in Articles of Association and Employment Contracts)

Employment Protection
Rights: 
Employment protection through no compulsory redundancy policy (after 2 years service)
Responsibilities:
Flexibility and adaptability.

Shared Prosperity
Rights: 
Shared prosperity through profit sharing and share ownership.
Responsibilities:
Full contribution to the community effort.
Fair Reward
Rights:
Fair reward, avoiding indecent salary differentials
Responsibilities: 
Honest endeavour and commitment

Information and Involvement
Rights: 
Access to information and involvement in decision-making

Responsibilities: 
Open and honest participation
Community Members
(Members defined in the Memorandum of Association)


Executive Body

Governing Council
Approves/Rejects proposals presented by the Operating Board.
Controls changes to constitution and terms and conditions of membership and employment.
Operating Board
Development of Business Strategy 
Company Management and Business Plan Implementation
Directors
Legal Responsibility & Co-operation

Appoints
Elects
Managers & Teamleaders

Non-Voting Rights
Voting Rights
Stakeholder Group(s) – Beneficiaries (if applicable)

Consumer Group			Tenants
Parents or Students			Parent Charities


Stakeholder Group(s) - Investors (if applicable)

Local Government			Private Investors
Institutional Investors			Public Bodies or Charitable Trusts	

General Assembly
Stakeholders – Sovereign Body
Approves/Rejects Proposals presented by the Governing Council
Action Group(s)
Voting Rights
Appoints

President/Vice President

Appoints

Managing Director + ?



	
Elects
Action Group(s)
Action Group(s)
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Figure 3 – The Community Company Ownership Model

Beneficiaries (if applicable)

Disadvantaged Social Groups		Consumer Groups and Tenants
Parents or Students			Parent Charities


Investors (if applicable)

Local Government			Private Investors
Institutional Investors			Public Bodies or Charitable Trusts	


Community Company

Preference Shares 

Traded through a share market.

Maximum 50% - 1

Ordinary Shares 
Traded through a Trust (if appropriate) 

Minimum 50% + 1

Employees




(Employee Benefit)
 Trust
or Community Bank
Own
Invest in
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