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Funding Commission

Funding the Future

summary report

A 10-year framework for civil society

The Commission began work in February
2009 with an initial consultation exercise
involving an on-line questionnaire, a call
for evidence, some initial meetings and
presentations at Commission meetings.
Between April and August 2010, the
Commission interviewed more than

100 experts in the field, commissioned
papers on key issues of interest and
published eight papers on its website
(see Annexe). These are the main
sources for the evidence on which

this report is based.

In September 2010 the Commission
published its draft recommendations and
held six national and local consultation
meetings to road test its proposals. The
final report has taken full account of the
wide range of comments made.

Further details of the Commission’s
methodology, including details of all

those interviewed are given in the full
report which can be accessed on the
Funding Commission’s website
www.ncvo-vol.orguk /fundingcommission
where there are also additional annexes
which provide further background detail,
as well as all the papers referred to above.

The summary report is also available on
this Commission’s website as a separate
downloadable document.



Members of the Funding Commission

Chair* - Fiona Ellis, Interim Director,
Philanthropy UK, and former Director
of the Northern Rock Foundation

Vice-Chair — Stephen Dunmore, Chair
of Capacitybuilders, and former Chief
Executive, Big Lottery Fund

Paul Amadi, Group Head of Fundraising,
NSPCC, and Chair of the Institute of
Fundraising

Dawn Austwick, Chief Executive,
Esmée Fairbairn Foundation

Michael Brophy, Chair, The Capital
Community Foundation

Dinah Cox, Chief Executive,
Safer London Foundation

Claire Dove, Chief Executive,
Blackburne House, and Chair
of the Social Enterprise Coalition

4 Funding the future

Toby Eccles, Development Director,
Social Finance

Brian Horner, Chief Executive,
Voluntary Norfolk

John Low, Chief Executive,
Charities Aid Foundation

Secretary — Richard Gutch, Associate,
Prospectus, and former Chief Executive,
Futurebuilders England

Head of Secretariat — Belinda Pratten,
Head of Policy, National Council for
Voluntary Organisations

*Rachel Lomax, former Deputy Governor of the
Bank of England, chaired the Commission from
February 2009 until April 2010, when she stood
down due to other work commitments.



Foreword

The National Council for Voluntary
Organisations (NCVO) set up the Funding
Commission in February 2009 because

of the sector’s concerns about funding.

[t was already apparent that the decade of
growth, driven in the main by public sector
contracts, but also by increased trading
and giving, was coming to an end. What
was less clear was that we were not just
facing the prospect of two or three
difficult years; we were about to
experience a radical shift in the financial
context within which civil society operates.

Faced with the prospect of increasing
demands for services, but without the
resources to continue to respond in the
same way as before, we are also witnessing
an unprecedented number of new ways

of organising our lives and delivering
those services.

None of us quite knows how the future is
going to turn out, but it is clear that civil
society organisations, in all their various
forms, are going to have a vital role to
play, both in helping shape this new future
and in helping deliver it. It is also clear
that sustainable funding is essential to
guarantee the independence of the
sector, which will be more important
than ever in the difficult times ahead.

Having now seen the Government'’s
October 2010 Spending Review proposals,
itis clear that life for all of us is going to be
very different from now on. Although the
Spending Review does not reveal the full
details of what is in store, it is clear that we
must start planning now for the longer
term. As Eleanor Roosevelt said, ‘If we wait
until we're ready, we’'ll never get started.”
All'this makes the timing and the work

of the Funding Commission that much
more important.

I always envisaged that the Commission
would help set a funding agenda for the
sector for the next 10 years. Their report
has exceeded my expectations and
provides a strategic map for the way
forward. The Commission has recognised
that the new context we are now in
presents significant opportunities, as well
as challenges for us all. It has set out the
financial architecture required to ensure
a healthy civil society.

I am also encouraged by the positive
response the Commission has had when it
consulted on its draft recommendations.
Civil society organisations must now step
up to the mark and realise their full
potential. Funders and commissioners of
public services must ensure they make the
best possible use of the resources available
to them. NCVO and other sector leaders
must ensure we exploit the opportunities
for generating increased income over the
next 10 years. And Government itself
must play its part in providing limited
investment where it is most needed.

NCVO is committed to taking forward the
Funding Commission’s recommendations.
Itis going to be very important that all the
sector’s infrastructure bodies work
together to deliver the agenda set out in
the report. We cannot build boundaries
around the interests of trustees, chief
executives, fundraisers and funders.
When it comes to the future funding and
sustainability of the sector, we must all
work together for the benefit of the sector
and its beneficiaries.

| would like to express my thanks to Fiona
Ellis (chair), Rachel Lomax (past chair),
Stephen Dunmore (vice-chair) and the
other eight commissioners for all their
work. My thanks also go to Richard Gutch
(secretary) and Belinda Pratten (head of
secretariat) for their hard work in seeing
the report through to completion. Finally,
| am grateful to our three sponsors and to
all those listed at the back of the report
who have contributed their comments and
ideas to the development of this report
and who have helped with its production.

-~

- //

Sir Stuart Etherington
Chief Executive, NCVO
December 2010



Introduction
-

The Funding Commission was set up by
NCVO in February 2009 to respond to

[ ]
the sector’s concerns and uncertainty
about funding over the next 10 years
and to set a new funding agenda. Our

working definition of civil society
follows that of the NCVO UK Civil
Society Almanac: ‘Civil society is about

people acting together, independently
of the state or the market, to make a
positive difference to their lives and /or

thelives of others.

NCVO estimates there are 900,000 civil
society organisations (CSOs) in the UK with
an income of £157bn. These include
600,000 small, unincorporated ‘below the
radar’ organisations and 170,000 charities,
as well as trade unions, universities,
churches, housing associations and political
parties. The Funding Commission wants to
help ensure a better funding environment
for all CSOs, but our main focus in this
report s on charities, social enterprises and
other voluntary and community groups,
including ‘below the radar’ organisations.

Unless otherwise stated, the statistics
about funding income in the report are
from the NCVO Almanac 2010 and relate
to charities’ income in 2007/08 (the most
recent year for which data is available);
they do not include social enterprises that
are not registered charities. The statistics
about individual giving are from NCVO/
Charities Aid Foundation’s (CAF) report
on UK Giving 2009 and relate to 2008,/09.
In both cases, the statistics do not reflect
the full impact of the recession or the
public expenditure cuts. Following the
practice of the Almanag, this report uses
the term charities when referring to
funding statistics, but, otherwise, uses
the more generic term, civil society
organisations (CSOs).




Context

The Commission’s work has taken place
at a pivotal time. After what has been
variously described as ‘the nice decade’
and the ‘years of plenty’, we are about to
witness the biggest cuts in public
expenditure and the most radical changes
to public services, since the Second World
War. An enhanced role is envisaged for
CSOs, while cutbacks in their funding are
being announced every day. The outlook
for voluntary funding is uncertain, as the
prospect of increased unemployment and
low economic growth make it difficult to
predict individual and commerecial support.
Taking a longer term perspective in this
context is challenging.

Predicting the future is a difficult task.
There is an alternative which is to design
the future we want and work to make it
happen. It is already clear that there are
going to be rough waters ahead in the next
few years, but provided the right steps are
taken now, we believe it is possible to look
forward to a time when CSOs will be
stronger and more sustainable than they
are today. But the key to this will be a
shared understanding that now is not the
time to weaken and undermine CSOs; now
is the time to recognise that they are more
important than ever and to take the steps
required to ensure they can play their role
to the full.

Future trends

The Commission believes there are five
developments which will have a particular
influence on our future, including the
future funding of CSOs:

* Anageing population

* Amore diverse population and
household structure

* Development of new technology

e Climate change

e Ethical consumerism and social values

These long-term changes are taking place
independently of government, although
government policies and actions can affect
the impact they have. Other more
immediate changes are the result of action
by government itself. Again, five stand out:

* Public finance deficit reduction
® The Big Society initiative

e Localism

e Reform of public services

e Transparency and accountability

We see two possible scenarios

for the period ahead.

Under one scenario, the present pattern of
public services is cut to the bone, serving
fewer and fewer people. Commercial
organisations take over the running of
many of the services that are left, working
to narrow eligibility criteria under large
scale, performance-based contracts. The
public sector protects its own. CSOs
become hopelessly overstretched and
unsustainable through reductions in their
funding and an unrealistic assumption that
voluntary effort and income can fill the
gap left by the state’s withdrawal.
Disadvantaged communities suffer most
and inequalities increase , as the cuts in
public services and welfare benefits begin
to bite.

Under another scenario, instead of steady
decline, itis possible to envisage a radical
shift through which the present pattern of
public services and models for delivery are
altered through co-production with service
users. A new social contract is developed,
involving innovative partnerships between
the public, commercial and civil society
sectors and new financing arrangements,
including increased voluntary income.
CSOs have stepped up to the mark to
realise their full potential. Government
investment and commercial sponsorship
has helped CSOs do this. Local people and
service users have played a central role in
shaping the future.

We are concerned that, despite the
rhetoric of the Government’s Big Society
initiative, we are currently in danger of
heading for the first, rather than the
second scenario.

Funding outlook

Over the past decade, charities’ income
has grown by £10bn largely through
increases in public sector contracts,
trading and individual giving. All these
income sources are now showing signs
of decreasing, but we believe, taking a
10-year perspective, this does not have
to continue, provided action is taken.

We believe it is possible to double
individual giving to £20bn by 2020; to
increase the share and quality of public
sector contracts delivered by CSOs; to
increase income from other forms of
trading and to increase commercial sector
support. We also believe £10bn more
private investment can be attracted
through new approaches to social
investment and that the sector can
become better capitalised and more
resilient as a result.

But we are not just interested in ‘more’;
we also maintain that better use should be
made of the resources that are already in
the sector, such as the assets of trusts and
foundations and grant-making
programmes.

Four things need to happen to bring
about this future.



/‘ CSOs must step up to the mark
e

CSOs must step up to the mark by
increasing their impact, developing
increased financial capability and
making better use of social media and
technology. They must get better at
demonstrating their value to
commissioners, working more
collaboratively with each other and
with other sectors and developing
more sustainable and effective
infrastructure arrangements.

Increasing impact

There has been much rhetoric about

the importance of CSOs increasing and
demonstrating their impact (social,
economic and environmental), but not
enough good practice. Thinking about,
measuring and reporting on impact needs
to become part of the natural way CSOs
do things. They will then be better placed
to increase the difference they make for
their beneficiaries.

Most CSOs accept this, but they need
help in doing it. It would be a mistake

to seek to prescribe one particular
approach to measuring impact, such as
social return on investment; different
approaches will suit different types of
activity and different sizes of CSOs.
However, particular sub-sectors need to
develop a shared approach to formulating
common outcomes and then to share
learning through knowledge
management.
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Increasing financial capability

While recognising the current pressures
on CSOs’ finances, our work has shown
that many trustees and staff of CSOs have
a poor understanding of the importance
of capital for organisational development
or the different options open to them for
building up capital and financing their
organisations’ activities. As a result, they
will often be risk averse and will always
tend to use grant income, when a better
option might have been to try to access
debt, quasi-equity or other financial
instruments. The lack of financial
capability also applies to some of the
suppliers of finance to CSOs, including the
boards and staff of many charitable trusts
and foundations.

Making better use of social media
and technology

The rapid development of new
mechanisms for giving, including PayPal,
JustGiving and Localgiving, electronic
change systems and mobile phone apps
like GetGiving — as well as the improved
opportunities for contacting people, the
growth and availability of dataand the
reduced entry and transaction costs
involved in using the technology — will all
have an increasing impact on individual
giving. Not only will they make giving
easier, but they also have major
implications for the way organisations,
especially intermediaries, will have to
operate in the future.

Commentators differ as to how far they
see information and communications
technology (ICT) and social media
resulting in a netincrease in donations,
as opposed to simply replacing old
technologies. Even so, new approaches
are going to be necessary to ‘refresh the
ask’ in a contemporary form and there is
areal opportunity to reach more young
people with these approaches.

CSOs therefore need to develop their
understanding and awareness of these
issues, so they can take full advantage of
the opportunities which social media
offer —and not get ‘left behind".

ICT will also have wider implications for
the way in which the sector accesses
information and the way in which others
access information about the sector. The
development of ‘open data’ and greater
data sharing will provide both
opportunities and challenges for all types
of CSOs in the years ahead.



Promoting the value

of CSOs to commissioners

With major upheavals in public services in
prospect, CSOs will need to become
much more assertive and confident about
what they can bring to the table. By
focusing more on their impact, they will
be better placed to promote their services
to commissioners, but they also need to
demonstrate their ability to engage users
in the commissioning process and to
develop new models of service delivery,

as well as bringing added value through
increasing social capital, involving
volunteers and leveraging extra resources.
At the same time, commissioners need to
develop processes which embrace these
opportunities.

More and better collaborative working
Better collaboration between CSOs,
including mergers where appropriate, can
lead to increased impact for beneficiaries
through better and more accessible
services and a stronger campaigning voice,
as well as improved efficiency through
economies of scale, shared back-office
functions and reduced duplication.

Donors and funders sometimes complain
about what they perceive to be a lack of
collaboration between CSOs. The sector
has sought to address this in a number of
ways, including consortia, coalitions,
partnership agreements and mergers.
Collaborative working with the
commercial sector and with spin-outs
from the public sector is also becoming
more common, particularly when
tendering for larger contracts. None of
these approaches is easy and we believe
this is an area where some one-off
investment is required, particularly where
restructuring is involved.

Yet, in any effort to cut out wasted effort
and resource, we must acknowledge the
motivations that lead people to set up or
become involved in charities and voluntary
action in the first place and the social
capital and personal development that can
result.

Developing sustainable and

effective infrastructure

The present configuration of
infrastructure, at the national, regional
and local level, is unsustainable and, in
places, incomplete. A concerted
programme of mergers and other forms
of formalised collaborative working is
required. This needs to take account of
different local circumstances — one size
will not fit all — as well as ensuring that the
linkages between different levels of
infrastructure are more fully developed,
taking full advantage of new technology.

A managed market model of support
provides the best way forward. This
should comprise supply-led support,
available to those who most need it
(including the smallest groups at the
grass roots), as well as demand-led
schemes providing grants to those in
particular need of specialist support,

e.g. for business advice. This model should
recognise the need for specialist bodies,
like equality groups or those representing
specific client groups, to maintain an
independent voice.

Again, this restructuring will require
investment, as well as strong leadership
from the sector itself.
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Funders and commissioners of public
services must make the most of their
current resources by helping CSOs
learn how to increase their impact,
helping CSOs increase their financial
capability, and making the most of their
own assets, as well as practising good
grant-making.

Helping increase impact

CSOs should be continually looking to see
how they can increase their impact, but
funders have an important role in helping
them do this and in promoting good
practice and learning between CSOs. The
better CSOs become at communicating
their impact, the better they will be able to
promote themselves to other funders,
supporters and commissioners.

Helping increase financial capability
Funders can enhance their own impact by
helping increase CSOs’ financial capability.
Over time, this will help CSOs become less
risk averse, make better use of different
types of finance and, as a result, become
better capitalised and more resilient.

Recommendation 1 -
Increasing Impact Fund

* BIG and other major funders involved

in the Intelligent Funding Forum should

work with sub-sector umbrella bodies

to set up an Increasing Impact Fund,
comprising £5m p.a. for three years, to:

- Build on, develop and disseminate
examples of different types of good
practice in developing, measuring and
reporting on their social, economic and
environmental impact
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Making the most of funders’ assets
Funders have a range of different assets
which could be used to benefit CSOs.

For example, local authorities have
community buildings which are often

not being fully used; the transfer of
community assets initiative and the further
proposals planned in the Decentralisation
and Localism Bill are aimed at making
better use of these, including greater use
by CSOs.

Pro bono initiatives are another resource
that can be used to benefit CSOs; the
government’s plan for all civil servants to
do six days volunteering per year is
intended to promote this.

However, the best example of where
assets could be used more for public
benefit are trusts and foundations; these
cover a wide range of different types of
organisation, including endowed
foundations, community foundations and
benevolent societies, which between them
hold around £63bn assets. Most of these
assets are concentrated in a relatively small
number of organisations.

- Help individual CSOs or groups of
CSOs working in the same sub-sector
to develop the systems and expertise
to measure their impact

- Build up expertise across the sector
asawhole

¢ One of the priorities of the Fund should
be to choose or, where necessary,
develop a series of common frameworks
comprising outcomes for different
sub-sectors (including equalities),
working in conjunction with relevant
sub-sector umbrella groups. Using this
outcomes framework, all funders should
give priority to:

- Developing a shared evidence base

- Encouraging shared learning

Funders and commissioners of public services
must make better use of current resources

All trusts and foundations, of whatever
type, are required to demonstrate that
they are using their funds to achieve public
benefit and their trustees have

aduty to report on how they do this.

A small number of trusts and foundations
are already pursuing social investment
policies by looking at a range of ways their
investments can help promote their
charitable objects and enable their funds
to go further. They can also help capitalise
the CSOs they support.

Promoting good grant-making
Grant-making practice has improved
considerably in recent years, but there
are still examples of funders who will only
fund short-term or innovative projects,
have unrealistic expectations of what can
be achieved and fail to recognise the full
costs involved in delivering particular
outcomes. Equally, funders’ processes
can sometimes be disproportionately
complex and result in unnecessarily high
transaction costs for both parties.

- Stimulating the potential of open data
to produce a virtual knowledge bank of
those CSO interventions that deliver
the most impact

e CSOs should subsequently be

expected to:

- Publish impact assessments and
evaluations in their Annual Reports
and Summary Information Returns
and on their websites

- Share learning (failures as well as
successes) with other CSOs in the same
sub-sector.

Benefits: All CSOs, especially those
without the capacity or the resources
to invest in improving their impact.



Itis particularly important that funders like
trusts and foundations and the National
Lottery take full account of changes in the
wider funding environment, which might
impact on, say, unpopular causes,
equalities groups or other disadvantaged
groups. This will require improvements in
the quality of data about trusts and
foundations (which is currently very poor
considering their importance as a funding
source), as well as extensive information
sharing between funders.

Some, but not all, of the larger trusts and
foundations have well-developed
strategies for using their funds; however,
good practice could be further developed
and disseminated more widely. Strategies
could include ways of helping CSOs access
development and working capital, e.g
through using part of their grants budget
for loans, quasi-equity and patient capital
— this could also have the added benefit of
making their funding go further.

At the other end of the spectrum, it is
very important that all types of grant
maker consider having some small-grant
programmes to help local community
groups develop their potential.

Recommendation 2 —
Financial capability
programmes

e Funders, including the financial services
industry, should recognise the
importance of CSOs increasing their
financial capability and provide finance
to promote this

Recommendation 3 —
Investment of trusts’
and foundations’ assets

* Trustees should consider whether social
investment is an appropriate route to
achieving their charitable objectives,
while also taking account of issues of risk
and flexibility and potential implications
for grant budgets

® Boards of trusts and foundations should
regularly review whether they have the
right range of skills and expertise for

Recommendation 4 -
Good grant-making

¢ ACF should identify good practice in
grant-making and promote this more
widely (as part of the survey in
Recommendation 3)

e NCVO, CAF and ACF should work
together to improve the quality of data
about trusts and foundations and other
funding sources, making full use of the
potential of ICT in this field

e All types of grant funders, including
Research Councils, should share

e The Charity Finance Directors Group
should work with NCVO, the National
Association for Voluntary and
Community Action (NAVCA), ACEVO,
Skills — Third Sector and business
schools and training providers, to build
on and develop the financial literacy
programmes currently available for
sector chairs, treasurers, chief
executives and directors of finance
(or their equivalents).

Benefits: All CSOs with resources.

effective governance, including
oversight of investment strategy

The sector needs better data on current
trusts’ and foundations’ social
investment practice to help inform the
development of initiatives for
capitalising the sector. The Association
of Charitable Foundations (ACF) should
secure resources to undertake a survey
of members’ approaches and attitudes
towards social investment and develop
further guidance on these issues in the
light of this survey.

Benefits: Potentially benefits all CSOs
with resources.

knowledge and information, through
funder forums and other networks,
about which interventions work best

* All funders, including local authorities
and parish councils, should consider
having some light-touch, small grant
programmes, targeted at local
community groups

e All funders should ensure their
application and monitoring processes
are proportionate and should keep their
transaction costs to an appropriate level
for achieving their particular aims.

Benefits: All CSOs applying for grants.

"



NCVO must work with other infrastructure
bodies to increase the sector’s income

NCVO must work with othersin
the sector to secure resources for
initiatives aimed at increasing
individual giving, trading and
commercial sector support.

Increasing individual giving

Over the next 10 years there will be

two million more older people (who
traditionally give more to charity) and the
‘baby boomer’ generation (with more
wealth than any previous generation) will
be retiring; there will also be an increase in
the number of multi-millionaires in the UK.
These trends, coupled with radical changes
in the role of the state and society, mean
there is the potential for more individual
giving over the next 10 years, through
donations, philanthropy and legacies.

Recommendation 5 -
The Better Asking
campaign

NCVO should work with the Institute of
Fundraising, the Fundraising Standards
Board, ACEVOQ, Charity Trustee Network
and CAF to secure funding for a Better
Asking campaign on the following lines:

Objectives:

e Improve the quality and effectiveness
of all forms of fundraising, especially
by smaller and local CSOs

* Help develop, support and promote
innovative approaches to asking

® Promote the importance of the work
of CSOs.

12 Funding the future

The Giving Campaign (2001-04) helped
stimulate more giving, helped increase
charities” use of gift aid and developed
initiatives to educate children about
charities, but did not succeed in raising
the sums originally planned. Some of the
lessons of the campaign were that all those
involved in asking for funds should have
been more involved; stronger messages
about the work of charities and the
importance of civil society needed to be
disseminated; and the campaign should
have gone on longer.

The consensus from our interviewees is
that the priority should now be to increase
the quantity, and improve the quality of,
asking for donations and then of engaging
with donors, rather than promoting an
abstract concept of giving.

Activities:

e Training initiatives for trustees, CEOs, and
paid and volunteer fundraisers to enable
better asking and better engagement

* Developing and supporting collective
approaches to fundraising, working in
conjunction with community
foundations and taking full advantage of
new initiatives like electronic rounding
up and Localgiving

* Supporting the development and
sharing of innovative approaches to
fundraising, including sharing research,
e.g. on donor motivation and the
effectiveness of different approaches

* Helping develop new ways of asking
people to give, taking advantage of new
mechanisms for giving

® Building the capacity of CSOs to engage
with social media and technology and
commissioning further research into
how the potential of new developments
in this field can be more fully exploited

We are therefore proposing a new
campaign, called ‘Better Asking’; part of
this campaign should be about ensuring
CSOs make the best use of social media
and technology in their approaches

to asking.

The campaign should aim to increase the
confidence and the competence of all
those involved in asking for funds for
charities, including trustees, chief
executives, paid fundraisers, volunteer
fundraisers and communications staff.

It should work through existing agencies,
rather than setting up new ones, but
should inject new finance to help them
scale up their activities. It should be
directed by a small executive body,
including philanthropists, which will hold
the delivery agencies to account for
achieving agreed outputs and outcomes,
but also ensure the relevant umbrella
bodies are fully involved.

* Supporting initiatives to improve the
way in which CSOs communicate their
work and engage with those who
support them

* Raising awareness of CSOs through
media work around philanthropy

* Developing new, more open, measures
for evaluating both the cost
effectiveness and the success of
different fundraising approaches.

Outcomes:

* More giving millions — through
increased levels of philanthropy from
high net-worth individuals

* More giving more — through current
donors giving more effectively and
increasing the size of their donations

* Millions giving more — through
attracting new donors, especially
younger people.

Benefits: All CSOs involved in fundraising,
especially smaller, local CSOs.



The campaign should seek to increase
individual giving in real terms from
£11.3bnin 2008,/09 to £20bn in 2020.
[t will cost £10m — to be met by
investment from the commercial sector
(e.g the financial services and
communication industries) and other
sources, with appropriate government
support, e.g. matched funding at a later
stage in the campaign.

Increasing trading

Trading on the open market, i.e.

trading with individuals, CSOs and the
commercial sector, is the second most
important source of income for charities.
CSOs engaging in social enterprise need
access to capital and to markets, as well

as appropriate skills and business support.

However, to date, most of the initiatives
for supporting social enterprise have
focused on public-service contracts,
rather than on open-market trading.

Increasing commercial support
There is considerable potential for
increasing the level of different types
of commercial supportto CSOs. The
relationship between the commercial
and civil society sectors needs to be
developed into a more positive and
mutually beneficial one. We believe
the commercial sector is becoming
increasingly aware of how engagement
with CSOs can help develop its staff,
improve its brand and open up new
markets, but often CSOs lack the
experience to make the most of these
opportunities. The infrastructure and
mechanisms for enabling this to happen
need to be strengthened.

Recommendation 6 —
Trading up

NCVO and the Social Enterprise Coalition
(SEC) should work together to promote
better support for charities and social
enterprises involved in trading, including:

e Access to capital: Funders should be
encouraged to provide high risk, venture
capital to intermediary agencies like
UnLtd and Venturesome for investment
in social enterprises to enable them to
develop their activities (see also
Recommendation 11)

e Access to skills: Business support for
social enterprise needs to be tailor-
made to their needs and is often best

provided through the provision of grants

for vouchers to purchase advice from
consultants and specialist agencies or as
part of an ‘engaged funder’ approach

Recommendation 7 —
Mutual benefit with the
commercial sector

e NCVO, CAF and Business in the
Community (BITC) should jointly
convene a working group of relevant
organisations, including the CBl and the
Institute of Directors, representatives of
local chambers of commerce and Rotary
Clubs and some of the specialist
intermediaries working in this field, to:

- Articulate the business case for
increased partnership between the
sectors

- Recommend ways of expanding, and
increasing awareness of the current
range of brokerage services

* Access to markets: Partnerships between
CSOs engaging in social enterprise and
national charities or commercial
companies should be brokered with the
help of support agencies

* Recognition: As more social
entrepreneurs develop initiatives in the
civil society sector, the role of social
entrepreneurship should be seen asa
specific area of expertise, which should
be supported, recognised and
celebrated as a distinct profession.

Benefits: All CSOs wanting to become
involved in, or develop their existing,
trading activities.

- Promote the opportunities for mutual
benefit through increased partnerships
by publicising examples of good
practice, particularly to CSOs

- Recommend ways of increasing
awareness of the tax and fiscal
incentives available, particularly
among SMEs.

* Particular focus should be given to
developing the relationship between
CSOs and:

- SMEs at the local level, working with
community foundations and local
support and development
organisations

- Companies working in the social
media and new technology field
and in the financial services industry.

Benefits: Potentially all CSOs.
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4 The Government must also play its part

The Government must play its part by
establishing a Restructuring Fund to
promote greater collaboration and /or
merger between CSOs, developing
small-grant programmes, as part of its
Big Society initiative, and introducing
new approaches to commissioning, as
well as setting up the Big Society Bank
to shape the market for social
investmentin the sector and lending its
support to the Funding Commission’s
other recommendations.

Recommendation 8 —
Restructuring Fund

The Government should establish a
Restructuring Fund:

¢ The Fund should continue for three years
and comprise £20m p.a. to fund one-off
support, legal costs and restructuring
costs. £5m of the Fund should be
earmarked for rationalising and /or
restructuring national, regional and local
infrastructure and, where necessary,
bringing provision in certain areas up to

Recommendation 9 —
Big Society grants

* Government should help build the
Big Society through allocating funds
for a series of small or micro light-touch
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Investing in collaboration

If CSOs are to collaborate more closely in
order to increase impact, achieve efficiency
savings and become more sustainable, they
are going to need help, both in terms of
independent support (facilitation, legal
advice, HR support) and investment in
accommodation and new systems

(IT, accounting and communication). The
Modernisation Fund was an important first
step, which has been shown to have been
successful, but further one-off investment
is required in order to achieve the benefits
of increased collaboration. The
Government'’s consultation exercise on
improving support for frontline CSOs and
its reference to ‘an opportunity for
time-limited consolidation grants to enable
infrastructure to implement merger or
substantial collaboration’ indicates support
for this approach.

minimum levels consistent with quality
standards.
¢ NCVO, NAVCA and other relevant

national and regional /sub-regional

infrastructure bodies should play a

leadership role in helping to

reconfigure the present pattern of

infrastructure through

- Working with relevant government
bodies and other key funders like BIG, at
the national, regional and local level, to
develop an agreed infrastructure
strategy

- Identifying areas where investment is
required to bring provision up to

grant programmes (building on the
Government's proposals for
Communities First and the match-
funding of donations to local
endowments), administered by agencies
with relevant expertise, to help people
from a range of different communities
to help themselves.

Developing the Government’s

Big Society initiative

Small, local CSOs are the life blood of civil
society, but at the moment they are seeing
their grants being cut. Appropriate public
finance, including grants, is needed to help
people help themselves; small, easy to
access, light-touch grant programmes,
which enable voluntary activity by all
sections of the community to flourish,
must be an essential ingredient of the
Government’s Big Society initiative.

There are already a range of networks

and organisations that provide support

to local CSOs, but they need to be
modernised and, in some cases,
strengthened; proposals for developing
the Big Society should work with the

grain of existing communities rather

than being imposed.

desirable standards and ensuring
the best use is being made of ICT
by infrastructure bodies and their
service users
- Encouraging infrastructure bodies to
apply for support for developing merger
or collaborative working
(e.g- shared support services) proposals
- Encouraging local government to
invest in these new structures in the
longer term.

Benefits: All CSOs and all infrastructure
bodies considering collaborative working or
merger.

* Big Society initiatives should work
with existing generalist and specialist
networks currently providing support
to individuals, and build links within
and between communities.

Benefits: Smaller, local CSOs.



Changing commissioning

Although there have been some examples
of good practice, the quality of most public
sector commissioning is still very poor and
the procurement and contracting process
has been very damaging for many CSOs.
Furthermore, demographic changes and
the financial outlook mean that the current
pattern of public sector services is now
unsustainable.

There need to be radical changes to the way
that public services are commissioned and
procured; the current system does not
allow for the level of change needed.
Outcome commissioning still tends to be
about outcomes for existing services, rather
than inviting providers to propose new ways
for delivering a particular set of outcomes
for a particular set of users. As aresult, the
service configuration remains broadly the
same, rather than innovative solutions being
developed in their place.

Recommendation 10 —
Commissioning for
the future

* Outcome-based funding: All
government funding should be directed
at achieving better outcomes for people
and communities, for example through
greater use of social clauses and more
pooling of funds. Service users and the
CSOs representing them should be
involved in specifying user outcomes at
the outset of commissioning

Contracts are becoming ever more risk-
averse, detailed and bureaucratic, as well
as larger in volume and scale. Payment by
results creates the need for working
capital, which currently only the largest
CSOs have access to.

All these factors mean that CSOs are not
having the opportunity to contribute as
effectively as they could to the delivery of
more appropriate public services. The
Government'’s proposed £100m Transition
Fund provides a means of helping realise
this opportunity.

e Co-production and market shaping:
CSOs and service users should also be
involved in the planning, design and
delivery of the service, including more
self-help and voluntary action
Procurement: Service users, and the
CSOs representing them, should be
involved in judging preferred tenders,
provided they are not also part of the
system of provision
¢ New structures: National and local
organisations, especially local
community groups, should form
coalitions to work with local people to
develop new forms of services; social
enterprises, including cooperatives
formed by public sector staff should
be encouraged

Developing a social investment market
Adiscernible, if immature, social
investment market has developed in the
UK over the last 10 years, with the help of
government financial investment. A small,
but growing number of wealthy
philanthropists have also actively
supported efforts to supply investment
capital to CSOs. However, provision of
so-called ‘impact-led capital’, where the
investor is seeking to generate social and
environmental good alongside a range of
financial returns (from simply getting their
money back to an above market return), is
proving hard to attract to the sector.

* Trust-based commissioning: following
initial due diligence, the relationship
between commissioner and provider
should be based on trust, not
compliance, while ensuring new
entrants can still get access; contracts
should set out what is to be achieved
(outcomes), not how to deliver services
(process), and should be based on price,
not cost.

Benefits: All CSOs involved, or potentially
involved, in contracting to provide public
services.
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4 The Government must also play its part

The Government’s plans for the Big
Society Bank are an important initiative in
this field and must be used to help develop
the market further. At the same time,
place-based budgeting and the Social
Impact Bond have the potential, together,
to transform the financing of preventative
services at the local level.

We believe it is possible to attract an
additional £10bn of private investment
into the civil society sector over the next
10 years, provided the right financial
mechanisms are developed. The Big
Society Bank has an important role to
play in achieving this.

Recommendation 11 -
Attracting new private
capital

The Government should ensure that the
Big Society Bank (BSB) plays a lead role in
attracting new private capital into the
sector through:

Recommendation 12 —
Government
endorsement

The Government is asked to endorse all
the recommendations in this report (listed
below) and to work with NCVO and
others in taking them forward:
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Supporting the Funding

Commission’s other recommendations
We have been very mindful of the

planned reductions in public expenditure in
formulating our recommendations and have
therefore only proposed two areas for direct
government investment — the Restructuring
Fund and the small-grant programmes. The
overall costs and outcomes of our proposals
are summarised below. As can be seen, we
believe they will not only help generate new
income for the sector, but increase efficiency
and save money. We therefore ask the
Government to lend its support to all our
recommendations, which will help further
the Government’s stated aim of getting
more resources into the sector, and,

where appropriate, help persuade

othersto invest in them.

* Working with the Treasury, relevant
financial institutions and sub-sector
umbrella bodies to explore the potential
for developing and, where necessary,
underwriting investment mechanisms
for particular types of service areas
(social and health care, prevention of
reoffending, services for young people,
etc), including:

- Social Gilts to attract investors
concerned with social impact

- Social Investment Bonds for local areas
or specific causes

1 Increasing Impact Fund
2 Financial capability programmes

3 Investment of trusts’ and
foundations’ assets

4 Good grant-making
5 The Better Asking campaign
6 Trading up

- Social Impact Bonds within the context
of place-based budgeting

- Community Share issues or Citylife
style bonds for particular projects

Earmarking a proportion of the resale of

national bank shares into the BSB for use

in this way

Capitalising a range of social

investment agencies to invest in CSOs

working in these service areas

(see Recommendation 6).

Benefits: Any CSOs planning to provide
services and needing to develop capacity
to respond to these developing markets.

7 Mutual benefit with the
commercial sector

8 Restructuring Fund

9 Big Society grants

10 Commissioning for the future

11 Attracting new private capital.

Benefits: All CSOs.



Summary of costs and outcomes

The sponsor of the Funding Commission,
NCVO, has the overall responsibility,
working with others, for the follow-up on
this report. Details of lead responsibilities
and the timeline for implementing our
recommendations are set out in the final
section of this report. The total cost of all
our recommendations, including the costs
of the proposed funds, is provisionally
estimated at £117.4m, to be met through a
combination of voluntary, commercial and
government funding.

The costs and outcomes of our
recommendations are analysed in the
report under four categories aimed at
increasing:

* income for the sector

* social investment in the sector
e efficiency/reduced costs

* wider social impact

Our provisional estimate is that an
investment of £12.2min
Recommendations 5, 6 and 7 could help
increase income to the sector from
individual giving, trading and commercial
sector donations from £20.7bn p.a.in
2007/08 to £32bn p.a. by 2020. We also
estimate that it should be possible to
attract an additional £10bn private
investment into the sector through the
role we propose for the Big Society Bank in
Recommendation 11. The balance of the
investment we are proposing (£105.2m) in
our other recommendations will have
wider, harder to quantify benefits,
including increased capitalisation,
investment and borrowing; reduced
running costs and transaction costs; and
increased impact for beneficiaries.
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Annexe Methodology

The Commission began work in February
2009 with an initial consultation exercise
involving an on-line questionnaire (33
responses), a call for evidence, some initial
meetings and presentations at Commission
meetings. During 2010, the Commission
has consulted and met a wide range of
funding experts and commissioned papers
on key issues of interest. Unless otherwise
stated, these are the sources for the
evidence on which this report is based.

Submission of evidence
Papers were submitted by

the following organisations

as evidence to the Commission:

Big Lottery Fund

CAF Venturesome

Citylife

Community Foundation Network
Children England

New Philanthropy Capital

National Association for Voluntary and
Community Action

Triodos Bank

Volunteering England

Initial meetings
David Carrington, Consultant

Community Foundation Network
Joseph Rowntree Foundation

Dame Mary Marsh, Director,
Clore Leadership Social Programme

National Association for Voluntary
and Community Action

South Yorkshire Funding Advice Bureau
Office of the Third Sector, Cabinet Office
Voluntary Action Sheffield

Presentations to Funding
Commission meetings

Karl Wilding, Head of Research,
NCVO, on the potential of ICT
to transform giving and on the
NCVO 2010 Almanac findings

Guy Yeomans, Consultant, on the
potential of ICT to transform giving

Peter Backus, Third Sector Research
Centre, on Tescoisation

Steve Bridger, Redesigning Charity for

the Digital Age, on the potential of ICT

to transform giving

John Kingston, Director, CAF
Venturesome, on social investment

Dame Julia Cleverdon, Business in the
Community, on the relationship with
business

Tanja Rasmussen, Business in the
Community, on the relationship with
business

Margaret Bolton, Consultant, on
capacity-building in arts organisations

Website papers
(see http://www.ncvo-vol.org.uk/
fundingcommission)

Between June and September 2010
aseries of papers were published

on the Funding Commission website
as a basis for consultation:

1 Capitalisation and social investment
2 Trading

3 Effectiveness

4 Public sector funding

5 Trust and foundations

6 National Lottery

7 Individual giving

8 Commercial sector support
Commissioned papers

(see http://www.ncvo-vol.org.uk/
fundingcommission)

¢ Think piece:

— David Carrington, Funding Our Future:
challenges and opportunities in the

next decade, January 2009

¢ Capitalisation and Social Investment:
- Joe Ludlow, Capitalising the Voluntary

and Community Sector: areview,
March 2010

- Joe Ludlow, Capital, Capacity Building
and Impact, March 2010

— Nick Wilkie and others, Unclaimed
Assets: funding for young people and
social investment, London Youth,
April 2010

¢ Effectiveness:

— Professor Peter Wells and Dr Chris
Dayson, Centre for Regional Economic
and Social Research, Sheffield Hallam
University, Measuring the Impact of
Third Sector Infrastructure
Organisations, June 2010

— Esther Ridsdale, NCVO Collaboration
Team, Collaboration and Merger Case
Studies, June 2010

- Stephen Quashie, NCVO Valuing
Infrastructure Project, Boosting Local
Effectiveness: the future funding of
infrastructure support, June 2010

— Bill Freeman, Director of Consultancy
Services, NAVCA, Future Local
Infrastructure Scenarios, August 2010

e Publicsector funding:

- Sarah Flood, The Government
Funding Relationship: Its impact on the
sector and future challenges and
opportunities, March 2010

¢ Individual giving:

- Joe Saxton and Michele Maddon,
nfpSynergy, How Can the New
Government Increase the Size of
the Fundraising Cake?, May 2010

- Guy Yeomans, ICT Trends and
Fundraising: Five-Year Perspective,
May 2010

- Richard Gutch, Prospectus,
Fundraising Director Interviews,

May 2010

- Katherine William-Powlett, NCVO
Sustainable Funding project,
Innovation in Fundraising, June 2010

— Dr Beth Breeze, Donor Centred
Philanthropy: Putting Givers at the
Heart of the Charity Universe,

July 2010

- Guy Yeomans, Data Growth,

August 2010









