FUNDING COMMISSION
Paper 2 — Trading — Findings and Emerging Recommeradions

Between June and September 2010 the Commissiorsipetleight papers on its website on different
aspects of its work. Comments were invited on tipegeers. The emerging recommendations in the
papers have subsequently been amended as the Caamisishinking developed. However, the
findings in the papers contain much of the evidesrtavhich the final report is based. Details of all
those consulted during the preparation of the [zager given in Annexe 2 of the main report.

This is the second paper to be published by theriegion (August 2010) - on Tradinigjis
based on a preliminary discussion paper writte®&#&nah Flood for the Funding Commission.

1. Overview

This paper explores the potential of trading ondpen market by civil society organisations
(CSOs) to further their social and environmentgéctives more effectively and sustainably.
It does not include trading on the structured mérke. contracts with the public sector, or
personalisation, as both these areas have beereddnea separate papen Public Sector
Funding.

For CSOs, trading (selling goods and servicesthieae social objectives is nothing new.
The range of models in existence: business modgkfpnding for a service, or cross
subsidisation i.e. raising income to fund chariadnttivities, is also nothing new. For
example, the oldest existing community-owned shap get up as a co-operative in 1884 in
Langdale; Alms Houses charging nominal fees forvises have been in existence for over
1000 years; and the Youth Hostels Association leas Iselling bed spaces for 80 years as
part of its charitable work with young people. Hoxgr, within the last ten years there have
been significant developments in trading to ache@al objectives with the rise of the
concept of social enterprise.

Social enterprises can take a variety of diffetegal forms e.g. charities, cooperatives,
companies limited by guarantee or community intetempanies. Indeed, it is often said that
social enterprise is best viewed as a verb, rdktzar a noun. Organisations of all kinds can
be more or less socially enterprising in their apgh.

For those that are constituted as charities, tisegia important distinction to make between
primary and non-primary purpose trading. Primargppse trading is carried out to fulfil the
charity’s objectives — for example, a theatre dlgagelling tickets for one of its productions
or an educational charity charging fees for itsreesa and publications; trading is the
charity’s business model. This type of trading doefsattract tax on profits.

Non-primary purpose trading is trading designedo$ynto raise funds for the charity’s main
activities — for example, charities selling readg@&hristmas cards i.e. a form of cross-

! Terminology from NCVO'’s Sustainable Funding Projeww.ncvo-vol.org.uk/sfp
2 The Government Funding Relationship: Its impactiensector, future challenges and opportunities:di
2010. Discussion Paper for the Funding Commissiony.ncvo-vol.org.uk/fundingcommission




subsidisation. This type of trading is potentiaiibject to tax, depending on the scale and
type of trading involved. A very common approackoisun a trading subsidiary, which then
gift aids all or most of its profits to the paretiarity. This also has the added advantage of
ensuring the trustees limit the risk of the trademgerprise to the parent charity. Ancillary
trading, such as a community centre running a feafiéés users, is treated in the same way as
primary purpose trading, provided the scale oftthding does not become too big.

This paper explores the challenges which CSOsvidsem trading on the open market. It is
based on desk research and telephone interviewsdtaut by Sarah Flood (see Annexe 1)
and explores:

* The scale and scope of trading on the open mavkéthé sector (see also Annexe )
* Context

» Challenges

* Emerging recommendation

2. Scale and scope of trading on the open marketrfthe sector

Data on the scale and scope of trading on the o@ket by CSOs is held in a variety of
places and in a variety of ways; recording metreaaseven vary within one data set e.g.
some trading subsidiaries record profit, some i@aarome. Some of the reasons for this
variety are the different:
» business models underlying the reasons for tradirgy:it may part-fund a service or
it may raise unrestricted income to invest as tigamsation sees fit.
* legal forms used, such as a co-operative, companitet by guarantee, community
interest company, charity, charity trading subsidia
* markets they operate in such as care, the arssl, recycling and reuse
» ways of categorising the income generated e.dinggprofit/net profit/revenue, fees
for services/fundraising, primary purpose/ancillaon-primary purpose.

How important is trading on the open market to the sector?

NCVO's researchshows that just over 20% of charities’ income3b8, is earned from
trading on the open market i.e. trading with induals, other CSOs, and the private sector.
This is just below what is earned on the structuneaket, £9.1bn, making open market
trading the sector’s second most important souraecome (ahead of individual giving at
£7.8bn)

Earned income from trading on the open market fatts three main categories:
* £5.2 bnis fees for services

*NCVO’s UK Civil Society Almanac 2010. N.B. Althoughis is the most comprehensive data
source, the data relates to charities, rather @&@s more generally. The Almanac’s definition of
charities excludes housing associations, faith ggptrade associations, independent schools and
those charities that are not independent of goveminsuch as NHS charities.



- £3.1bn fees for services from individuals
- £1.3bn fees for services from the voluntary sector
- £0.8bn fees for services from the private sector
e £2.2bnis income raised from individuals e.g. mersibi@ subscriptions and event
fundraising. This is different to donations frondividuals.
* £0.9bn is from trading subsidiaries (this couldude earned income from the
structured market, as well as the open market laerefiore the contribution of earned
income on the open market could be slightly lower).

Ten charities account for 25% of income raised fiodividuals including British Heart
Foundation (£102m), Barnardo’s (E28m) and Peoidespensary for Sick Animals (E25m).
Likewise 10 charities, account for 25% of tradingpsidiary income including the National
Trust (£51m), Salvation Army (£20m) and RNLI (£13m)

Since 2000/01 the general trend is that levels@dime from trading on the open market have
been increasing:
» Earned income from individuals has increased fr@®n to £5.3bn (shown above
as income raised from individuals (£2.2bn), and fiee services from individuals
(E3.1bn)).
* Earned income from other sources has increasedfithm to £3bn (shown above as
fees from the private sector (£0.8bn) and volunsastor (£1.3bn), and trading
subsidiaries (£0.9bn)).

However it should be noted that more recently inedevels have been on a slight downward
trend. Equally some types of earned income apjdae tieclining e.g. because of:
* Falling publication sales, as resources are magidyfavailable online.
» Changing market needs e.g. many religious reteatres are seeing a declining need
for residential activity centres as people are nmobile and prepared to travel
further.

Many charities combine trading on the structuredketzand on the open market. For
example, a care home may deliver a service to sesments who are funded by the state
and others that are self-funding. As public expemdireduces, there are likely to be more
services which individuals will have to pay for theelves.

Many of the Social Enterprise Coalition’s (SEC) niems are delivering public services. The
following types of social enterprises do most @ithrading on the open market: retail
(12%), arts/culture/sport (9%), environment (7% &nansport (4%).

The following sectors dominate in relation to sejlservices to individuals within the top 50
biggest operations (NCVO Almanac 2010) (see Anriexéurther details):
* Leisure e.g. My Time Active £13m, Fusion Lifestgl#lm
» Culture and recreation e.g. Royal Opera House £42auth Hostels Association
£40m, Zoological Society of London £22m, Nationaldt £16m
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Health and Social Care e.g. Scope £28m, RNIB £BtmAndrews Healthcare £8m
Housing e.g. Cosmopolitan Student Homes £9m.

3. Context

Funding environment

There are both push and pull factors within thedfng environment which are influencing
trading on the open market by CSOs:

Rise of Ethical Consumerism. The Co-operative Bahkws that expenditure on
ethical goods and services grew threefold 1998208@8m £13.5bn to £36bn,
outstripping overall market growth of 58%. Faideasales in this period also
increased 30 fold from £22m to £635m.

Increasing demand for businesses to adopt ethataés e.g. YouGov Poll in
November 2009 commissioned by the Social Enter@@aition found that 71% of
people believe that the social and environmentalesaof a business are as, or more,
important than before the credit crunch.

Growing interest in supporting the local economy.

Increased brand awareness by the general publitt abcial enterprise as the sector
has grown.

Major cut backs in public spending requiring a ma@tof the existing business models
to consider which services could be wholly or gaitihded by trading.

Community Ownership of Assets Policy Agenda

Following the Quirk Review in 2007 there has beemmber of programmes set up to
support asset transfer:

Asset Transfer Unit funded by Communities and L@&gavernment, opened in
January 2009, to help empower local people andhisgions to transform land and
buildings into vibrant community spaces.

Advancing Assets Programme, funded by CommunitelsLacal Government,
launched in 2007, and due to run until 2011, tgsuplocal authority/community
sector partnerships to develop joint plans forgfan

Community Assets Programme, funded by Office fanlSociety to progress
transfer of local authority assets to a civil soc@rganisation

Meanwhile programme, set up in April 2009 by HaBlgars, the then communities
secretary, to support making temporary use of ersiptys on the high street to the
benefit of the local community

* Co-operative Bank Ethical Consumerism Report 2009
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Going forward, the Government has pledged to supgmmnmunity ownership of assets via a
Community Right to Buy scheme in the forthcomingalism Bill to give local people the
opportunity to protect any community assets thattlreatened with closure.

Development of a new legal structure

Launched in 2005, the Community Interest Compagasllstructure was established to
provide an organisational form which could raispitz and pay dividends but which also
contains features to ensure the company operatesfomunity benefit.

Access to Capital

Although most initiatives to provide access to taliave been in relation to the structured
market there have been developments to suppomdyad the open market, primarily in
relation to asset development:
» Community Shares are increasingly being used tpatphe development of
community assets and services, and increasingfulesanechanism has been
helped by the launch of The Community Shares progra in January 2009
funded by Office for Civil Society/ Communities abdcal Government. In the
first half of the decade there were, on averaga, fommunity share schemes
each year (>£10,000) but this now increased sesldrtd 28. They support
community-owned farms, football teams, pubs, comityuetail, and renewable
energy. e.g. Torrs Hydro, established in 200@,agsmmunity-owned small scale
hydroelectric plant
* UnLtd awards to support individual social entreans to take forward their
ideas
* There are also a number of mixed grant/loan packemsupport development of
community-owned assets such as CommunitybuildedgtenVillage Core
Programme supporting the development of communityeal shops and
contributing to the rate of community-owned shopripgs being at their highest
ever.

I ncreased recognition of social enterprise approaches by CSOs

Within CSOs, trading as a mechanism to deliveraoand environmental objectives has
been increasing. A ten year perspective from NGV/&lstainable Funding Project, set up in
2000, primarily working with medium sized organisas is that:
* Trading is now an accepted part of the income basine sector
* Trading is being used as a business model to pkloce on a particular service e.g.
Kidscity charge for childcare services to activetgmote the value of childcare.

® The Community Shares Programme: one year on bydawn, Baker Brown Associates for Co-operatives
UK and DTA



While there is increasing recognition of the rofesocial enterprise, the acceptance and
identification of how trading can be used to deligecial objectives varies from sector to
sector. For example, within infrastructure orgatians there is still resistance to trading on
the open market for a number of reasons:

» Perception of competing with the local sector whitvely are also there to represent

and support
» Cultural perception that commercially generatecrese is less desirable
» Perception of goal displacement

4. Challenges

Trading on the open market to achieve social objestcould be seen as the poor cousin of
trading on the structured market. Most of theraite has been on organisations delivering
public services. As a result, organisations thattwatrade on the open market face a
number of challenges, particularly in relation &vimg access to finance and markets and to
specialist skills and support.

Accessto finance

Access to finance was seen as the biggest baorteaiding on the open market despite nearly
all social enterprises in membership of SEC, aaegdsan finance at some point in their
development. This is true both for organisatiosisg trading as a business model and for
those who want to develop trading activities tddorganisational resilience.

The areas least well served currently are captahdn-asset based trading activities and
start-up capital that is not loans for where proférgins are so tight that loan repayments
would not be possible. For example, Social Firmgpleying people who would otherwise
have difficulty accessing the mainstream job markate higher costs in relation to
employment, and viewed access to start-up grawmliigras critical. Equally, many arts
organisations run services around their core bgsinet because it generates a profit but
because without them the core business would sefferrunning a cafe to ensure people visit
the gallery.

While trading is increasingly being used as a mersna to deliver social objectives either as
a business model or to cross-subsidise or part$emdces, it must be noted that generating
profit is hard. Business will work very hard tongeate 5% profit; it is therefore extremely
difficult to cross-subsidise services, using trgdimcome. This is why on-mission, rather
than non-primary purpose, trading is promoted byyrat the support agencies. It is also
why CSOs have difficulty attracting private invesimh

Research published by the Institute for Public&oResearch North has also highlighted
how dependent many social enterprises are on psétior funding, either through grant
support or through contracts.; moving from struetlirading to trading on the open market
could be a particular challenge for social entegxiin this situation.



Access to markets

For many organisations there will be changing retetips, or more complex relationships,
as beneficiaries also become customers, e.g. thrpeigonalisation and individual budget
arrangements. Different skill sets, as well as sggtems, are required for managing these
different relationships.

In marketing goods or services that meet social emdronmental objectives, as well as
generating income, it is often hard to get a messagoss in a retail environment that by
purchasing a product or service you are contrilgutm social objectives. For charities,
selling the brand message is perceived to be etisiarfor social enterprises as the public
have an understanding that charities deliver sogoald. The Social Enterprise Mark is
helping to develop a brand message for social emser

With charities and private companies operatindnexdame market, there is a potential
challenge of unfair competition. This charge hesrblevelled for some time in relation to
charity shops receiving tax and rate advantagegaoed to other small businesses on the
high street, and more recently in relation to comityuransport (although the challenge was
overturned). The Federation of Small Businesseslsasbeen lobbying for some time to
have the ancillary trading category removed orbés of unfair competition.

On the other hand, English Community Care Assamiatepresenting both not-for-profit and
for-profit providers in the care sector did not Hgie as an issue where there have been
multiple providers in the same market for 20 yeArsimilar situation exists in relation to
theatres, where there have never been any congfanm the commercial theatres about the
charitable status of bodies like the National Treeat

One challenge identified was in relation to commoating distinctiveness where the private
sector moves into markets created by CSOs. For gheafRair Trade Divine Chocolate,
which is 45% owned by the farmers producing coooay competes with Cadbury following
their adoption of the fair-trade mark, creatinglEres of how to market the difference
between the two on a chocolate bar.

Many CSOs engaged in social enterprise lack ettieeresources or the contacts required for
gaining access to wider markets. One of the mdett®fe ways of addressing this can be
through developing partnerships with larger orgatn®s, either in the commercial or the

charitable sector (see case studies below). Thisatso bring additional benefits through

providing opportunities for accessing professiathlice and mentoring support.



Case studies — Partnerships

» Cancer Research UK (CRUK) and Open Gym

CRUK’s Open Venture Challenge is one of their atities for developing innovativ
approaches to fundraising. Using ‘crowd-sourcinge tOpen Ventures Challenge was
national open innovation initiative building up alwable community on and off lin
developing and assessing ideas for income produsgwgl ventures. One of the thr
ventures chosen for a pilot partnership was Opem;Qyetween them, the three ventu
have the potential to generate over £2m pa for CRUK

Open Gym is a social enterprise providing outdamiess groups founded by Jo Hill. Op
Gym recruit fitness trainers to organise and rwugs in local parks; customers are recru
through leaflet drops outside railway stations atiter venues; they can then join a gre
and pay on-line (one off or monthly subscription).

CRUK’s Race for Life raises £60m pa from 750,000meo taking part in, and raisir
sponsorship for, over 230 five kilometre racesoakr the country. Through this partners
with Open Gym, CRUK aims to encourage regular agerby promoting Open Gym
locally. This would develop a regular, year roumtame stream for CRUK based
monthly subscriptions, as 10% of the Open Gym mesfije fee is donated to CRUK.
addition, the aim is to recruit new CRUK supporteysencouraging Open Gym members
take part in Race for Life each year. The partripraforks by CRUK providing marketin
and PR expertise and Open Gym providing an entstissisocial entrepreneur to organise
local fithess groups.

* Disability Awareness training

One of UnLtd’'s Award Winners provides on-line digi#p awareness training for front lin
customer service staff. The innovative training la#tsacted very positive feedback fra
corporate and public sector organisations. Howewer sales cycle is time consuming an
is a challenge to find the right people within krgrganisations who are the key decis
makers. The social entrepreneur is currently nagog a partnership with an association
retailers. This will provide access to an existingrket of organisations that will benefit frg
frontline customer service training in disabilitwaeness. As a result of the partnership,
social entrepreneur will have an opportunity tolesaap the delivery of her service a
achieve much higher impact.

« The CREATE Foundation

CREATE is a social enterprise in Leeds, which iwmothe RBS SE 100 (the social
enterprise equivalent to the FTSE 100). It provislefis training, work experience and re
employment opportunities to vulnerable and homelgssple. CREATE has formed
partnership with a supermarket chain which haseeg®ed the number of training and |
opportunities it can now offer homeless people.
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Developing the skills base

As with access to finance, business support faakeaterprises is primarily focussed on
those who want to deliver public services. Cutkettte only publically financed support is
via the School for Social Entrepreneurs to suppalividual entrepreneurs, via
Capacitybuilders to support organisations who waiset up social enterprise as an income
stream and via intermediaries like Unlit to supptaveloping social enterprises with finance
and skills.

Business support services that fully understanddnmeplexities and unique issues for CSOs
trading on the open market are needédch of the current support available is not
appropriate because it tries to be one-size-fitseaice, delivering both specialist skills and
general social enterprise support. Therefors, éither not sensitive to supporting social
entrepreneurs or not sensitive to supporting tigadimd entrepreneurial behaviour within
charity structures. In particular, specialist ssare often not covered well e.g. asset
transfers, legal structures and intellectual priyper

It has also been highlighted that up to now Busingsks, funded by the Department for
Business, Innovation and Skills and by the Regi@®ilelopment Agencies, has not been
meeting the needs of social enterpfis@he face to face service is now being closed down
and ‘an improved and simpler to use online senacegssible both on desktops and on
mobiles’ will be developed instead; this will bepported by a call centre, which will give
people extra advice as required. The governmeateaigisages that private sector provision
of business advice will also become more importactuding private sector business
support agencies, such as those linked to locanBkes of Commerce or the local authority.

Support not only needs to be specialised, by bmirgeted at CSOs, but will also need to be
targeted to particular sub sectors within civilisbc Peter Holbrook, CEO of the Social
Enterprise Coalition, thinks that a demand led nmoaleereby CSOs are provided with
funding to purchase the business advice they napd(em the former Business Links
budget) is likely to be the most effective way nsering this.

® Social Enterprise Coalitions, State of the Se2@f)9.
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EMERGING RECOMMENDATION - Trading up

Background

Trading on the open market is the second most imptant source of income for
charities

CSOs engaging in social enterprise need access &pital and to markets, as well
as to appropriate skills and business support

To date, most of the initiatives for supporting so@l enterprise have focussed on
the public services, rather than on the open marketrading, agenda

Proposal

Access to capital: Funders should be encouraged poovide high risk, venture
capital to intermediary agencies like UnLtd and Veruresome for investment in
social enterprises to enable them to develop theactivities

Access to skills: Given their particular needs, busess support for social
enterprise is best provided through the provision bgrants to enable CSOs to
purchase advice from consultants and specialist ageies (i.e. on the demand
model); some of the funding for this should be praded from the savings
through closing down Business Links

Access to markets: partnerships between CSOs engagiin social enterprise and
larger commercial or civil society organisations sbuld be brokered with the help
of support agencies

Recognition: As more social entrepreneurs develomitiatives in the civil society
sector, the role of social entrepreneurship shoultde seen as a distinct area of
expertise, which should be supported, recognised drtelebrated as a distinctive
profession.

Benefits All CSOs wanting to become involved in, or devefotheir existing, trading
activities.
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Annexe — Scale and scope of trading on the open nkat
1. Sub-sectors
Housing and Leisure

In the housing and leisure sectors trading is tiragry source of income. Organisations
with a turnover over £1 million are significantlyone likely to provide housing (39% of
those with a £1 million turnover)

Care

National Care Forum representing the interesteotfor-profit health and social care
providers calculates that its members have a cagdhi@venue of £800m p.a.

Arts

Arts Council of England shows that in 08/09 earmedme from their regularly funded
organisations was £508mhowever, this does not include a wide range béoarts
organisations such as those involved in film, ciadritage and museums. Ticket sales,
workshop fees, merchandising, and sale of booksreaghzines represent 47% of total
income. In the last few years earned income &y 12% while other sources, such as
individual giving and, particularly from now on, lplic sector subsidy, are declining.

Case Study — The big museums

The Metropolitan Museum is a major retail outlethe US; it has eight shops, including in
the three New York airports and is exploring outiet other countries.

The Victoria and Albert Museum in London has noweexled its opening hours and has
been expanding its retail activities. Accordingdtte Chief Executive of Arts and Business,
there is a huge untapped potential for the big nmuseto develop their catering and retail
businesses, if they were prepared to be more coamthand to extend their opening hours
The question for the leadership of these orgamisatis whether, in a climate of reduced
public funding, this is a direction they are willito go further in.

’ Social Enterprise Coalition’s State of Social Eptie Survey 2009
8 Arts Council Regularly Funded Organisations (88@)y data from the 08/09 Annual Submission. N.BisTh
excludes many thousands of other arts and cultuganisations in the UK
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Resource Recovery

Resource Recovery (recycling, reuse) organisatimEsngland (of which there are around
700) have a combined turnover of £134rhlow much of this is from trading and how much
from contracts and grants is unknown as the figuskides all income sources. Since 2005
turnover has increased by up to a third.

Development organisations/local infrastructure

NAVCA identify that 80% of their members are eamincomé®. Primarily this is mission-
related trading with their members often actindgasilords for other CSOs. Currently very
few trade to cross-subsidise services, althoughresame starting to do this very e.g.

Voluntary Action Sheffield provide a number of sees such as event management, HR
advice, legal advice, payroll. The feeling is ttreg sector is very much at the early stages of
considering what trading on the open market wooik llike.

Nationally, many of the umbrella bodies such as ICYXCEVO, NAVCA, and DTA are
all, to varying degrees, earning income througtirggtip consultancy services, running
events and conferences, publications, and dedfsseitvice providers (e.g. insurance).

Transport

Traditionally income from the open market has bleanfor Community Transport
Associations, although it has started to increasecent years. The Community Transport
Association estimates that 20% of its income isgésfor services (fare$).

Charity Shops

Charity Shops generate £120m per year in profitrene a turnover of £526fm The
Charity Retail Association estimates there are @ &tarity shops throughout the UK.
Turnover is made up from the sale of donated gogales of new goods e.g. Christmas
Cards, and sales of rags to textile industry wiskything is unfit for use in shops.
Technically, sale of donated goods is seen assieglthe value of a donation; however, in
economic terms it is similar to trading and as sajgpears in the Statement of Financial
Activities as an activity to generate funds alonthwther fundraising activities.

Development Trusts

Development Trusts (some 466 organisations), eBEB6 p.a. representing 49% of their
incomé>. It is not clear how much is from contracts and/tmuch is from trading on the
open market. However, rents and property basethéeene are by far the most frequent

° www.realliance.org.uffigures for 08/09

19 NAVCA Infrastructure for the local third sectorelfruary 2008.

M Enterprising Approaches to Rural Community Tramspg Plunkett Foundation and CTA, October 2006
12 Charity Retail Association

13 DTA Development Trusts in 2009
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source of earned income. Development Trusts sh@®%@increase on earned income from
the previous year.

Social Firms

Social Firms are businesses set up specificallydate jobs for people disadvantaged in the
labour market e.g. Oxford Wood Recycling providegaste wood recovery service and
employs five people who would otherwise be disativged in the labour market because of
long-term health issues. The sector has develwpiet last ten years and witnessed steady
growth since then. 80% of Social Firms are esthblisy service provider organisations
such as Mencap and MIND who want their beneficgatiebe able to access employment and
therefore set up a Social Firm for this purpose2005 there were 119 businesses in the
Social Firms Sector (49 Social Firms and 70 emer§acial Firms). This grew to 151 in
2007 (71 Social Firms and 80 emergfigind has risen again to 179 in 280@n increase of
50% in four years.

2. Characteristics
Trading subsidiaries

Looking at charity trading subsidiaries (£0.9bnoime in 2007/08) an easy assumption
would be that trading subsidiaries equate to oggdiuns that are cross-subsidising services.
However, around 10% of organisations with tradinlgssdiaries earn 70% of their total
income via a trading subsidiary, making it a kest pathe business model. For example,
National Energy Action, with one of the top terglast subsidiaries, earns around 75% of its
total income via the subsidiary. Eden Trust isthenexample where the Eden Trust owns
the Eden Project and earns 71% of what they neadl its visitors. Similarly, Charity
Technology Trust, a medium sized organisation,®araund 85% via its subsidiary, and
Dudley Canal Trust, a small sized organisation £86% via its subsidiary.

In relation to selling services to individuals (E8n income in 2007/08), one in three charities
earn the majority of their income this way makihg significant part of their business
modef®. For organisations identifying as social entisgs, the figure is slightly higher with
half of them earning most of their income from tragon the open market

Size of organisation
While the majority of the income from trading orethpen market is earned by the major and

large charities (93% of trading subsidiary incomd 82% of fees from individuals), it
should be noted that medium sized charities acdou% of trading subsidiary income

% Social Firms 2007 and 2005 sector mapping

5 The UK Social Firm Sector 2010 to be published.

16 As calculated from raw data used for producing Nizd/almanac provided by NCVO's research team
" Social Enterprise Coalition’s State of Social Eptise Survey 2009

13



which, given their size, equates to around 25%eiir ttotal income. Equally, small charities
earning income from fees from individuals (represen80% of the charities who earn
income from fees) account for around 6% of thel iome which, given their size, means
that this often equates to a significant proporbbtheir overall funding. Examples of small
charities earning income from fees include manwllydased organisations such as village
halls, parent associations, and community assoosti

Trading Subsidiaries

Size % of total no. orgs | % of total trading
with trading subsidiary income
subsidiary

Micro (less than £10k)| O 0

Small (E10k to £100k) | 6% 0.1%

Medium (£100k to 34% 6%

£1m)

Large (E1m to £10m) 50% 43%

Major (over £10m) 10% 51%

Fees

Size % of total no. orgs | % of total income
who earn fees from | from fees
individuals

Micro 3% 0.05%

Small 81% 6%

Medium 6% 2%

Large 8% 33%

Major 2% 59%

Constitutional forms

The variety of different constitutional forms withivhich trading takes place have different
implications in relation to raising capital, prafieg public benefit and tax liability®

Some interviewees, such as the Chief Executive@Bocial Enterprise Coalition, thought
that charitable structures inhibited entreprenéagtivity because trustees became risk
averse and because the concept of charity was sneseinterpreted in a paternalistic, rather
than in an empowering and enterprising way. Ottieyaght that these differing attitudes

18 Centre for Regional Economic and Social Rese&@hhbffield Hallam University Futurebuilders Evaloati
Final Report, 2010
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were more a function of the size of the organisati@n its legal form. Larger organisations
tended to be more bureaucratic and slower moveggardless of whether they were a charity
or not.

Ideas for new constitutional forms, based on thecept of limited liability partnerships, are
being developed in the UK in order to provide max$ias whereby private investors can
form partnerships with charities to run social gmtises. The aim of these hybrid structures
would be to encourage foundations, companies atididtual investors to be more

innovative in investing in new approaches to adkingssocial problems.
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