Social Firms UK – Contribution to CLG Social Enterprise Strategy 
Introduction
People who have a history of mental health problems, learning difficulties, or prison records or who are homeless, are the people most likely to be unemployed. They are also the people most likely to remain unemployed. 
Unemployment and worklessness does not just affect an individual. Its impact spreads to their families, and their communities.  The public cost of unemployment extends to social and health services as well as housing, and sometimes criminal justice delivery, as well as welfare benefit support.

Social Firms are social enterprises that exist to create real jobs for people who face the greatest barriers to mainstream employment in the private or public sector. Social Firms are unlike any other employers in either the private or public sectors.  While Social Firms operate in a commercial environment, the income they generate from the sale of their goods and services is recycled in the business to create more jobs. There is no private financial gain or profits available to be distributed to shareholders. 
Social Firms exist for the benefit of people at most disadvantage in their local communities. Social Firms, by definition:

· recruit at least 25% of their employees from people at most disadvantage in the local labour market, and

·  generate at least 50% of their income through trade of their goods and services, and,
· if a Social Firm generates more income than it needs to remain solvent, it  recycles the excess to create more jobs.

This definition reflects Social Firms’ commitment to job creation for people who need it most. It also recognises the fact that Social Firms provide those employees with the support they need to enable them to stay in work. This support can cost between £3000 - £6000 per employee, and is covered by Social Firms without public sector support.    

The following changes will enable:

· local authorities to gain the maximum community benefit that Social Firms, and other social enterprises, have the proven potential to provide;

· offer more efficient use of public resources, by focussing on pro-active solutions that lead to cost savings, rather than reactive processes that absorb public spending but have limited impact on fundamental problems.

a) Remove barriers to discretionary business rate relief for Community Interest Companies providing local community benefit.
Under S47 of the Local Government Finance Act 1988, local authorities are able to grant mandatory rate relief to registered charities and discretionary rate relief to other bodies that are “not established or conducted for profit” and the heriditament used for charitable, philanthropic or religious purposes, or concerned with education, social welfare, science, literature or the fine arts, or used wholly or mainly for recreation by a not-for-profit club or society.

 The Act has not been amended to take account of the introduction of Community Interest Companies (CICs) which were established specifically to provide social enterprises with a legal structure that enabled them to attract investment for growth, yet enshrined their prime intention of providing community benefit. Prior to the introduction of the CIC legal  structure, a social enterprise, or Social Firm, would normally set up as a company limited by guarantee and register as charity, While this  was administratively onerous because it required the organisation to report both to Companies House and the Charity Commission, it did enable them to qualify for mandatory business rate relief.

As it is not possible for a CIC to hold charitable status, it is not possible for it to be eligible for mandatory business rate relief. While there are some Social Firm CICs who have successfully applied for discretionary business rate relief, many have been unsuccessful. This results in a post code lottery and places  significant financial strain on organisations working to become self-sustaining in order to provide community benefit, and/or limits the community benefit they can provide.
The problem lies with the wording of the law as it stands. It hasn’t kept pace with other legal developments, or the significant growth of the social enterprise sector and the community benefit that it provides. This is exacerbated by a lack of awareness and understanding of the purpose of CICs generally, and Social Firms specifically. Despite (apparently) being updated in September 2009, the official guidance on rate relief for charities and non-profit making organisations that can be downloaded from the CLG is still headed “Office of the Deputy Prime Minister” and contains no references to CICs or social enterprise generally.
Action required
A new government should:

· update the law to allow Community Interest Companies to be considered for  non-domestic rates relief on their individual merits. 

· Until the law is changed, update its policy on eligibility for consideration for discretionary business rate relief so that applications from Community Interest Companies may receive favourable consideration if they can demonstrate eg through their reports to the CIC Regulator, that the effect of their operations is for community benefit. 
· Show leadership that results in raised awareness and understanding amongst Local Authority officials and decision makers of the policy intention of the Community Interest Company legal structure, including the community benefit test and the asset lock that prevents any profits being distributed for private gain; and
· Revise and update its guidance on business rate relief to reflect this, so that applications for discretionary rate relief from Community Interest Companies can be considered on their individual merit and are not rejected on the assumption that a Community Interest Company will either a) be making a profit or b) using its assets for anything other than community benefit. 
b) Following the Total Place initiative, pilot a “Smarter Start-Up” fund to pump-prime new Social Firms

It has been estimated that the Social Firms sector contributes to public sector cost savings in the region of £30m in welfare benefits, £8.5m in health services and £1m in social services.
 
Social Firms UK has long argued that a more holistic and joined up approach can lead to more effective outcomes and better value. We therefore welcome the Total Place initiative and (at long last) the work being carried out to identify how better value can be achieved by public authorities woring in collaboration rather than isolation.

We believe that the Total Place initiative has the potential to propel thinking beyond re-designing public service delivery, to address the root causes that lead to the demand for the public services in the first place. With the programme’s emphasis on leadership, we would expect bold new approaches at national, regional and local level. These need to look towards investing in the future and not simply be blinkered by immediate attractions  of cost savings that can be made by removing duplication.
Action required

· Explore the potential to use Social Impact Bonds to support innovative social enterprise initiatives such as Social Firms, that address worklessness and social exclusion.
· Based on the findings of the Total Place initiative, pilot a pro-active and holistic local investment model, drawing contributions from all the public authorities in a locality or region, for whom Social Firms are actually achieving cost savings. These savings should be pooled to create an investment fund to provide “smarter” support to Social Firms start-ups. This should be designed in a way that will maximise their chances of becoming sustainable social enterprises. Applicants for support under the fund would need to provide a viable business plan, supplemented by a predictive social return on investment report. Each successful Social Firm start-up would be partnered with a mentor with expertise in starting and developing Social Firms.  Release of funds would depend on achievement of milestones set out in the business plan.
c) Take a ‘scaling out’ rather than ‘scaling up’ approach with Social Firm development. This could encourage use of licensing/franchising with the opportunities currently on offer via Social Firms UK (Wholefood Planet, Soap Co, Pack-IT and Café Ciao), or venture into a pilot with business acquisition from family run businesses that have no succession strategy (as being trialled currently by Social Firms Scotland).

d) Branding: influence the Social Enterprise Mark identifier in order that a strapline such as ‘we are a Social Firm’ is added beneath the logo. This approach will be made by Social Firms UK to help Social Firms but could be adapted by other sub-sector agencies e.g. DTA to help add value to the identifier. If CLG were to support this move in their social enterprise strategy (i.e. it’s important to be able to spot the different types of social enterprise in addition to just ‘social enterprise’) then that would aid this argument for doing it.

e) Procurement – use of social clauses to be encouraged and appreciation of how profits are re-invested to meet local needs by social enterprise. We haven’t expanded upon this area as it will be represented significantly by SEC and other social enterprise agencies, but we are supportive of it.
f) Public Service Delivery – CLG needs to recognise that, with contracting working with primes and Social Firms often being at the bottom of any sub-contractor ‘pile’, there is a considerable risk that they actually lose money on providing work/training placements to severely disadvantaged people. Not sure how this can be incorporated into the strategy but it is relevant if Social Firms are to flourish and if CLG could avoid such contracting methods then that could help significantly.
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