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There are two main types of capital: debt and equity. Debt finance usually comes in the form of
loans and overdrafts. However, it should be remembered that loans represent a major liability. In
addition to the interest charges on the amount borrowed, it is necessary to repay the capital
element of the loan. Many VCOs operate in areas where profit margins are low, and struggle to
generate sufficient cash flow to repay loans. There may also be a limit to how much a supplier
will lend to a VCO. This may prevent a VCO from developing trading activities as quickly as they
could if they had better access to capital.

In order to address these issues, there are a growing number of organisations that specialise in
providing capital to VCOs including Futurebuilders, Charity Bank, the Adventure Capital Fund
and Venturesome. The government has also developed Community Development Finance
Institutions (CDFIs) to support economic and enterprise development in disadvantaged
communities. There are now over 30 CDFls in the UK and many have provided capital to VCOs.

The Introductory Pack Guide to Loans and Other Forms of Finance provides further details.

The other type of capital is equity finance. This type of investment usually exists in the form of
shares issued to an investor in exchange for finance. In most cases, share capital cannot be
withdrawn by the investor but can be transferred or sold to another investor. In return for this
risk, investors receive a share of the profits. As a consequence, equity finance is rarely used by
VCOs since profit distribution would be problematic. However, some types of social enterprise
can issue shares, and an increasing number are doing so. This can range from small-scale co-
operatives raising thousands of pounds from their members, to larger ethical and social
businesses, which raise millions of pounds through public share launches. For instance, the fair
trade drinks producer Cafédirect raised over £5m through an ethical public share offering.

To raise share capital, a VCO needs to have an appropriate legal structure, typically a company
limited by shares or an industrial and provident society.

Marketing new products and services

It has been described how VCOs can develop a competitive advantage by focusing on their
social values and objectives when developing new areas of trading activity. This can be
especially powerful when marketing new products and services, particularly when competing
with private sector businesses.

A VCO's social mission or aims can often be used to engage potential customers and
encourage them to purchase a product or service. Examples include environmental groups
raising awareness, fair trade, and poverty relief. As with fundraising, stressing how purchasing a
particular item will help support a particular need can be a powerful marketing tool.

Branding involves developing the identity of products and services with actual and potential
customers and users. It means using marketing techniques to communicate information about
products and services, such as quality, functionality and reliability, as well as price. Brand
development need not be expensive. Simple things, such as making sure that products and
services have names, and are produced to a consistent quality, will help to develop the brand
identity, as will other low-cost marketing techniques.



Pricing new products and services

Price will always be an important factor in competition. There are a number of ways a VCO can
become price competitive. A reckless way is to undercharge, and not recover the full cost of
developing and producing the products or services provided. In the long run this will result in
failure. With any new trading idea, the aim should be to cover all development, start-up and
ongoing running costs while also generating sufficient surplus to feed back into the service itself,
or the parent VCO.

Further information on financial management and full cost recovery is included in the
Resources section and in the Introductory Pack Guide to Financial Management.

An important point to remember is that pricing can also form part of the marketing of a particular
item, encouraging customers to value the product or service. Customers may be prepared to
pay a social premium for products and services closely aligned to their social values. In some
cases, products and services that have been provided free of charge, can be enhanced by
introducing a charge. For instance, charging for training courses not only helps finance them,
but ensures people take them seriously and turn up.
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Summary - Practical considerations

Planning is vital for new trading activity; drawing up a project framework can help guide
development.

Selecting a group of people to develop a trading idea is preferable to placing the
responsibility on one person. This can also encourage wider stakeholder support.
Larger scale trading initiatives may be best managed by setting up a trading subsidiary.
Any VCO that is new to trading should check that its constitution allows it to undertake
trading activities and, if a new legal structure is required, seek professional legal advice.
Start-up finance may be needed for equipment, premises, research and development,
and to fund any cash flow requirements.

Emphasising a VCQO'’s core mission and purpose and how purchasing a particular item
will benefit this can be an especially powerful means of marketing new products.

New product or service prices should aim to cover all costs associated with developing
and providing that product or service.




6 Where next?

The Tools contained within this guide are intended as a starting point to help organisations think
through what might be involved in developing a trading idea. Further Tools will be available in
the Finance Hub Toolkit for Funding Advisors due for publication early in 2007. The Toolkit will
complement the information contained in the Introductory Pack guides to provide a working
support pack of resources to enable VCOs and their advisors to work together in thinking through
funding options.

For organisations in need of support to develop trading ideas a first point of call should be local
agencies such as Councils for Voluntary Service (CVS) or local Business Link offices. CVS can
be located via the NAVCA website as listed in the Resources section and Business Link offices
through their website (also included in the Resources section) or a local yellow pages. Advisors
can assist groups by discussing ideas, assisting with developing business plans or applying for
start-up funding. Advisors should be able to make referrals to specific business development
support agencies and professional specialists. They will also be aware of local issues likely to affect
organisations thinking of trading in their geographic area. In addition, a number of useful resources
including support agencies, publications and websites are included at the end of this guide.

Prior to meeting with an advisor, it may be useful for organisations to use some of the Tools
included here and to have considered potential funding options. This will provide a starting point
an advisor can build upon to ensure organisations get the most out of any advice session.

Finally, an important point to remember is that although trading may not seem feasible for some
organisations, that does not mean it should be dismissed. The funding an organisation needs
comes down to what it does, who its users are, and what stage it’s reached in its development.
It's about using the most appropriate income stream(s) to drive development at the appropriate
time. So even if generating income from trading isn’t right for an organisation at the present
time, it is still very much worth considering because it might well be appropriate at some point in
the future.
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Key words and phrases

Competitive advantage — unique selling point, or distinctive feature that attracts potential
customers.

Full cost analysis — understanding and calculating the full costs of a project or service, where
the full costs of a project or service equal the direct costs of the project or service plus a relevant
share of overheads.

Full cost recovery — funding, or ‘recovering’ the full costs of a project or service.

Market — customers, be they individuals, agencies or businesses that a product or service is
marketed and sold to.

Social enterprise — trading for a social purpose, pursuing a double-bottom line of social as well
as financial benefit. The term ‘Social Enterprise’ is also used to describe businesses with primarily
social objectives whose surpluses are principally reinvested for that purpose in the business or
the community.

Stakeholders - all individuals, organistations etc involved or associated with the work of a
given organisation, and upon whom it may impact. Stakeholders typically include: funders, staff,
volunteers, trustees and, most importantly, the service users or beneficiaries.

Sustainable Funding — an approach to funding and income generation that develops a more
stable and reliable income base. It encompasses effective planning, diversifying an organisation’s
income where possible, building organisational skills and capacity to ensure the best and most
effective use of resources, and pursuing the most appropriate income opportunities for the kind
of work an organisation does.



@ Further support and resources

Trading specific advice and support

Association of Charity Shops — membership body for charities running charity shops. Produces
introductory leaflets and guidance on topics from shop health and safety to house-to-house
collections for donated goods. See www.charityshops.org.uk

Business Community Connections — dedicated to helping other charities obtain support from
businesses such as free professional advice. See www.bcconnections.org.uk

Business Links — practical business information and advice. Very useful ‘Practical Advice’ section
on website. Local Office advisors can offer assistance to VCOs developing trading activities.
See www.businesslink.org

Community Action Network — the UK’s leading organisation for the development, promotion and
support of social entrepreneurs. See www.can.org.uk

Community Interest Companies — website with free downloadable guides to CICs, model
constitutions, and a database of all CICs registered to date. See www.cicregulator.gov.uk

Co-operatives’ — national membership organisation for co-operative enterprise, promoting co-
operative and mutual approaches to enterprise and trade. See www.cooperatives-uk.coop

Development Trusts Association — membership body for development trusts. Provides support
to existing trusts, advice for start-ups and advocacy for Development Trusts at a policy level.
Website provides information on members, and excellent free downloadable guides.

See www.dta.org.uk

Nearbuyou — national social enterprise trading network and its website includes useful
information on trading. See www.nearbuyou.co.uk

SETAS - stands for Social Enterprise Training And Support. Website provides a searchable
database of courses, resources, trainers and consultants specialising in social enterprise.
See www.setas.co.uk

Social Enterprise Coalition — UK’s national body for social enterprise. Publishes a regular
electronic newsletter and website hosts an extensive collection of case studies, publications and
other resources. Good introductory guides to social enterprises and trading. See www.sec.org.uk

Social Firms UK — national membership organisation for social firms. Aims to create employment
opportunities for disabled people through the development and support of social firms.
See www.socialfirms.co.uk

UnLtd - supports individuals who want to develop their own social enterprise ideas and want to
make a positive change in their communities. Operates a national awards scheme providing
financial support to budding social entrepreneurs. See www.unltd.org.uk

Village Retail Services Association — helps rural villages keep or re-start their village shop or post
office. Provides support and advice to any rural community group wanting to set up a retailing
social enterprise. See www.virsa.org



Publications

Bates, Wells and Brathwaite with Social Enterprise London (2005) Keeping it Legal: Legal forms
for social enterprises. Available at www.bateswells.co.uk

Charity Commission (2001) CC35 Charities and Trading. Available from
www.charity-commission.gov.uk

Charity Commission (2003) CC37 Charities and Contracts. Available from
www.charity-commission.gov.uk

Copeman, C et al (2004) Tools for Tomorrow — A practical guide to strategic planning for
voluntary organisations. NCVO. London.

From Asking to Earning — Experiences of trading (2005). NCVO, RISE and South West Forum.

Full Cost Recovery: A guide and toolkit on cost allocation (2005). New Philanthropy Capital and
ACEVO. London. Available from www.acevo.org.uk

Hart, L. (2005) To Have and to Hold: The DTA guide to asset development for community and
social enterprises. DTA. London.

Nicholls, J and J. Sacks and M. Walsham (2005) More for Your Money: A guide to procuring
from social enterprises. Social Enterprise Coalition. London.

Palmer, P and F. Young and N. Finlayson (2005) The Good Financial Management Guide. NCVO.
London.

There’s More to Business Than You Think: A guide to social enterprise (2003). Social Enterprise
Coalition. London.

General voluntary and community sector support

www.ncvo-vol.org.uk NCVO (National Council for Voluntary Organisations)

www.havca.org.uk NAVCA (National Association of Voluntary and
Community Action)

www.bteg.co.uk Black Training and Enterprise Group

www.acre.org.uk Action for Communities in Rural England

www.guidestar.org.uk Guidestar

www.charityfacts.org Charity Facts

www.charity-commission.gov.uk Charity Commission



ChangeUp Hubs of expertise

Finance Hub
The Finance Hub is delivering to the Government’s ChangeUp programme to create voluntary
and community organisations which are effective and independent because they are financially
sustainable. Further details and resources available at www.financehub.org.uk

Governance Hub
The Governance Hub is working to improve the levels of good governance in charities. It offers
VCS trustees, Chairs and Boards sources of fresh ideas, inspiration and contacts to help them
develop their organisations and become more effective. Further details and resources available
at www.governancehub.org.uk

ICT Hub
The ICT Hub aims to improve VCS information and Communications Technology infrastructure
so that VCOs are enabled to achieve their missions more efficiently and effectively through the
better use of ICT. It provides ICT guidance, good practice, advice and support accessible at a
local level. Further details and resources available at www.icthub.org.uk

Performance Hub
The Performance Hub aims to bring together in one place the wealth of experience and
expertise in performance improvement that already exists, and make this expertise far more

accessible to VCOs. It also helps local, sub-regional, regional, and national infrastructure improve

the quality and quantity of the support they can offer to VCOs and works with funders and
policy-makers to improve the environment within which VCOs operate. Further details and
resources available at www.performancehub.org.uk

Volunteering Hub
The Volunteering Hub works to achieve a leaner, effectively marketed and high-quality
volunteering infrastructure reaching, recruiting and placing a greater number and diversity of
individuals coupled with improved volunteer management. Further details and resources
available at www.volunteering.org.uk/aboutus/volunteeringhub

Workforce Hub
The UK Workforce Hub helps VCOs recruit, retain and develop the staff, volunteers and
trustees they need. It works in four main areas: learning and skills, human resources and good
employment practice, leadership and working and volunteering in the voluntary sector. Further
details and resources available at www.ukworkforcehub.org.uk
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Additional support

Councils for voluntary service and other support agencies
The NAVCA website can help with locating local CVS. Available at www.navca.org.uk

CIB/fit4funding

fit4funding (The Charities Information Bureau) provides training, information and consultancy on
every aspect of the funding process — from giving grants, accessing and managing funds, to
giving funding advice. A Finance Hub commissioned programme of training designed for funding
advisors and delivered by partners (fit4funding, SYFAB, CA Hants, FINE, Engage East Midlands
and NAVCA) throughout the country will be launched in 2006. Further details available at
www.fit4funding.org.uk

Collaborative working

NCVO’s Collaborative Working Unit provides good practice information and advice to help VCOs
make decisions about whether and how to work collaboratively. Further details available at
www.ncvo-vol.org.uk/collaborativeworkingunit

Strategic planning and foresight

NCVO’s Third Sector Foresight project helps VCOs to plan effectively for the future by providing
information on trends affecting the sector and planning guidance to deal with these. The project’s
annual publication, The Voluntary Sector Strategic Analysis, is a useful tool for future planning
and decision-making. For more information, visit www.ncvo-vol.org.uk/3sf

Sustainable funding

NCVO’s Sustainable Funding Project works to encourage and enable VCOs to explore and exploit
a range of funding and financing options. Further case studies illustrating how VCOs have pursued
income diversification and other resources providing ideas, information and inspiration are available
on the Sustainable Funding Project website www.ncvo-vol.org.uk/sfp

To register for the Sustainable Funding e-newsletter — delivered free via email each month —
email sfp@ncvo-vol.org.uk and ask to join the mailing list.
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NCVQ'’s Sustainable Funding Project
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and community organisations
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