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Government Funding Challenges and Opportunities for Voluntary Organisations
Background
The Third Sector faces constricted funding for the period from 2010 onwards. The emergency budget has cut £332m in the block grant to Scotland for the year 2010-11, and while this cut has been deferred to year 2011-12 it will still result in a significant reduction in funding. While a substantial reduction in public funding has been anticipated for some time the election of a Conservative-led government is expected to accelerate these reductions. This is dealt with in more detail by Paper 7 the “UK Coalition Update“. The sector now depends on government for 42% of its funding. This proportion, however, varies significantly across sub-sectors and between individual organisations. 
Dr Andrew Goudie, the Scottish Government’s Chief Economic Adviser suggests the contraction of public budgets is expected to be somewhere in the order of 20% across the return to current levels of public expenditure may take another 10-15 years. The impact may be even greater on the voluntary sector if central and local government seeks to protect in-house expenditure. The Barnett formula means that the Scottish government will have to cut budgets by a similar quantum. It does, however, have discretion over how this money is spent and prioritised.
If the Scottish Government chooses to follow the pattern of cuts at Westminster, this may be problematic for the voluntary sector. Proposals such as the above-inflation rises assured for the NHS in the coalition agreement are likely to exacerbate any cuts to the sector – and everywhere else across Government - as the NHS budget is almost wholly spent on primary and acute care, provided by NHS Trusts. 

The indication that the coalition will introduce the recommendations of the Calman Commission, gives the Scottish Parliament more room to supplement the Scottish block grant through higher taxes if it decides to. There is, however, little indication of a timescale for the introduction of these new powers for the Scottish Parliament.
The reformulation of the relationship between local and national government also gives an opportunity to promote new ideas. Could we, for example, persuade local authorities to produce a “Third Sector Funding Strategy,” putting in place arrangements for funding the local third sector?
Whilst the Joint Statement on the Relationship Between Local Government and the Third Sector secured agreement on a number of important funding issues, compliance has been mixed. Grant funded groups are thought most at risk. 
National government funding
Central government funds such as the Climate Challenge Fund, the Scottish Investment Fund and Third Sector Enterprise Fund have proved useful for many Third Sector organisations.
 In some cases these funds have been timely and effective. In other cases there has been room for learning and improvement. But in either case, having a substantial element of central government funding has proved valuable to our sector and there is a real risk that these budgets will be early targets for cuts. The sector may wish to campaign for further development of national government funding, particularly where they have a strategic impact on the development and sustainability of the sector. 

Prevention

We believe that the third sector can deliver very effective preventative services to government. There is a strong case for government to direct funding towards prevention initiatives which can reduce the cost burden on the public sector. There are a variety of projects in the third sector that could benefit from a strategy to upscale and replicate successful preventative programmes. 
Government can promote preventative approaches by ensuring that separation of budgets is not a barrier to savings. This is dealt with under Total Place, below. This will allow more intelligent funding of services. 
While the third sector is also an effective provider of acute services, there is an opportunity to promote the sector’s role in tackling current social and budgetary problems. This is a strategic imperative that must be harnessed. 
There may be need to seek a national realignment of health and social care funding in order to generate substantial savings, and an alignment of this with welfare and benefits. We are also expecting some movement to individualised budgets to increase choice for service users. This is in line with a commitment to personalisation which is now being presented as the ‘self-directed support’ agenda.

Contract funding

The squeeze in resources available to local government, in particular, is likely to increase the scale of contracts offered by local government as it seeks to reduce the cost of services through competitive tendering. This is, of course, likely to impact voluntary sector organisations adversely. We have argued that the focus of contracting must be on providing effective services, with as high a degree of personalisation as possible. We have also argued that voluntary sector providers can provide high quality, personalised services in a way that ensures less waste and lower life-cycle costs to the public purse. It is therefore important that the voluntary sector seeks to demonstrate and advocate quality and personalisation. 

The large scale tendering out of services as a strategy to reduce costs may also bring additional challenges as staff transfers through TUPE (Protection of Employment rules) would be very substantial. It is unlikely that any voluntary organisation would be able to meet the commitment in Section 53 of the Local Government (Scotland) Act, 2003 to match the employment and pension conditions of local authority workers. However, there needs to be further consideration about how devolving procurement budgets through personalisation to service users may change this.
There has been a pause in the race to competitive tendering of care by local authorities since the Edinburgh Social Care tendering process was abandoned in early 2010. This may be because they are awaiting the forthcoming guidance from the Joint Improvement Team on Health and Social Care. It may also be because Local Authorities are concerned about the implications of the Deloitte report suggesting the Edinburgh process had flaws. 

Personalisation and budget holding offers opportunities to improve the standard of care, user satisfaction and to deliver efficiencies by better tailoring services to user need. The third sector should promote this approach for users and service commissioners. 
Grant funding
There has been a noticeable diminution in the proportion of funding coming to the sector in the form of public sector grants. In 2006, 24% of third sector funding came from public sector grants equivalent to £930m. In 2009, 19% or £840m came from public sector grants. This is a reduction of around £90m. In 2006, grants were 57% of public sector funding. In 2009, grants were a smaller proportion; 45% of public sector funding. 
Therefore the ratio of public grants:contracts has significantly shifted in favour of contracts. We believe that a major driver for this is a conversion of grant funding programmes to contracts in funding settlements from Local Authorities. While contracts and SLAs are sometimes the most appropriate mechanism for funding, this is not always the case. Grants are often the best way to fund small organisations, or discrete projects. Protecting a stream of grant funding for smaller projects and services in particular will be an important objective when influencing local authorities.

Total Place

‘Total Place’ has been the initiative being championed in England by the UK Department for Communities and Local Government. It involves the alignment of the complete government spending in a given Local Authority area against particular agreed objectives. This aims to bring together funding from Health, Enterprise and other sources with the Local Authority’s spend to ensure maximum impact. The new Leader of Glasgow Council, Gordon Matheson has indicated that he is interested in introducing this approach to Scotland. 

Social Impact Bonds

Social Impact Bonds present a new possible vehicle for investment in the third sector. Taking an offender rehabilitation project as an example, investment would be sought to fund activities reducing re-offending.  Were these activities successful investors would share in the savings generated by Government by lower recidivism rates and reduced levels of imprisonment. Government pays the investor.
It is envisaged that most SIBs would be used to fund early intervention projects. They function by tying investor return to savings in service provision generated by the organisation in receipt of the investment. They are more similar in form to equity investments than conventional bonds, and have no specified return.  

A pilot scheme working with short term prisoners from Peterborough Prison, supported by the Big Lottery Fund begins in summer 2010. It will only yield a return if re-offending rates are reduced by 7.5%.

We must insure that the benefits from SIBs are shared third sector organisations – as well as investors - and that the risks do not fall entirely on the Third Sector. 

Recommendations to Policy Committee
1. The sector should engage in an influencing strategy with the aim of promoting better funding relationships – we should consider the role for ‘new’ approaches such as “Total Place” and “social impact bonds” as part of this;
2. Central to this strategy should be evolution of important Scottish Government funds, the promotion of individualised budgets for service users and the protection of grant funding streams;

3. Push for a Scottish Government-led strategic project to align social care, health and welfare spending;
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� Scottish Government has just completed an evaluation of its Third Sector funds. SCVO was represented on the evaluation steering group.
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