FUNDING COMMISSION
Paper 3 — Effectiveness — Findings and Emerging Remmendations

Between June and September 2010 the Commissiorspetleight papers on its website on
different aspects of its work. Comments were inviv@ these papers. The emerging
recommendations in the papers have subsequentiydmended as the Commission’s thinking
developed. However, the findings in the papersaiaruch of the evidence on which the final
report is based. Details of all those consultednduthe preparation of the papers are given in
Annexe 2 of the main report.

This is the third paper to be published by the Cagsion (August 2010) — on Effectiveness.

1. Introduction

1.1'Boosting Effectiveness’ has been one of the miagmtes identified by the Commission from
an early stage. Effectiveness in this paper is tatded to cover a wide range of organisational
gualities including impact, efficiencies, respomsiess, inclusiveness and resilience. By
boosting effectiveness, the aim should be to enabikesociety organisations (CSOs) to play a
full part in civil society, including contributintp the Government’s Big Society vision, whilst,
at the same time, making optimum use of the ressuawailable.
1.2 The paper uses the following framework for disaugshis theme:
* Increasing the effectiveness of:
- Civil society organisations (CSOSs) in collaboratimigh each other
- CSOs in securing and managing funding
- Funders in managing and delivering funding
* Increasing the effectiveness of the infrastructare
- Developing and supporting CSOs
- Developing and supporting funders and giving
1.3The paper is hatoncerned with:
- Issues relating to the general management of C8kish are seen as outside the
scope of the Funding Commission
- the policy issues relating to different types aiding; these are being discussed
under the relevant theme for each funding stream
1.4 Details of interviewees and sources for thjggpare given in Annexe 1.

2. Increasing the effectiveness of CSOs in collaboraii

2.1Background
» The former chair of the Charity Commission, GenmaédPeacock, frequently said ‘there

are too many charities’. She referred to the pigperception of duplication when
considering which charities to support and potéetafusion for service users as to
who does what. Funders are often frustrated bypiparent inability of some charities
to work together and are concerned about the osspact resulting from funds being
spread too thinly. The current lack of collaboratie seen as wasteful and inefficient.

» At the same time, it is important to remember thaivations that lead people to set up
or become involved in charities and voluntary gupthe first place. The desire to
respond to a particular need, particularly at doal level, is an important dynamic in
civil society and one which brings other benefit$arms of social capital and personal
development.

* The sector has sought to address this issueuméer of ways including:
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- Coalitions for campaigning on issues of shared eonc

- Sub-sector umbrella bodies for discussing commsueis, representing common
interests, providing support

- Joint projects between organisations working indame field

- Consortia for bidding for contracts, e.g. Third ®e€onsortium, developed by
the Social Investment Business

- National organisations working in partnership wdbal organisations

- Sharing support services

- Mergers between organisations working in the saeté €.g. RNIB and Action
for Blind People, involving different models, indilmg group structures, take-
overs and formation of new merged organisations.

Merger will not always be the most appropriate @mtiformal forms of collaboration

can often be the best way of achieving economidsé#ficiencies. However, there is an
increasing view, e.g. from the Chair of the Cha@tymmission and the leadership of
Capacitybuilders, that, whilst a number of thedtedent forms of collaboration are
important, and whilst there will often be a strargument for a variety of different
types of CSO at the grassroots, there are othat&ns, particularly when there is a
shared purpose and set of activities, when mesgiei big and growing, unavoidable
issue, given the scale of the funding cuts to cddm.only should merger deliver
efficiencies through economies of scale, but itdth@lso result in increased impact and
better market access.

At the same time, there is a continuing need tdocegpvays of reducing the costs of
backroom services. New, more virtual, models farsty these services are developing.
Examples include:

- The Tides Foundation in the US, which supports camitg groups and start up
charities through what is known as ‘fiscal sponkgr’'s this provides a formal
governance structure under which advisory groupsda projects can sit; a
charity number that can ensure tax relief for enmgrgroups: and a range of
HR, finance and IT services which are chargedAdfousing Association in the
East Midlands is planning to launch a fiscal sposisip scheme for community
groups in its area shortly. Fiscal sponsorship maseneed to be large enough to
achieve the necessary economies of scale, but beuddbject based (e.g. lots of
groups working in the same field that might bid docontract) or place based
(see discussion of coalitions in Paper on Publat@d-unding).

- Cloud computing, which delivers IT services oves Web e.g. to run websites,
store data or run business applications. Rather@&0s having to install
software on their own computers in their own preasjthe ‘cloud’ provider does
this for a fee (Google’s Gmail and Microsoft's Hatitnare both examples of
consumer cloud computer services).

Case Study — CAN Mezzanine

CAN is a registered charity working as a sociakgnise, formerly known as
Community Action Network. CAN Mezzanine is an awarithning, self
sustaining social enterprise providing space ifedint office locations, services and
products to CSOs. CAN believes that social entegegrcreate greater community
cohesion building a sense of local pride and ownipré&ncouraging a belief in
positive action in the communities they serve, hgag the most vulnerable people|in
society in imaginative, entrepreneurial ways.

In addition to shared office space CAN providearage of property services:

» CAN Advise, advises on all stages of leasing g/ifigia property.
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2.21ssues

 CAN Manage, uses the expertise from CAN Mezzarimerovide bespoke
facilities management packages, improving buildffgciencies and
providing practical solutions

» CAN Develop, helps CSOs plan, build and develop th&n property.

CAN Mezzanine currently house over 100 organisatidfiost of the space is

intentionally open plan, encouraging collaboratma networking. CAN Mezzanin
saved the sector more than £2.2 million a yeaisdtandon Bridge location alone,
according to independent social impact researdi, avierage savings of more than
£5,000 for every desk space rented. Organisatibtiedhree sites are promoted
through a secure intranet system where they caerasky their work, ask for ideas or
find partners on projects.
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The Government has provided funding to assist weallaborative working e.g. the
Modernisation Fund and some trusts and foundatiams prioritised this area e.g. the
Baring Foundation and Lloyds TSB Foundation

The public expenditure cuts are likely to providesalded impetus to mergers. There is a
danger that national and local government couldaggh the cuts in expenditure by
salami slicing budgets and that infrastructure agencould engage in fire fighting and
become inward looking, instead of putting forwardrenpositive views of the best role
they need to be playing — and the best way of ptaiti There is also a danger that
unless the sector takes a proactive approach sistue, it will find funders effectively
making decisions for them, which may not alwaysnbne best interests of the sector or
its beneficiaries.

Collaborative working requires time and therefasaurces, and often requires
independent facilitation and support. All those Wiawe been involved in mergers know
that there are a number of barriers which neectovercome, including values, policy,
cultural, personal and financial barriers — any ohehich could prove to be a deal
breaker further down the line. Mergers can inva@weaumber of one off costs, which can
be difficult to finance when reserves are low onsxistent.

The Modernisation Fund has met some of these co#te past, but has now ended.
The future of Capacitybuilders itself is uncertaimd is now the subject of a Cabinet
Office review.

Funders can play a key role in encouraging collatper working, including mergers,
but there is still a need for the partners to dewéehe skills to work together effectively.
VAT is currently chargeable on the provision of gogi services by one organisation to
another and this can often be a barrier to devetpphared arrangements. There is an
initiative by the Charity Tax Group to secure aemayption for this allowable under the
EU VAT Directive.

The rules and regulations around mergers are pegtais quite complex by some of the
Commission’s interviewees, who feel they could bkpfully simplified

Many CSOs have experienced difficulties when sufitre@ting to main providers (both
in the private and civil society sectors). Thisisvo way street; prime contractors can
lack the skills to work well with smaller local paers, whilst front line groups lack the
skills and capacity to take on sub-contracts. Tieeeereal risk of market failure, as
commissioning aggregates up and subcontractingnbesthe norm in many areas.

One possibility to explore would be to exténe Merlin Standard code of

conduct introduced by DWP for contractoremsure good practice towards their sub-
contractors.



» There are also a set of challenges involved ingiteg for the greater personalisation of
services and the introduction of individual budgetkich can also offer particular
opportunities for broad consortia of smaller prevg] who are often well placed to
provide flexible responses to individuals’ needsefEe are also threats involved,
particularly through the loss of block contractsl éime corresponding need to secure
payments from individuals

* As well as collaborating with other CSOs, theranancreased need for CSOs to
collaborate with public sector and private sectgrecies in delivering local social
impact. These arrangements involve complex govemasues, which are likely to
become more and more challenging.

3. Increasing the effectiveness of CSOs in securing édumanaging funding

3.1Background

» The Commission’s findings on Capitalisation andi&ldovestment have already
identified ‘lack of financial literacy’ as an isst@ the sector, which can affect the way
they use their existing funds and the type of fugdhey seek. However, there are a
number of other dimensions to the business anddinhskills required, as was
highlighted in the 2007 Skills Survey undertakerttey UK Workforce Hub (see box on
next page which shows that eight of the 20 skaisggidentified fell into this category;
the survey also appears to have missed a possiltteissue of risk management, which
needs to underpin many of these skills).

» Having moved from the practice of only asking farpnly being given, marginal
project costs to a system of full cost recoveryiclwhiecognises all the overhead costs
involved in project delivery, there is now a neledying done a full cost analysis, to
decide what price to charge; depending on marketicistances, this could be higher or
lower than the actual cost involved.

» A broader issue for the sector is the need to gi¢bat influencing commissioning and
at bidding for and negotiating contracts througideging processes. These processes are
often very complex and time consuming; this is @aavhere many CSOs (and many
commissioners) are still very inexperienced.

* The Commission also recommends (see paper on Fdxtor Funding) that a new
approach to commissioning is now required, whictirigen by user and social
outcomes, not by current patterns of servicesyandh is based on trust, rather than 80
page contracts.

* ‘Demonstrating value’ is also highlighted in thenay, as well as in submissions to the
Commission e.g. from New Philanthropy Capital (NP&%)an area where the sector
needs to improve. A wide range of different metHodes have been developed for
measuring and reporting on impact, notably by Gh&valuation Services and NPC.
No one-size-fits-all evaluation system will suiethuge diversity of the sector. A recent
report by Demos ‘Measuring Social Value: the gavben policy and practice’
suggests that CSOs do not have the data or theteepg® measure their outcomes in
the depth required by techniques like Social Returinvestment (SROI) and that, to
start with, more proportionate approaches shoulddveloped. What is important is that
all CSOs give serious thought to the best systerthar particular circumstances and
then apply this consistently.

* CSOs should work with funders to develop a muabngfer mutual understanding of the
sector’s impact and how to communicate this. Whargessible, there should be a
budget line for this type of work. Hal Williams, thor of ‘Outcome Funding’, is
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developing a process in the US for having impagtitad by auditors as part of CSOs’
annual reports and accounts, in order to increassparency and accountability

* Outcome frameworks for different sub-sectors haaenlare being developed e.g. for
homelessness (through the work of Triangle Corsmlfparticularly in the context of
Supporting People funded projects) and for childred young people’s well-being and
for prison visiting (through the work of NPC). Hoves, there is still a tendency for
charities to try and start from scratch and devéhgr own outcome frameworks rather
than build on the work already done. An initiatteebring together a set of common
outcome frameworks across all the different pafrth® sector would not only stop
people reinventing wheels, but would also have majential for shared learning and
knowledge management. Over time, it should them la¢gspossible to develop sets of
costed outcomes for particular types of intervargio

Top 20 Skills gaps in the four priority areas, eof organisation (%)

Skills Micro  Small Medium/Large  All
Governance and leadership skills
Strategic use of IT 26 30 23 27
Strategic planning and forward thinking 23 24 25 23
Leadership 18 22 27 20
HR/Personnel 15 19 17 16
_ 14 16 19 16
Management of paid staff
Business and financial skills
Fundraising 26 26 19 25
Marketing 22 22 18 22
Communication 19 22 26 21
Negotiating and influencing 17 21 20 19
Project management 4 17 17 15
Working in partnership with other orgs 14 16 14 15
Procurement/contract management 11 14 11 12
Volunteer management
Management of volunteers 15 13 10 14

! UK Workforce Hub Skills Survey 2007 of charitiegnemunity and voluntary groups
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Skills Micro  Small Medium/Large  All
Evidence of impact/effectiveness
Monitoring and evaluation 17 23 20 19

3.2Issues

NPC would also like to see the Charities Act amérideaequire charities to publish all
available evaluation reports on their work. Howevather than adding further to the
burden of regulation on charities, charities shdagdencouraged, as a matter of good
practice, to be doing this — for example, in tf&immary Information Returns to the
Charity Commission and on their websites. The ntioisetype of information becomes
available, the more the potential of ‘open data’ifereasing transparency and
accountability will be realised — and the more ajyoaties there will be for sharing
learning.

Some interviewees have also suggested that it gti@umade much easier to fundraise
globally (e.g. in Europe and the US), rather thamdfaising usually being limited to the
UK. At present there are a number of ways of wagkanound the barriers to cross
border giving, such as through intermediaries,nawt developments taking place in the
EU should eventually simplify things further. Aetkame time, HMRC are putting up
new barriers, such as the ‘Fit and Proper Persst, which could adversely affect
global fundraising (see Individual Giving paper).

The main issue is how best to develop the secstills in the different areas identified
above. The Voluntary Sector National Skills Strggetpveloped by Skills- Third Sector,
has four priority skills areas based on the suakayve. Skills- Third Sector is currently
consulting on these with a view to identifying thest delivery partners to work with.
One of these areas, volunteer management, is faaingular challenges linked to the
continued viability of the traditional volunteewnimivement and management model.
Where volunteers are only working two or thee ha@uwgeek, CSOs like WRVS are
reporting that it would now be cheaper for thenenaploy full time, low wage
employees, than to pay the costs of volunteer nemagt. At the same time, WRVS
recognise that the value of involving volunteermisch wider than this analysis
suggests; there are social benefits to the volumeaed to the people they work with, as
well as wider benefits in terms of building so@apital. However, the issue is who
should bear the costs of these wider benefits?

4. Increasing the effectiveness of funders

4.1 Background

Increasing emphasis is now being given to goodtigeam funding. The Government
and the National Audit Office have produced numerguidelines as to how
government should commission and fund in line i principles in the Compact.
Equally, trusts and foundations and the Lotteryritistion bodies have been reviewing
and improving their approaches to funding overgast few years. Much of this good
practice has been branded as ‘intelligent fundamgl the Big Lottery Fund and the
Association of Charitable Foundations (ACF) now\aare a forum of funders under
this heading.



» At the same time, a number of commentators, sudtP43, are still critical of many
funders’ (and charities’) practices e.g. in relatio insufficient focus on outcomes and
on ineffective monitoring.

4.2 1ssues

* One patrticular issue which is causing CSOs diffiealis the introduction of payment by
results by Government. Since CSOs are often wonkitlythe most difficult clients, it
can take longer, and be more difficult, to achieagilts and therefore get paid. This
leads to severe cash flow problems since few C2@s bufficient working capital to
manage this (see case study of Refugee and Midustite in Paper on Public Sector
Funding)

* In his ‘think piece’ for the Commission, David Gagton highlighted the following
examples of bad funding practice where funders:

expect the funded CSO to achieve complex projeaksgeithin a period of

funded time which all involved know is not long eigh for them to be

attainable and/or to undertake a level of worksbigious that both the

applicant and the funder know it's not within tregeacity of the applicant.

do not observe full cost recovery in grants or fhegycorrect price in contracts

talk in terms of their grantees being partners) hgpose terms and conditions

which are entirely one way, without any mutual ectpgons; terms and

conditions which require the volunteer boards ofpient organisations to take

on unwise risks — while funders adopt for themsehgk averse and over

complex assessment or tendering-type procedurdsalaa apply conditions

which “add burden — not value”, that are compliafixated, focused on outputs

and not on the quality of achievement.

impose transaction costs (on themselves as welh @éisose they fund) which are
disproportionate te gtale of the funding and which use up an excessiv
amount of charitabitgablic funds

agree short term project funding in circumstanckere they know long term
operational and orgational underpinning finance is what the funded
organisation needadeked, is essential if the funder’'s own objectaesto be
realised

-not help CSOs prepare for or build up the resouneesled to survive

effectively beyond theriod of their funding.

* In his ‘think piece’ David Carrington proposed floefowing changes in funder
behaviour:

Small changes to a funder’s administrative procesl(e.g. making payments in
advance, making payments in full without any repequiring retentions,
imposing less compliance focused restrictions) B&ge transaction management
burdens, especially on smaller and financially veealkganisations, and will also
be a tangible demonstration of greater trust byfuhder in the funded.

Funders can also engage directly with funded osgdimns when reviewing their
own practice — the consumer perspective is likelgrovide especially important
learning

Funded organisations can adopt ways of working'aatationship building’ with
their funders (of all kinds) and of reporting t@th which are more transparent
and which will help with such transformation.

Both ‘sides’ can adopt a more patient and long-tapproach to what they are
trying to see achieved — and be more realistic &hod mutually determined to
identify and meet the capacity needs a CSO may toaaddress if it is to
undertake a task which both aspire to see tackled.



- Funded organisations within a single funding pragree can also collaborate
with each other and with the common funder so dlidearn from each other’s
experience.

- Organisations that provide information and guidaioc€ESOs seeking funds can
help them develop ways of preparing and commumgdthancial and
organisational plans that will assist funders thiazh to follow Joseph
Rowntree’s entreaty that funders should alwaysaristrengthen the hands of
those that do'.

* A current issue for funders, such as the Natiomdildry, is the suggestion from the
Government that their administrative costs shoeldirbited to 5%. The concern
expressed by Commission interviewees is that thigdchave perverse effects, such as
reducing the number of small grants given or makumglers less engaged. Proper
engagement by funders ensures that grants ardaseakimum effect and that they
have an impact beyond the life of the grant. Castsa means to an end and should
always be related to what the funder is tryingdbi@ve through their grant making,
whilst at the same time remaining as low as possibl

5. Increasing the effectiveness of the infrastructuréor CSOs

5.1Background
» There is currently a complex set of infrastructam@angements for the sector at national,
regional and local level, which is not always etsgavigate, variably funded and with
somewhat uneven quality and coverage. The Offic€fal Society has announced
that, as from April 2011, it will only have a maxam of 15 ‘Strategic Partners’, in place
of its current 40; funding will be reduced accoglinfrom £12.1m to £7.5m, with no
organisation receiving more than £0.5m and/or ntfwaia 25% of its income through the
programme. It is also planning to consult on impngwthe effectiveness of
infrastructure to front line organisations.
* The Annexe lists 75 different national infrastruetorganisations (or similar), most of
which currently receive government funding, undher following headings:
Generalist
- Generic
- Community sector
- Social enterprise
- Professional associations
- Volunteering
- Funding
Specialist
- Volunteering
Sub-sector
Client group
Technical support
International
» Some of these bodies have only formed over theltagears, but some have already
begun to merge. For example, Volunteering Englarttie product of a merger between
the National Centre for Volunteering, Volunteer Bl®pment England and the
Consortium on Opportunities of Volunteering in 2G0% between Student
Volunteering England in 2007.



* There are also a range of regional infrastructockds, including regional forums for
each of the English regions, and sub-regional sdig. for city regions like Greater
Manchester and for London. Much of this regionélastructure is focussed on the
‘voice’ role, rather than the support and developtmeles and has been largely
developed in response to the emergent regionalgsddttor tier (e.g. strategic health
authorities and regional development agencies) wvanted ways to engage with the
sector.

* There are also a range of local (county, distunttary) infrastructure bodies, now
described collectively by the National AssociationVoluntary and Community Action
(NAVCA) as Local Support and Development Organ@&i(LSDOSs). These include
Councils for Voluntary Service, Volunteer Bureausf@res, Rural Community
Councils, community hubs, resource centres and ratrer types of more specialist
agencies.

* The roles of all these different agencies include or more (or all) of the following:

- Voice - representing the views of their local merslie government and others

- Development- helping new initiatives develop and meganisations form

- Support — providing advice and information on theal policy environment and
on all aspects of running and managing the kindS® they work with,
including recruiting volunteers and accessing fagdi

- Coordinating — enabling local members to work thget

* These roles have an important contribution to maldeveloping the effectiveness of
the sector, but, historically, infrastructure badmave struggled to produce evidence of
their outcomes and impact on front line organiseti(see 5.2 below).

* A number of LSDOs have begun to merge or collalearatre formally, with a view to
increasing their effectiveness, achieving economiesxale and increasing their
resilience. The most recent survey carried out @gacitybuilders found that over half
of those LSDOs responding were considering or takietion in relation to a merger or
partnership and that many commissioners are supeart these developments.

Case study of collaboration — Volunteer Centres Déwyshire (VCD)

Volunteer Centres Derbyshire is the network of petelent organisations that provide
volunteer management support to front line grond3erbyshire. Coordinated by a
countywide focussed staff team that are hosted éayier volunteer centres, VCD shows
how an informal network structure can meet the sedaounty and cross-district
organisations, as well as delivering a high stash@arolunteering focussed project work
meeting both local and national agendas.

Initially funded by Capacitybuilders, VCD has besie to strengthen volunteering suppart,
raise the profile of volunteer centres locally @odnty-wide and secure additional resources
for a number of volunteering infrastructure progect

Successes include:
» Securing countywide funding to deliver projectstpport volunteering
* Promoting the Volunteer Centre Brand across thatgou
« Raising the profile of Volunteer Centres locally
* Promoted a consistent approach to service del@emyss the county
* Provided greater representation of volunteeringmmtywide bodies
» Joined up delivery of services to ensure effeatise of resources
» Gathered more robust data on the value of volumigencluding the development




of case studies

» Offered a single point of contact to statutory pers for advice and support aroun
volunteering

* Reached into different sectors, e.g. sport, enwiremt, children’s services

* Improved influence at a national and regional level

Retaining the independence of individual VCD merslexs ensured that local knowledgs
and expertise has been retained, whilst at the siameedelivered in a more consistent ang
coordinated way.

Source: Volunteering England UK submission to thading Commission, July 2010
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* Most local infrastructure organisations receiveagowment funding, as well as raising

funds from other sources and generating incomeugiranembership fees and services.

Where there has been a history of consistent imezstby local government and the

local NHS, Nava's research shows that effective OSave resulted and high scores

for the relevant national indicators have beenacd.

Case Studies of Integration

Worcester
A good example of how integration need not meas tdsdentity of the volunteer centre

into the generic brand is Worcester Volunteer Ge(annual income £247,845 in 2009). It

was originally established in 1989 as a voluntegedau to recruit and coordinate volunteg
Over the years it continued to develop and prorgotal practice in volunteer manageme
and support and later extended its role by becomi@guncil for Voluntary Service to
promote and support the voluntary sector itself.

Islington

Islington Voluntary Action Council (IVAC) and Islgton Volunteer Centre (IVC) merged
into one organisation to become stronger and tblergaeater effectiveness and support {
the work they do. IVAC and IVC decided that it wddde in the best interests of both
organisations and the people they serve to joiattay. Ivan’s mission was to promote a
thriving, effective and influential third sectorathis working to improve the quality of life
and the life chances of people in Islington. It \egseed that lvan’s work complements th

The merger took effect on 1st April 2009. In Decem®009 Islington Voluntary Action
Council (IVAC) became Voluntary Action Islingtonh@y believe that the new name and
visual identity tells people what we are aboutenpoting and supporting action by
individuals, groups and organisations in Islingtdhey say that the move to new premise
has resulted in new ways of working for the orgatiis. They are much more visible, wit
a shop front, and premises that are accessibledpl@ in the borough. The new premises
are much larger, with meeting rooms and desk sphe¢€an be used by other
organisations and volunteers too.

Source: Future Local Infrastructure Scenarios — IKAeport to the Funding Commissio|
August 2010
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5.2Issues

National and regional infrastructure is often haraliant on central government
support, whereas the majority of local infrastruetis largely funded by local
government with Capacitybuilders and the Big Lotteund funding about 10% overall;
earned income e.g. through fees from consultamrissrvices, play a relatively minor
role in most cases. Currently, one of the big @mgles for LSDOs is that they are facing
major funding cuts.

There are also a range of other agencies and thdils who support the sector,

including accountants, banks, lawyers, consultantscommunity development

workers, as well as different government agendiasrovide support, such as Business
Links and some local authority departments.

The main two (related) issues relating to ldo&lastructure bodies are the quality and
financing of their work and therefore the viabildfthe current arrangements
Research into the effectiveness of infrastructudids has not been able to produce
convincing evidence of outcomes and impact. A ie\oéresearch into the
effectiveness of LSDOs conducted by Sheffield Hhallaniversity for the Commission
concluded that there is not yet a coherent evidease for measuring their impact and
effectiveness, although they are hopeful that taeddal Survey of Third Sector
Organisations (NSTSO) will help address this. Injééava’s own analysis of the
relevant parts of this survey shows a good corogldietween the effectiveness and
organisational strength of front line organisatiansl the support they receive from
LSDOs.

In a speech on the future of capacity buildingpt&©09), Stephen Bubby, CEO of
ACEVO, suggested three principles should undetpendebate about the support the
sector needs in the future:

- Clarity about the difference between capacity bagdwhich can be delivered in
a variety of ways and on a variety of differentlespand voice (which needs to
happen at the scale at which decisions affectiagéttor will be made)

- Capacity building should be more targeted and deneshto make better use of
tighter resources

- The need to get better at demonstrating the difarevhich capacity building
makes to the effectiveness of the sector and piamtiat to those whose
continued investment is needed.

Using these three principles, Stephen Bubby arghustdcapacity building can be
delivered at a national level, whereas theesunction needs to operate at a number of
different levels. Although there is clearbppe for delivering certain types of
support through national, often web-basediices, such as NCOs’ Funding Central
website, it is very questionable as to whethe support which an emerging local
community group needs can really be provioked national organisation, as opposed to
locally based community development work@&teere is also great value in having the
voice function informed by the day to daylitess of capacity building work with front
line organisations.

In a recent speech (Jan 2010) to the Infrastrudtateonal Partnership Conference,
Stephen Dunmore, Chair of Capacitybuilders, argbhatlthere are too many under-
funded, under-capitalised, vulnerable infrastruefamoviders that are poorly placed to
maintain services at a time when there will beeasing constraints on funding from the
public purse — and suggested there was a needrfoef national investment to achieve
more appropriate and more sustainable local supp@hgements
In a recent speech (March 2010), Kevin Curley, GENAVCA has advocated the
need for an extensive programme of mergers of LSMOzarticular, he has suggested
that at shire county level all CVS’ and Rocs shawddsider merger and at metropolitan
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district level Councils for Voluntary Service (C\J&ind Volunteer Centres (VCs)
should consider merger; he also does not thinkaise for independent specialist
technical or client group support services is soatde in the present financial climate.
» Justin Davis Smith, CEO of Volunteering England jMias been advocating the need
for a modernised and rationalised VC network foueber of years. VE published its
own strategy for volunteering infrastructure (2Q0B%; ‘Building on Success’, in 2004.

Building on Success

Volunteering England and Volunteer Centres have besding on collaboration and merger
since the publication duilding on Success — a ten year strategy for the development of the
volunteering infrastructure — in 2004. This wabsaquently adopted by government as the
volunteering strand to Changeup.

Volunteering England’s work to implemetilding on Success over the last six years,
much of which was supported and funded through Cgfmuilders and Changeup, has le
to a number of specific outcomes:

|

* An evaluation by the Institute for Volunteering Rasch of the impact of the early
stages of local and regional Changeup programmdseovolunteering infrastructure
* The development of a Funding Framework for the igion of effective
volunteering support at a local level.
* The production of Check it Out, a resource for ivder Centres to assess their
impact on volunteers, organisations and the widetraunity
* An online toolkit to specifically support collabdi@ and mergers with a range of
different models. This was based on research ast@igange of Volunteer Centres
at various stages of different kinds of merger emithboration.
* The development of a robust Volunteer Centre Qualdcreditation programme
with associated branding.
* Many case studies of successful and varied modieleger and collaboration at
local, sub-regional and regional level.
The strengthening of the evidence base on Volur@eetres, principally via the Institute for
Volunteering Research’s Annual Return of Volunt€entres.

Source: Volunteering England UK submission to thading Commission, July 2010

» Building on Success proposes core functions fountalering infrastructure, which
could be delivered though a number of differentoigational arrangements, one of
which might be through a CVS, but others mighthreagh merging with local V teams
or local branches of Business in the Communityhosugh sub-regional or regional
consortia of VCs. The strategy also suggests thsbine areas, rather than having
mergers, memoranda of understanding and partneaghggments could be put in place
to ensure there is no duplication of functions.siWeould allow local infrastructure to be
tailored to local demand and needs.

* The Government’s Change Up programme, which comatemc2004 and is now run
by Capacitybuilders, has been the main fundingaitive for addressing these issues.
After a difficult start and after a change of lestigp, more recently it has been making
better progress. Matt Leach, CEO of Capacitybusideighlights the following
achievements in particular:
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Development of local consortia for nearly all caastand metropolitan areas
means that instead of destructive competition tleen®@w more joint assessment
of needs and joint planning. In some areas, su€@uasbria and
Buckinghamshire, this has led to structural change

The local consortia have provided a base from whsher government funded
programmes could be delivered quickly and effetyivEhis has been
successfully used for the Modernisation Fund voutiased programme and for
the (geographically) targeted Volunteer Managerpesgramme and could be
used further in the future

At the same time, Matt Leach is concerned aboutdbiéience of LSDOs and the need
to consider how support might best be providedctoewve consolidation and more
sustainable arrangements.

The Government’s plans for the Big Society andpiaiolic sector employees running
services themselves appear to recognise thatwikiee a need for different types of
support if the ambition of local people and empks/eaking on bigger roles in
providing local services and promoting civic adinvare going to be realised. There are
two main schools of thought as to how best to glewnd finance this support:

A supplyled approach (as at present) whereby infrastrediadies provide a
range of support services, largely paid for byoral or local government and
other funders. The main problem with this approagart from cost, is that the
services provided may not always be tuned to thicpéar needs of the CSO
wanting support. For example, business advice &an be at too general a level
A demanded approach whereby individual CSOs purchasdacasto meet
their particular needs. The main problem with #ipproach is that those CSOs
who most need support are least likely to havedseurces to pay for it.
However, the voucher system used by Capacityblfterthe Modernisation
Fund (see above) provides one way of addressisgdthhough the number of
CSOs that can be provided with vouchers in this isagoing to be necessarily
limited and there needs to be a diagnostic promessstablishing what kind of
support is actually needed, particularly for marexiperienced CSOs. At the
same time, the evidence is that the support mightdll targeted and therefore
more likely to be effective.

Case Study — Warwickshire

Warwickshire Community and Voluntary Action (WCAVAJ)ere formed in April
2008 from a merger of three district and borougbelddaCVS and two volunteer
centres, with an additional CVS joining in MarchD20 The merger, part-funded by
Capacitybuilders, has created an organisationighrabre financially sustainable
than the separate CVS and volunteer centre stauttteplaced.

They believe it has brought efficiencies withoudifg local presence. These are
described in the case study:

“The merger brought efficiency savings by centiatizback office functions, which
has reduced duplication of roles in administraad management. This has allow
WCAVA to shift staff resources from back officeftontline services.

Administrative staff freed up by the merger wasuéed internally to more frontling
posts, receiving training to ensure they had thilésgk provide support to CSOs. In
some CVS the balance between frontline and badgeodtaff had been 40:60 prior,

ed

A\)”4
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to the merger; in WCAVA the balance is now 80:28.8Aresult, some districts have
benefited from an increase in the numbers of froatstaff based in their district.”

“At least two of the district CVS were facing sersofinancial instability if they
didn’t merge, and all of the CVS had faced longrteisks to their core grant
funding. The merger has helped these CVS staltihigie finances. One of the CVS
in particular was running a £50,000 deficit on entgg WCAVA, which they were
covering using ring-fenced reserves. The mergehbhsed this CVS reduce its
overheads and increase its income, and in justdri@hm it has gone from running a

£50,000 deficit to having ‘balanced books'.

Source: Future Local Infrastructure Scenarios — IKAfeport to the Funding
Commission, August 2010

* The likelihood is that some form of mixed econorymbining these two approaches is
going to be the most appropriate whereby:

LSDOs provide basic support for smaller CSOs, idicig signposting to

relevant sources of funds and help, assisting syp#ctifying consultancy briefs
and then either helping select the right consulbamtroviding the support
themselves, as well as voice, development and gwairdn functions
Government targets support direct to those orgaarsathat have the potential
to play the bigger role envisaged for them

LSDOs also act as delivery agents for ensuring igowent funds, like the
Modernisation Fund, get straight to the front larganisations that need them
and for signposting to local consultants who caviole high quality support
LSDOs merge into more viable units within the fravoek of the consortia that
now exist. This does not necessarily mean thabaditing consortia should
merge into one organisation; this may be appropirasome areas, but in others
there may be a need for more than one LSDO. In pas#s, the consortia
provide an initial framework within which plans cba developed.

LSDOs may also wish to develop a group structutbimviwhich there is still the
scope for separate LSDOs to be based in differeaisabut under one CEO and
working to one strategic plan, with shared suppervices. This structure could
also enable specialist LSDOs, e.g. for particuli@nt groups in the equalities
sub-sector, to be part of the consortium, whilsireng independent governance
arrangements and enabling their voices to get hiadependently.

National CSOs, regional and sub-regional CSOs@issider how they might
best support local groups working in the same faadhem. One model could
involve, for example, a national children’s chagtymmissioning all the
children’s services for a particular locality, c@uting with local groups that can
reach particular client groups, helping build tregpacity where appropriate and
providing some services itself.

Although statutory agencies, such as Business Lmlay occasionally prove to be a useful
source of advice for LSDOSs, there is a strong cosise that, despite different government
initiatives over the years, they do not understanoheet the needs of CSOs. The planned
closure of Business Links now provides an oppotyuiai develop a voucher based
approach to providing business support (see papérading).
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Future Local Infrastructure Scenarios

Background
* NAVCA was commissioned by the Funding Commissioagttmate the potential savings
that might result from some of the scenarios iniK&wurley’s March 2010 speech (see
above)
Nava’'s conclusions
* There is significant merit in action being takeret@wourage discussion about mergers and
collaborations in four key areas:
- Within two-tier authorities, especially where thare a lot of small, poorly funded
organisations
- Between county organisation and rural communityncds
- Between independent volunteer centres and gengyanisations serving the same
area
- Between organisations in unitary authorities cret@te2009.
* Further work should be undertaken to map the piaiiior the integration of specialist
organisations into more generic bodies.

Source: Future Local Infrastructure Scenarios — KAMfeport to the Funding Commission,
August 2010

» At the nationalevel, similar thought needs to be given as tocWluf the national
infrastructure organisations might most usefullijjatmrate or merge.

* The future of regionabrganisations also needs to be considered, plantigibearing in
mind the future regional government arrangemenigsaged by the Coalition
Government. It seems unlikely that this tier ofastructure will survive apart from in the
most deprived regions and in the big cities. Onatier hand, regional agencies play an
important role in helping centralised national goveent departments and CSOs develop
relationships with local CSOs; it may prove veriffidilt for national bodies to do this
direct. The most likely model in many areas willfoethe LSDOs to collaborate to
provide a regional perspective and ,where apprtgria act as a regional intermediary

* The linkages between national, regional and ladahstructure also need to be better
developed, making full use of new technology

» The future of Capacitybuilders is uncertain. Howeitas likely that, if it does not survive,
responsibility for its ongoing work will be vestedanother public body or, less likely, in a
national infrastructure body

» This restructuring will require investment. In pamtar, funding will be required to help
trustees develop merger plans; provide indeperatbrite and meet one off
implementation costs. Over time, these plans shenidble services to be developed and
savings to be achieved.

6. Increasing the effectiveness of the infrastructuréor funders and for giving

6.1Background
* The main national infrastructure bodies for sugpgror advising funderare:

- The Association of Charitable Foundations (ACF)ichladvises trusts and
foundations generally

- The Association of Charitable Officers (ACO), whativises benevolent
societies

- The Association of Financial Mutuals (AFM), whictivases friendly societies

- The Community Foundation Network (CFN), which advi®mmunity
foundations
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6.2 Issues

- Charities Aid Foundation (CAF), which advises indual trust holders
- New Philanthropy Capital (NPC), which advises high worth donors.
ACF and CFN were based in the same office subsdgexplored the scope for the
two organisations to merge; this was rejected. A6& ACO now share offices; it is
expected that this will lead to closer working be#w the two organisations
The main infrastructure bodies for supporting fasing and promoting givingre:
- Philanthropy UK (part of ACF)
- The Community Foundation Network (CFN)
- The Institute for Philanthropy (Imp)
- The Citizenship Foundation (CF)
- The Institute for Fundraising (IoF)
- The Charities Aid Foundation (CAF)
The main infrastructure bodies for supporting fusdend/or supporting fundraising and
promoting givingat the local level are:
- Community Foundations
- Regional branches of the Institute of Fundraising
- Regional Funder Forums
- Range of different funding advice services
- Local Support and Development Organisations, pderty Councils for
Voluntary Service
Can'’s vision for the sustainable funding of comntyiprganisations is to
invest in the infrastructure that will alla@mmunity organisations to unlock the
potential funding that exists in their locaimmunities through developing
Localgiving.com. This invites local groups'tell their story’ on the Localgiving
website and invites local people to supguetn It thus provides an opportunity to learn
by doing and to aggregate data about tHerdiit needs and CSOs in the locality.
The Institute of Fundraising’s mission is to suggondraisers, through leadership,
representation, standard setimdj education, to deliver excellent
fundraising.
The Intelligent Funding Forum, a network of volugtand public sector funders of the
sector, convened by the Big Lottery Fund and AGIgnie of the main mechanisms for
promoting good practice in funding e.g. around onte funding, impact measurement
and monitoring

See paper on Trust and Foundations and on IndiM8wang for more discussion of the
role of Community Foundations

The issue of collaborative working or merger betwtwe different infrastructure bodies
for funders is likely to be raised again in theteom of declining resources

The Centre for Strategic Philanthropy and Civil i8gcat Duke University in the US
has published a report on Technology and the Fuatiuttee Social Sector, which
suggests that the increasing use of new technalodyhe greater sharing of data
between donors and those seeking funding could imayer implications for the future
structures of foundations and the infrastructuregwsupport them. One example is
Philanthropedia in the US, which provides a weletddew cost scaleable way of
pooling experts’ views on those CSOs making thatgist impact and, therefore, on
those that should be supported.

There are concerns that trustees and Coos areffictetly interested/engaged/aware
of fundraising and that the skills of fundraisengluding volunteer fundraisers, need
developing (see paper on Individual Giving)

NPC recommend that the Commission concentrategtéstion on three key issues:
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- The allocation of funding across sectors basedherptiority of needs and then
how effectively the money can be used

- The development of outcomes-based funding, whilsueng that the risks
involved in this type of funding are born by thagi¢h the capacity to bear it-
namely funders

- More effective monitoring by both charities anddenrs, ensuring that the
information is collected at reasonable cost areelpful for charities to
understand their work and for funders to evalulagdr tgrants.

7. Emerging Recommendations

7.1 The Commission recognises the range of differemkwmat is already taking place around the
Effectiveness theme and, in particular, endorsdssapports the work being done by :
* The Tax Reform Group on addressing the VAT and sugervices issue
* New Philanthropy Capital, Charity Evaluation Seeg@nd others on impact reporting.
This work needs to be embedded into the day tqdastice of CSOs
» Skills- Third Sector through its strategy for dehg the sector’s skills in four priority
areas
* Funders, through mechanisms like the Intelligemtdtug Forum, in developing good
practice in funding
7.2The Commission would also highlight the need toetlgy mechanisms for providing CSOs
with working capital to manage cash flow problemsulting from the payment by results
regime (see emerging recommendations in Trust$-anddations and Capitalisation and Social
Investment papers). It also supports the needtodace a code of conduct to cover
subcontracting arrangements between commerciah@a@#ons and CSOs, perhaps by applying
the Merlin Standard developed by DWP to ensure gwadtice in subcontracting
arrangements.
7.3The Commission also recommends that funders and <t8&ectors develop shared outcome
frameworks, which can be used as the ‘industrydstati for evaluation and reporting. This
would:
* Avoid CSOs reinventing wheels
* Provide a common framework for knowledge manageraedtshared learning
* Enable impact to be measured on a consistent basis
This also forms part of the Commission’s rageendation on commissioning, as part of its
paper on Public Sector Funding
7.4 However, the Commission feels the two mosent@riorities for increasing Effectiveness are
to stimulate the sector to ‘up its game’ in demmatstig, and increasing, impact and to provide
further impetus to the collaborative working andrgee process, both between individual CSOs,
and between infrastructure bodies, nationally acdlly.

RECOMMENDATION 1 — Demonstrating, and Increasing, Impact

Background

* There has been much rhetoric about the importancefdCSOs demonstrating their
impact, but not enough good practice; impact meas@ment needs to become part of
the natural way CSO do things, so that CSOs can thdearn how best to increase their
impact further

* CSOs know they should be measuring their impact, duhey need help in doing it

» Itis a mistake to seek to prescribe one particulaapproach to measurement, such as
social return on investment; different approaches W suit different types of activity
and different size CSOs.
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* Rather than each CSO reinventing the wheel in defing outcomes for its work, there
needs to be a shared approach to developing commouatcomes, measuring their
achievement (using a variety of approaches) and shiag learning through knowledge
management — wherever possible building on work adlady done in the field.

Proposal
* An Impact Measurement Fund, comprising £5m pa fothree years, financed by BIG
and other members of the Intelligent Funding Forum, should be established to:
- Build on, develop and disseminate examples of diffent types of good practice
- Help individual CSOs or groups of CSOs working in he same field, to develop
the systems and expertise to measure their impact
- Build up expertise across the sector as a whole
* One of the priorities of the Fund should be to devep a series of common frameworks
comprising outcomes for each sub-sector of the cih\dociety sector, working in
conjunction with relevant CSOs, equalities groups iad relevant umbrella bodies. Using
this outcomes framework, priority should be given ly all funders to:
- Developing a shared evidence base
- Encouraging shared learning
- Stimulating the potential of open data to produce airtual knowledge bank of
those CSO interventions that deliver the most impédc
* CSOs should also be encouraged to:
- Publish impact assessments and evaluations in thednnual Reports and
Summary Information Returns and on their websites
- Share learning with other CSOs working in the samsub-sector
- Inform supporters of all kinds about the impact ther funding has had.

Benefits All CSOs, especially those without the capacityrdhe resources to
invest in impact measurement.

RECOMMENDATION 2 — Development of Modernisation Fund Mark 2

Background

* The first Modernisation Fund (£16.5m), managed by @pacitybuilders and
Futurebuilders, provided valuable support to CSOsm exploring , facilitating and
implementing collaborative working and merger. Evabation of the Fund has been
positive. Demand for this type of support, from allsizes of CSO is likely to increase

» The present configuration of infrastructure, at thenational, regional and local level, is
unsustainable and, in places, incomplete. A conced programme of mergers and
other forms of, formalised, collaborative working s required; this needs to take
account of different local circumstances — one sizeill not fit all — as well as ensuring
the linkages between different levels of infrastruitire are more fully developed, taking
full advantage of new technology.

* A managed market model of support provides the bestay forward, comprising
supply led support, available to those who most ndet (including the smallest groups
at the grass roots), with demand-led schemes providy grants to those in particular
need of specialist support e.g. for business advicehis model should recognise the
need for specialist bodies, like equality groupsptmaintain an independent voice.
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Proposal
* A Modernisation Fund Mark 2 should be established ¥ Government
» The Fund should continue for three years and compse at least £20m pa to fund one
off support, legal costs and restructuring costs.3n of the Fund should be earmarked
for rationalising and/or restructuring national, re gional and local infrastructure and,
where necessary, bringing provision in certain areaup to minimum levels
» NCVO, NAVCA and other relevant national and regiond/sub-regional infrastructure
bodies should play a leadership role in helping remfigure the present pattern of
infrastructure through
- working with relevant government bodies and othekey funders like BIG, at
the national, regional and local level, to developn agreed infrastructure
strategy
- identifying areas where investment is required to bng provision up to
desirable standards
- encouraging infrastructure bodies to apply for suprt for developing merger
or collaborative working (e.g. shared support senges) proposals

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

Funding Commission
August 2010
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Annexe — National Infrastructure Organisations
Generalist

1 Generic

National Council for Voluntary organisations (NCVO}¥

National Association for Voluntary and Communitytido (NAVCA) *
Action with Communities in Rural England (ACRE) *

Urban Forum *

Small Charities Coalition

Charity Trustee Network *

Directory of Social Change (DoSC)

2 Community Sector

British Association of Settlements and Social Act@entres (BASSAC) *
Community Matters *

Development Trust Association (DTA) *

Community Development Foundation (CDF) *

Community Development Exchange*

Community Foundation Network (CFN) *

3. Social Enterprise

Social Enterprise Coalition (SEC) *

School for Social Entrepreneurs *

Social Firms UK *

Cooperatives UK *

Community Action Network (CAN) *
Plunkett Foundation *

Charity Retail Association

Community Interest Companies Association

4. Professional Associations

Association of Chief Executives of Voluntary orgsations (ACEVO) *
Charity Finance Directors Group (CFDG)

Institute of Fundraising (IoF) *

5. Volunteering
Timebank *
Volunteering. England *
V *

Citizenship Found. *
Reach

Primetimers

Pilotlight

6. Funding

Association of Charitable Foundations (ACF)
Association of Charity Officers (ACO)
Association of Financial Mutuals (AFM)

Institute of Fundraising (IoF) (see 4) *
Community Foundation Network (CFN) (see 2) *
Philanthropy UK (part of ACF) *
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Institute for Philanthropy

Citizenship Foundation *

Charities Aid Foundation (CAF)

Foundation for Social Improvement

Community Development Finance Association (CDFA)
Social Investment Group (convened by CAF Venturegom

Specialist

1. Volunteering
British Trust for Conservation Volunteers (BCTV) *
Community Service Volunteers (CSV) *

2. Sub Sector

Mentoring and Befriend Foundation *

CLINKS (work with offenders and their families)
Association of Medical Research Charities
Help the Hospices

Foyer Federation.

Advice Services Alliance

Voluntary Arts Network

National Federation of Housing Associations (NFHA).
National Centre for Independent Living (NCIL)
Law Centres Federation

Patients Alliance

Telephone Helplines Association

3. Client Group

Council for Ethnic Minority Voluntary organisatiof€ EMVO) *
Voice4Change *

Radar *

Lesbian, Gay, Bisexual and Transgendered Conso(u@BT) *
Womens Resource Centre *

Children England

National Council for Voluntary Youth Services (NC8Y *
YouthNet UK *

British Youth Council *

National Youth Agency *

Youth Action Net. *

Age UK

4. Technical Support

Charity Evaluation Services (CES) *

Directory of Social Change (DOSC) (see Genera)ist 1
Association of Technical Aid Centres (ACTAC)
Business in the Community (BITC)

New Philanthropy Capital (NPC)

Charity Technology Trust (CTT)

Charities Aid Foundation (CAF) (see Generalist 6)
Skills- Third Sector

Media Trust
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5. International
TS Europe Network *
British Overseas NGOs for Development (BOND) *

Key

* = organisations known to be in receipt of goveeminfunding

Funding Commission
August 2010
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