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NOTES FROM ADVISORY GROUP ON FUNDING DISCUSSION EVENT

FOR FUNDED ORGANISATIONS – WED17JUN09

ON behalf of the Edinburgh Compact Partnership, in line with its City Funding Strategy, the Compact’s Advisory Group on Funding convened a meeting of representatives of funded voluntary organisations at Stockbridge House on Wednesday 17th June 2009.

Dr Kris von Wald was engaged to facilitate the discussion, the meeting was chaired by Harriet Eadie (Chair of the Compact Partnership,) and over 40 people attended, from 35 different organisations.
The stated purpose of the event was to gather views to feed into the further development of the Compact’s City Funding Strategy. The Compact’s Advisory Group on Funding hoped to gather views on three cross-cutting issues of concern to Compact Partners – Full Cost Recovery, Reserves, and Financial Sustainability. Using a range of engaging techniques, participants were encouraged to share their views openly in small groups, then came together to comment on others’ thoughts and to build consensus.
The questions groups considered were as follows:
· Full Cost Recovery:

· In what cases is Full Cost Recovery appropriate?

· How does your organisation account for funded overheads?

· What can be done to clarify allocations across funders?

· What about parity of costs with other public sector providers?

· What might be the impacts on the social fabric of the city if all funding moves to FCR?
· Reserves:

· In what way do reserves and reserves policies factor into your funding applications?

· Can any portion of project-based funding be used to build reserves?

· Might an outcomes approach to funding allow organisations more freedom to build up reserves?

· In what ways can community and voluntary organisations build their reserves?  

· How can funding bodies address reserves in their funding policies?

· Financial Sustainability:

· What is your organisation’s experience with different funders’ positions on inflationary uplifts?  How does inflation factor into fundraising decisions of third sector organisations?
· How do you take into account the implications of changes in funders’ aims and objectives?

· In what ways does your organisation address the impacts of financial sustainability in your funding?
Points captured from the small group discussions and from ‘sticky notes’ on flip-charts (which may be more cryptic) were as follows:
· Full Cost Recovery:

· Both sides (funders and funded organisations) must work together with honesty and integrity to establish guidelines and best practice, including what ‘overheads’ are reasonable/realistic.
· Standardised funding application forms, or at least a set of standard templates, would make fundraising more efficient.
· Both funders and funded organisations need to agree meaningful ways of measuring the impacts (both intended and unintended) of funded activities (possibly borrowing from a Social Return on Investment approach.)

· Full Cost Recovery may be an approach better suited to the Social Enterprise model. In a sense, using this language ‘fudges’ the issue of how locally relevant service delivery by voluntary organisations will continue to need to be funded – ideally through a grant-aided process.

· Partners need to ‘walk the walk,’ as well as ‘talking the talk.’ The current emphasis on commissioning (sometimes used as a proxy for competitive tendering) represents a (mistaken) belief that a ‘market approach’ yields better quality services.
· Worth taking this issue back to ‘fundamental principles,’ asking whether or not there is a level playing field, or a shared agenda. If funders and funded organisations are coming at ‘need’ from opposite ends, then this is only a problem if we don’t meet in the middle.

· The Third Sector needs to re-assert its ‘professionalism’ in ‘making a difference,’ resisting the empty corporate mantra of ‘the business model.’

· Reserves:

· Only unrestricted funds can be applied to organisational reserves.
· Good practice suggests that organisations should hold three months’ operating costs as reserves – in a crisis these may have to be used for ‘wind-up costs.’
· The issue of ‘reserves’ links closely to the issue of ‘financial sustainability.’ An organisation without reserves to fall back on in times of crisis or during transitional periods will not be financially sustainable.
· Organisations will need to find an appropriate balance between different funding sources in building up reserves.

· In a recession, some organisations may be forced to use reserves when they would rather not, potentially adding to their vulnerability in an uncertain time.
· If funded organisations were assured that any potential redundancy (or other ‘wind-up’) costs would be met by a funder, that might lessen their need to build up reserves.

· If any funded organisation generates a ‘surplus,’ it should be able to demonstrate to funders what added value having that surplus will deliver.

· If a funded organisation has built up reserves, that is a mark of that organisation taking a prudent approach. It should not be penalised for this prudence.

· EVOC, the Compact, SCVO and OSCR need to help in establishing universally acceptable standards for building up reserves. The third sector needs to stand together on this issue.
· Whenever funded organisations use up their reserves (for example to bridge a funding gap, or because funders won’t fund core costs) they are, effectively, subsidising service delivery – a regressive approach.

· If funders are keen to adopt an outcomes approach, they should invest the time in supporting funded organisations to map the impacts of their services on desired outcomes.

· An independently funded external evaluation mapping outputs against outcomes should take place, and that learning should be shared across the evaluated organisation, and best practice could be shared with other funded organisations.

· Funders have a duty to act with integrity and consistency, and only on the basis of reliable evidence.

· Financial Sustainability:

· Even when services being funded are not the statutory duty of funders, both funders and funded organisations have a moral duty to work towards future financial sustainability.

· When funders intend to ‘disinvest’ from a service a planned gradual reduction (tapering) of funding would be more helpful than a sudden withdrawal of funding support.
· When services being funded are statutory, funders need to account for inflationary increases.
· A robust and transparent review of the right of discretion when commissioning services is needed – for example there may be little or no benefit in adopting a competitive tendering approach to funding a relatively small, specialised piece of work where a funded organisation is already delivering effectively.
· Funded organisations will sometimes develop a specialist expertise and can become quite focused on their niche. This can make them vulnerable if and when ‘funding fashion’ changes. Generally, larger funded organisations can withstand such changes in the external environment, while smaller organisations can be vulnerable (although they may deliver a vital service on a small scale.)
· The Scottish Government’s ‘Localism’ agenda could support greater financial sustainability, but just how the current recession will impact on the drive to devolve more decision-making to the local level remains to be seen.

· Only if Third Sector organisations meaningfully participate in the Local Authority’s budget setting processes will funded organisations be able to achieve financial sustainability. At the moment there is a ‘missing link’ between decision-makers or commissioning officers and the people who need the service. The Third Sector could help bridge this gap. Commissioning officers should spend time with service delivering organisations making direct contact with service users.
· From the perspective of Third Sector organisations, they will only become financially sustainable if they have the resources to build capacity to bid for contracts, or to engage with partnership structures.

· Ultimately, service decisions must be needs-led rather than funding-led. Grass-roots organisations can be innovative and responsive to local need, understanding local circumstances in a way that city-level or national funders simply can not.

· All Partners need to get better at tracking all the impacts of funding decisions – current reductions in services (eg – with the change from CRF to FSF) should be captured.

· The Local Authority must be clear about what outcomes it intends to fund (possibly as outlined in a Single Outcome Agreement,) and the Third Sector must provide more effective and accurate outcome monitoring reports.

· Greater clarity on what funders ‘may’ and ‘may not’ do would be helpful. EVOC may have a role in communicating between funders and service delivering organisations.

· An ‘EVOC Collective’ could manage some funds for distribution to appropriate organisations – along the lines of pilot programmes in England.

· What the Third Sector wants to communicate to Funders:

· Commissioning/Competitive Tendering – Don’t Do It! There is no evidence that this market-based approach delivers improved outcomes for communities/service users.

· Compact Partnership should lead on exploring alternative service delivery and funding models.

· All Partners need to work together to avoid the silo mentality, passing costs on to other agencies. Need to capture the impacts of one funder’s funding decisions/policies on other agencies and funders (eg. Local Authority ‘saving’ money by reducing funding for ‘low-level care’ for elderly people adds to the pressure on the Health Service; or reducing funding for community capacity building initiatives could add to pressure on community safety services.)

· The views of service users must inform service design – the co-commissioning approach demonstrably yields better outcomes.

· Driven by funding imperatives the ‘voluntary sector’ is changing. There is a drive towards supporting fewer, larger organisations, which may yield (short-term) savings, but could damage social capital/social fabric in the long term.
· Third Sector needs to be proactive in providing solutions. We need to find the ‘right’ balance between working in partnership and maintaining our unique characteristics.

· Compact Partnership needs to use the window of opportunity presented by the current recession to reconsider basic principles and find middle ground between competing interests.

