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1. Introduction

1.1 NCVO is the largest general membership body for charities and voluntary organisations in England.  Established in 1919, NCVO gives voice to over 5,400 organisations.  Over three thousand of our members are local organisations, and over one third (35%) of our members have an income of less than £100,000.  NCVO champions voluntary action and our vision is of a society in which people are inspired to make a positive difference to their communities.  A vibrant voluntary and community sector deserves a strong voice and the best support.  NCVO works to provide that support and voice.
1.2 The reform of public services has been high on the public policy agenda, and both the voluntary and community sector (VCS) and the public sector want to see a genuine transformation of public services that puts the needs of citizens and communities at the heart of service delivery.  
1.3 In December 2007 the Department of Health published its consultation document, Strategic review of Department of Health funding of third sector organisations.  NCVO welcomes the opportunity to respond to this consultation.  Our response addresses:

· Overview: the overarching considerations that DH will need to take into account to transform its funding of VCOs;

· Background: the evidence that informs this consultation response;
· DH’s role: the areas that it will need to define in order to improve its funding mechanisms;
· Conclusion.

1.4 If you wish to discuss any of the points made in this response, please contact louisa.darian@ncvo-vol.org.uk, Tel: 020 7520 2475.
2. Overview

2.1 To achieve a true transformation of the Department of Health’s funding of the voluntary and community sector, government needs to be clear what value it is seeking for a particular service to meet users’ needs, and which potential VCOs are best able to provide that value.  
2.2 Therefore as a funder it is important that DH sets out at the start of its funding process an expectation that users will inform the delivery of a service so that service providers can demonstrate how they listen and respond to their users.  Equally, VCOs should be careful to communicate their full value by selecting information that is relevant to their funding.  For both DH and VCOs it would be useful to consult NCVO’s True Colours guide, which gives advice on how to think about communicating value in a meaningful way.

2.3 What ever funding method it chooses to adopt, it is essential that DH supports the reason for working with the sector in the first place.  It needs to ensure good service delivery by setting out clear specifications and commissioning processes so that small, local and specialist VCOs are able to compete for funding.  This means that the funding method will need to be properly negotiated and managed with individual organisations.  

3. Background
3.1 This response to DH’s strategic review of funding of voluntary and community sector draws on evidence from the following reports to reinforce our central tenet, that the right funding mechanisms are necessary to translate high level priorities into outcome based solutions that will enable VCOs to deliver effective public services:
· In 2002 HM Treasury conducted a cross-cutting review of the VCS, which identified several important and commonplace weaknesses in funding processes and made recommendations for improvement.

· In 2005 the National Audit Office (NAO) examined the progress made by departments and other government funders, in implementing the recommendations relating to funding practice in the 2002 Treasury review.

· Also in 2005, NCVO was commissioned by the NAO to research the experience of the VCS to help inform it review.  Its report endorsed the recommendations the NAO had made to government, but also made separate recommendations for the VCS. 

· In response to the NAO’s report, in 2006 the government published Partnership in public services: an action plan for third sector involvement.  This plan aims to remove barriers to third sector organisations who want to become involved in delivering and designing public services.

4. The Department of Health’s role
Building a relationship with the VCS
4.1 We recognise that DH play a leadership role in transforming public services, but this leadership needs to be accompanied by a willingness to engage effectively in partnership to ensure that the needs of citizens and communities are met.  One of the benefits of funding VCOs is that they are able to reach out to some of the most marginalised individuals and communities.  This is why DH’s strategic framework should be driven by the need to resolve key stumbling blocks and commonplace weaknesses in its existing funding process to ensure it can meet the requirements of individuals, communities and groups at local level. 
4.2 Section 2 of the consultation paper sets out a strategic vision for future DH investment of the third sector.  We support the range of functions outlined in this new approach.  However, we consider that DH should define a set of strategic activities and then assign strategic partners to facilitate their delivery.  At the local level, strategic partnerships are helping to encourage wider community involvement in developing and delivering a vision for a genuinely sustainable community.  A similar approach to local strategic partners could help DH deliver its priorities.  But such an approach will also need to ensure that it takes into account that many areas of health care require specialist expertise.  There is a danger that DH will focus on a few national strategic partners that will contribute to policy development; but what is needed is a wide range of partners, with some that perform this overarching strategic role and others that are able to provide specialist expertise.
4.3 Section 2 of the consultation paper states that although the Social Enterprise Investment Fund is not part of the consultation, DH’s objective is to encourage the development of the social enterprise sector through start-up funding, sustained business support and longer-term investment to the sector.  We welcome DH’s efforts to create new opportunities for social enterprise.  However social enterprise activity is not restricted to one organisation type.  There are numerous VCOs that also undertake ‘socially enterprising’ activities.  Therefore DH should support a full range of ‘socially enterprising’ organisations to apply for funding.
4.4 We welcome DH’s recognition that the Compact will play a role in its strategic vision for VCS funding.  To ensure full commitment to the Compact, DH should make VCOs aware that it is committed to the delivery of the Compact principles in practice, and that it will strive to improve the working relationship for mutual benefit and for the benefit of citizens and communities it works with.  In particular, DH should make explicit reference to the Compact Code of Good Practice on funding and procurement, as a means of creating stability and certainty in the funding relationship.
Defining the right funding mechanisms
4.5 Funding for the VCS is beset by inconsistent practice and confusion over when to use different funding methods.  It is encouraging to see in Section 2 of the consultation paper that DH has adopted the concepts of ‘shopping’ for procuring services and ‘investing’ for building capacity in the sector.  The ‘shopping’ approach to funding implies a need for a tightly-specified contract and procurement processes, while ‘investing’ and ‘giving’ approaches are closer to conventional grant-making.  Adoption of all these approaches will help DH to assign the most appropriate type of funding arrangement for individual organisations.
4.6 The NAO has found that ‘there is little settled practice on whether to use grants or contracts, and both funding models are often inappropriately used.’
  And despite the adoption of shopping and investing approaches outlined above, we are very concerned that DH’s strategy appears to favour contract-type funding arrangements over grants.  DH needs to recognise that both grants and contracts have their merits for particular sizes and types of organisations and for particular activities.  It should therefore adopt a more sophisticated approach to understanding which outcomes it is seeking to achieve, and to then determine the most appropriate delivery organisation and funding mechanism.
4.7 NCVO draws DH’s attention to the NAO’s decision support tool (DST), which is a web-based tool that provides practical support for real-life decisions about the design of appropriate funding models.  This tool is built to help funders to construct and modify their funding programmes to ensure that they achieve their objectives and comply with the Government’s principles of better VCS funding.  DST has four stages, beginning with the policy intent (the objective you want to achieve), followed by strategic decisions about the design of the programme, tactical decisions and concluding with implementation.  DST can be accessed through the following web site: www.nao.org.uk/guidance/better_funding/index.htm
4.8 Although both the VCS and DH have a responsibility to improve their knowledge about different funding mechanisms, the latter should take overall responsibility to find out about the aims and objectives of VCOs before assigning an appropriate funding method.  This is because VCOs have the potential to play three different, and equally important, roles in the reform of public services:

· Identifying service need, as a result of gaps in provision, or poorly designed or delivered services;

· Helping to design solutions to meet a need; and 

· Delivering services.

4.9 Whilst some VCOs will want to contribute to all three roles set out in 4.9, there are others that will focus on one or two.  The point is that if DH does not allow VCOs to be involved in service definition and design, then the scope of service transformation could be limited.  The overall aim for DH should be to encourage and support VCOs of all sizes to engage in the process of public service reform, and not design and commission services which effectively exclude smaller or more specialist organisations.
Embedding sustainability within the funding process
4.10 Section 3 of the consultation paper outlines a set of strategic principles that DH believes would increase coherence, impact and value for money.  We agree that these are the right principles to enshrine in future funding mechanisms to ensure that the processes are fit for purpose.  However, these principles will only remain relevant if there is sustainability and security of investment.  Both the 2002 Treasury Review and the NAO found that annual funding causes unnecessary costs to funders and the VCS, making it difficult to provide continuity of service as some organisations are forced to divert away from their core duties to concentrate on funding issues.
4.11 DH should develop a more sophisticated understanding of how public services needs can be met and delivered, and ensure that funding processes, and the availability of funding properly reflects the sector’s outcomes.  It is encouraging to see that DH is making efforts to embrace the following four key areas of the 2006 public services action plan in order to achieve this aim, but it will need to ensure its funding mechanism is based on outcomes rather than processes in order to put these principles into practice:
· Commissioning: improving the commissioning process for service providers and public funders;
· Procurement: ensuring that contracting and procurement processes are fair and proportionate;
· Learning from the third sector: supporting innovation in the sector;
· Accountability: helping the sector to hold services to account.

4.12 In Section 5 of the consultation paper, DH has expressed a need to focus on supporting innovation, excellence and service development.  Whilst there may be instances where short-term funding allows for more innovation or for the best use of available resources, DH needs to have a clear understanding of which projects and activities are suitable for short-term funding and which depend on sustainable longer-term funding to be effective.  Therefore DH should make it a principle that a minimum of three-years is the norm for longer-term funding.
4.13 At the end of the day it is for individual VCOs to decide whether or not to bid for particular contracts or grant programmes.  However, greater transparency as to the reasons why particular funding periods have been applied and flexibility to negotiate funding terms will enable organisations to judge whether it is in the interests of their users and their organisations to pursue funding from DH. 
Managing the application process

4.14 Many VCOs, particularly smaller organisations, lack experience in negotiating contracts, and applying for funding.  There is therefore a risk that DH will fund those VCOs that are good at making applications rather than those best placed to deliver services.  If future funding investment is to support innovation and excellence, the application process should be simplified to enable and encourage a wider variety of applications.  This will enable VCOs the opportunity to demonstrate how their service, or a particular aspect of it, delivers DH’s priorities in meeting the needs of its users.  It can also be seen as a positive shift away from funding that is driven by process to one that is outcome based.
5. Conclusion
5.1 DH needs to make clear what it wants to achieve by working with the sector. To do this, it will need to properly understand what benefits the sector can bring.  Once service needs have been properly identified, the issue of better funding processes come into play.  This includes funding the full cost of providing a properly defined service, ensuring that risk is fairly shared, providing longer-term funding where appropriate and ensuring that monitoring requirements are proportionate.  In this way, DH can make serious headway to achieving a real transformation in public services.
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