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The community and voluntary sector has seen major cuts to its funding in
recent years. LVSC’s Big Squeeze survey from 2011 showed how Londoners
and the VCS services they use have been hit harder than ever. For example:
81% said the demand for their services had increased in 2010-2011
51% closed services in 2010-11
54% expected more services to close in 2011-12
77% expected public sector funding of their organisation to decrease in
2011-12, with those giving a figure expecting a median 31-40% cut
97% said the economic climate had a negative impact on their clients
in 2010-11
The Government says it wants to accelerate the growth of the social
investment markets in order to open up new sources of funding for charities
and social enterprises. This would enable them to a play a bigger role in
strengthening communities and in the delivery of better public services.

A whole new language has sprung up in recent years and is gathering
momentum,

with

organisations and

processes

now

including

social

investment, social ventures, social impact, charity bonds and SROIs. In
addition, in recent months, we have seen the launch of major funding streams
designed to support the development of the Social Investment market, and
particularly social ventures in taking advantage of the opening up of public
services that includes the new Community Right to Challenge and to bid.
Thus far, these funding streams include:
: as a wholesaler, will invest in social investment
intermediaries
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: supporting social ventures
in building their capacity to be able to receive investment and bid for
public service contracts
: supports voluntary
organisations in taking over the running of public services and assets in
their communities
: provides bespoke packages
of support for fledgling public service mutual
: this uses a Social Investment approach to
deliver Payment by Results interventions for the improvement of
employment prospects for young people

In response to the increasing numbers of organisations raising questions
about social investment, LVSC’s Your Voice, Your City programme hosted
“Social investment – a new route to funding?” in partnership with London
Funders and Locality. The seminar sought to discuss and possibly answer
the following questions.
What is social investment? What could it offer the voluntary sector?
Who is doing the lending?
What are lenders like Charity Bank and SIB looking for when they lend
to social ventures?
What skills and structures are needed to access funding from social
investors?
Is a charitable structure suitable or is a different mechanism, such as
CIC, needed?

Chief Executive of Commonweal Housing Ashley Horsey said that as a new
route to funding, social investment means different things to different people.
In his work at Commonweal, the definition and application of social investment
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is something he has struggled with during the past three years. Commonweal
is about to embark on a new social investment partnership with a number of
different investors, so not only is his organisation’s path a story that is still
being told, but the entire area of social investment is still being defined and
structured.
I can see people thinking through the gaps in this area, from the point of view
of both small and large organisations. There is a lot to clarify, and this work is
encouraging, knowing that the requirements of both parties, the lenders and
the VCS, are being considered, even sometimes together, as we have heard
today.
“I hope we all take away something useful from this morning and
organisations such as LVSC and London Funders are able to continue to
signpost the rest of the sector to the all-important resources and information
needed to make sense of what is an interesting and exciting, albeit, very
complicated, new way of working.”

The availability of funds has grown over the past decade, but the size of the
social investment market is far lower (£165 million) than it could/should be (£1
billion). Investment-readiness is a hindrance to the market’s development,
and this has been recognised with the growth in availability of capacity
building

funds.

The

Government’s

preferred

Payment

by

Results

mechanisms have resulted in a massive need for social impact bonds.
Overall, the Government has shown a lot of interest, but without making
substantial amounts of funding available. The Social Value Act is an exciting
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idea, but is not a strong piece of legislation.

Of most importance is the

commissioning process; that is what will drive the social investment market. If
the government doesn’t enter into contracts with the VCS that work, social
investment simply won’t happen.
The reaction from private investors has been mixed, with the process
hindered by a lack of expertise on both sides, including the lack of readymade infrastructures to invest in. However, the lack of pricing mechanism for
risk is increasing the number of ‘venture philanthropy’-types who are
interested in the market.
From the VCS side, charities appear to view themselves as more investmentready than do the investors, and the most common amount of funding sought
is quite low (£10-100k), an amount which is not generally addressed by the
available funds.
Overall, it appears as if the numbers of opportunities are increasing. The
amount of capital that is available is increasing, as is the pressure on the
Government to spend anything that is available. Additionally, the charitable
sector appears to be getting very savvy about collaboration.

The main

challenges appear to be knowing where to go to find relevant information and
processes and the lack of independent advice and support – something
needed by both sides of the market.

The Social Investment Business Group manages nearly £400 million of
investment that aims to deliver a blended return of social impact and financial
return, something the Group recognises as a difficult achievement that takes
time. To that end, the average length of their loan term is 10 years.
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The Group offers a mix of funding, from grants for organisations trying to
scale up to become investment ready to loans in a range of different
programmes. One of the most important aspects of a successful application
for funding is proof of the appropriate mix of skills for delivery of the
programme or project requesting funding. Also, while the Group uses the five
points below in identifying a good investment, it acknowledges that
organisations who do not tick all the boxes must at least be able to identify,
and have plans in place to strengthen, any weaknesses.
1. A clear proposal
2. Good internal governance
3. Business planning capabilities
4. Good organisational financial health
5. Social impact
Alt Valley Community Trust and Hebden Bridge Community Association are
two examples of success stories, with Alt Valley showcasing the benefits of
community ownership, having increased the usage of local spaces such as
libraries. Over the years, the Group has built long-term relationships with
organisations such as these and counts that as an important aspect of any
investment.

Charity Bank was set-up initially due to the increasing number of loan
requests from charities who were unable to access such finance from the
main banks. Charity Bank offers a range of savings accounts. The funds
deposited in these accounts are used to make loans to charities, community
organisations and social enterprises.
The Bank saw a surge in interest in its work immediately following the
financial crisis, and their loans can be used for a wide variety of purposes.
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Usefully, there are no early repayment penalties unless an organisation
refinances with another financial institution within the first two years of
drawing the loan.
An important part of the Bank’s work is its relationships with clients. Charity
Bank meets all applicants and may spend years working with a client until the
organisation is ready for loan finance. Preparation is essential to the process
of submitting a successful loan application as is the importance of
understanding the implications of any loan conditions.

Intentions are good, but there are sizeable gaps in the social investment
market that need to be addressed. For example, the Investment and Contract
Readiness Fund lends at commercial rates which can be difficult for VCS
organisations to repay. Locality applies to this fund on behalf of social
ventures, so understanding the criteria for high growth is essential to a
successful application. Locality recommends this fund for asset development.
For those organisations not yet at the high growth stage, the Social Incubator
Fund provides intensive support. Funding is awarded as a grant, and if the
organisation is successful, the grant will eventually be repaid as the
organisation begins to access more investment.
There is funding available, and it can take a lot of work to access it. Locality
recommends that organisations don’t just focus on the huge numbers and
results, but uses their nous, knowledge and skills to look at small and creative
solutions and projects because who knows what could happen once
something is a success.

9

The National Council for Voluntary Youth Services is an infrastructure body
with more than 280 member organisations working with and for young people.
NCVYS recently were chosen to chair the DfE’s Catalyst consortium that is
working to deliver three objectives in two years.
1. Strengthen the youth sector market
2. Develop the workforce
3. Equip the sector for partnership working with the government
What NCVYS has found so far in this work is that the sector is under
increasing financial and performance pressure, and that these organisations
need support in establishing new business models and demonstrating impact.
The four main challenges faced by the sector are understanding; capability;
capacity; and security. It has taken quite some time for many organisations to
realise that social investment is not revenue.

Bootstrap is a small social enterprise in Dalston that helps get individuals into
employment and small businesses develop. The company manages two and
a half buildings and provides social capital by bringing young, unemployed
people into those buildings and getting them involved in as much as possible.
Right now, Bootstrap has 450 tenants and is adding flexible work spaces.
There is a lot of activity within the company right now as it has finally reached
a point of financial wellbeing that is allowing it to expand and think longer
term. The role of the company’s trustees and board were essential in helping
overcome various hurdles. Adventure Capital Fund helped Bootstrap create
an income stream from its print company, and other income streams are
currently being grown or are in development.
The company is planning to use financial surpluses to set up and expand its
training programme, with a focus on financial training for businesses.
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Additionally, the company will be looking at ways it can help successful
businesses move out of the Bootstrap buildings and into the wider community
in order to exponentially expand the network of influence and positive social
change the company and its tenants can create.

The percentage of VCS organisations that do not provide a public service are
mostly businesses, and investors like businesses, but there are questions
around the line and relationship between profit and social benefit.
New Philanthropy Capital recently held an event where businesses discussed
getting involved in social investment; many of the attending board members
wanted to get involved in social investment, but found barriers within their
organisations lower down the management chain.

Always get legal advice; a structure

work for you, but it would be useful

to have a conversation about this with potential investors.

The Community Rights Grants programme can provide grants to develop and
formalise consortia. The programme is managed by the Social Investment
Business Group.
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When building a consortia, is can be useful to network now with the intention
of bidding for contracts and funding further down the road. And always think
big – commissioners may be looking at a far broader picture than the
consortia understands, so it is worth taking the time to consider in full what is
being developed.
New Philanthropy Capital and LVSC are two organisations that have done
work on mergers and collaboration and are already looking beyond the
research and initial reports at finding ways to provide additional support.

The investment panel for the Investment and Contract Readiness Fund which
is run by SIB is made up of social investors and chaired by Big Society Capital
which means that they are actively involved in identifying what is investment
ready. But the broad principles of investment readiness and when an
organisation is investment ready is a decision for individual investors and
what their priorities are. In general the most important thing for organisations
to do is the preparatory work and to seek advice on becoming investment
ready.

As there is no off-the-shelf structure for this type of investment, it would be
difficult; saying that, there is some interest. Social Impact Bonds may be
picking up some of these types of ideas and projects, but Social Impact Bonds
themselves can be difficult to understand.
Also, interest rates are hazy because no one is clear on the relationship
between financial return and social return and thus the associated risk. This in
itself could be an opportunity for organisations to help shape the support that
is available.
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Models that allow for equity, such as CiC and providence societies, seem to
be the most useful. Organisations definitely need to think beyond the
traditional board structure.
There is some unease with the Big Society Capital due to the lack of agreed
definition of social enterprise. As the definition changes, there is the danger
that financial profit could be construed as having a social impact, with the
worst-case scenario being that KPMG is suddenly considered a social
enterprise.
Bridges Ventures is an interesting case because they have invested in equity.
If organisations look at the processes for financial return (particularly that of
traditional businesses – grow the business and then sell it for a profit), it could
be really interesting to investors to see joint ventures between social
enterprises and companies limited by guarantee. The joint venture could sell
shares, grow the business and then sell for a profit. This hasn’t been done
before, but it is a distinct possibility. Many charities already have a trading
arm.
NCVYS has experience in this. The charity set up a CiC for trading purposes
and can see how this helps charities. What they have found over the past
several years and through their changing requirements is that the legal
structure must directly follow the purpose of the organisation and the activity
that the organisation wants to carry out. It sounds simple but is so rarely
followed.

13
It’s a gray area. Where do you draw the line between governance and
experience? Many trustees would acknowledge that evaluating and
understanding risk is a very important aspect of their work.
It is also important to remember that many organisations work in, and are
staffed by community members from, very deprived areas. The board should
contain members with a mix of backgrounds that accurately reflects the local
area.
From the lenders’ point of view, much of their work involves getting to know
the people in the organisation. For example, Charity Bank works largely with
the Chief Executive and Finance Director, but always meets with the Chair of
the Board of Trustees to get their views on the work.

Grant funding is the most widely available support for organisations at this
stage. It may also be worth considering separating the enterprise and social
aspects of the organisation, as discussed previously regarding trading arms.
A combined approach is the holy grail, but is very difficult to achieve. The
enterprise aspect of an organisation needs to be right for the social to happen.
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: the collaborative leader of London’s voluntary and community sector;
provides services and support, shares best practice and creates a coordinated voice to influence policy-makers
www.lvsc.org.uk
: conducts analysis and provides consultation
services to help charities and funders become more successful; events run by
NPC include trustee training and introductions to social investment
www.thinknpc.org
: addressing inequalities and social
exclusion by supporting social entrepreneurs from all backgrounds to
transform their talent into real social outcomes
www.the-sse.org
: information about starting up and running a business in the
UK, including help if you’re self-employed or a sole trader
www.gov.uk/browse/business
: making Companies Act information available and
useful to the public, including guidance on company structures
www.companieshouse.gov.uk/about/guidance.html
: the Office of the Regulator of
Community Interest Companies provides guidance, case studies, news
and more about CICs
www.bis.gov.uk/cicregulator
: the FSA is the registering authority for
these organisations
www.fsa.gov.uk/doing/small_firms/msr/societies
: the national body for social enterprise,
campaigning on behalf of members and the sector and providing
business support and consultancy services
www.socialenterprise.org.uk

networks,
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: as a wholesaler, invests in social investment
intermediaries
www.bigsocietycapital.com
: supporting social ventures in
building their capacity to be able to receive investment and bid for public
service contracts
www.beinvestmentready.org.uk
: supports voluntary organisations in
taking over the running of public services and assets in their communities
www.sibgroup.org.uk/communityrights/
: provides bespoke packages of
support for fledgling public service mutuals
www.mutuals.cabinetoffice.gov.uk/futher-information-mutuals-supportprogramme
: this uses a Social Investment approach to deliver
Payment by Results interventions for the improvement of employment
prospects for young people
www.dwp.gov.uk/supplying-dwp/what-we-buy/welfare-to-workservices/innovation-fund/
: £275 million available in three funds [Sustainable Growth;
Sustainable Property; Social Entrepreneurs] for work that achieves a positive
social and/or environmental impact
www.bridgesventures.com
: making money work for positive social, environmental and
cultural change
www.triodos.co.uk
: financing for social enterprises, charities and community
organisations, with the support of depositors and investors who want to use
their money to facilitate real social change while earning a financial return
www.charitybank.org
: aims to improve the quality of life for people
and communities throughout the UK both now and in the future; this is done
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by making grants of £30-35 million each year for work within the arts,
education and learning, the environment and social change
www.esmeefairbairn.org.uk
: Funding available for community groups and projects that
improve health, education and the environment
www.biglotteryfund.org.uk
: an independent charitable foundation committed to
supporting vulnerable and marginalised people in society; grants are available
for grassroots voluntary and community groups working with deprived
communities in the UK, with a focus on Birmingham and the Black Country
www.bctrust.org.uk/social-investment/
: working to bring about change that will
transform the quality of life of people who face severe and multiple
disadvantage
www.lankellychase.org.uk
: supporting charitable activity across Greater London;
grants totaling £15 million are available annually
www.citybridgetrust.org.uk
: fund management targeted at social
ventures that are providing services that benefit the local community; funding
is available through a number of different programmes, including the
Adventure Capital Fund, Communitybuilders, Futurebuilders and the Social
Action Fund
www.sibgroup.org.uk
: funding available for public service delivery reform;
payment is conditional on improvements
www.gov.uk/social-impact-bonds
: an investment readiness programme for 30 social
entrepreneurs wanting to scale up their ventures. Run by UnLtd, the challenge
is funded by the Big Lottery, and there is £1.5 million of match-funding
available. Applications open on 8 January 2013, and the ideal candidates will
apply for £50,000 - £250,000 of investment over the next 12 months.
www.unltd.org.uk/bvc/entrepreneur/
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: £7 million of grant funding available annually for work that
develops new and imaginative ways of addressing the root causes of
London’s social problems, especially work which has the potential to influence
and change policy, practice and public attitudes
www.trustforlondon.org.uk/grants/
: online guide to more than 4,000 grants, contracts and
loans; also provides support and advice
www.fundingcentral.org.uk

: New Philanthropy Capital’s briefing paper for trustees
www.thinknpc.org/publications/social-investment
Guides, information sheets and
analysis from NCVYS
www.ncvys.org.uk/Publications.html
: UnLtd’s latest publication
www.unltd.org.uk/blog/publications
: Social Enterprise UK’s latest report about the outsourcing
of public services
www.socialenterprise.org.uk/policy-campaigns/campaigns/social-value
: Social Enterprise UK’s guide to help those affected
by the Social Value Act prepare for its implementation in January 2013
www.socialenterprise.org.uk/advice-support/resources/the-social-value-guide

January 2013: New Philanthropy Capital’s report ‘Collaborating for
Impact’ http://www.lvsc.org/yourvoiceyourcity/social-investmenta-newroute-to-funding/
February 4th 2013: LVSC’s report , ‘Vital Ingredients when merging
and collaboration on the menu’
Big Society Capital launched a social impact framework to build
common ground in the social investment sector on impact strategies,
including impact reporting and monitoring.
http://www.bigsocietycapital.com/social-impact
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