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Foreword from our sponsor

The Co-operative Bankis very pleased to be the sponsor of this survey;
thefirst major analysis of the social enterprise landscape since 2009 -
aperiod during which the sector has enjoyed spectacular growth and
which now enjoys an impressively high profile in both economic and
political terms.

Aspart of The Co-operative family of businesses we are very much
aligned to social enterprise as we are wholly member- owned,
democratically run and we also reinvest a proportion of our profit
backinto local communities. Beingthe only UK high street bank with
afully customer-led Ethical Policy reinforces that connection and

our own 2011 “Join the Revolution” approach to social responsibility
demonstrates our belief that we have a purpose beyond profit. Indeed,
in so many respectsthis Revolution mirrorsthe aspirations of the
social enterprise movement. Check it out here - co-operative.coop/
join-the-revolution/our-plan

At The Co-operative Bank, we have seena 79%! increase in new
customers since 2009, in the wake of the bank crisis, as more and
more consumers decide to do their banking with a trusted and

ethical brand. More and more people realise that embracing social
responsibilityis a key part of their purchasing choice and this will
surely favour the continuing growth of social enterprises aswellasthe
numbers choosingto trade with them.

Our hope for the futureisthat there will be vastly increased cross-
trading between mutually and socially owned businesses and maybe
thatiswhy 25% of the respondents to this key survey already bank
with The Co-operative Bank.

Fundamentally customers want a different way of doing business and
thatis clearly provided by social enterprise across an ever-growing
range of disparate businesses and service providers. That is also why
this survey hasidentified that social enterprise has shown a stronger
financial growth compared with the general market and that social
entrepreneurs are optimistic about that growth continuing.

The Co-operative Bankis delighted to support both Fightback Britain
and the wider social enterprise movement.

Paul Martin
Charity & Social Enterprise Team

The co-operative bank
good with money

Visit co-operativebank.co.uk/corporate
tolearn more about banking services for
social enterprises

" Internal data based on 2010 figures. 79% year on year increase, when comparing 2010 figures with 2009




Executive Summary
Background

Consumers watched Jamie Oliver set up
Fifteen-asuccessful commercial business
that was only founded to improve people’s life
chances. Andthe trend among consumers of
questioningthe ethical implications of their
purchases grew. Forward-thinking businesses
understood that sustainability and social
value will be amongthe key determinants

of successinthe future, with those wanting
to move beyond traditional Corporate Social
Responsibility programmes startingto trade
with social enterprises. And the UK’s social
enterprise movement developed quickly.

The UK's economic woes have hot-housed

the need for abusiness model that delivers
sustainable economic growth while fostering
social change and innovation. Damage to
thereputation ofimportant parts of the UK
economy in the wake of the financial crisis,
cutsto public services, and concern for how
civil society can suffer cuts and continue to
care forits most vulnerable members, have
brought social enterprise to the fore. And
social enterprise hasrepeatedly been cited asa
key vehicle for the Government's dual vision of
aBig Society with reformed public services.

Major charities such as Age UK have created
social enterprises sothey cantrade; important
public servicesand assets such asthe

Audit Commission have started to explore
their potential future as social enterprises.
And mainstream businesses have made

determined effortsto bring social enterprises
into their supply chains to maximise their
positive social impact, and explore how they
cantake thisfurther. O2 recently launched
abespoke mobile phone package for social
enterprises, saying “Thisisthe age of social
enterprise,and 02 UK is welcoming it with
openarms.”

Delegations from around the world have
visited Britain to watchits social enterprises at
work, inviting leading social entrepreneurs to
share their experience and wisdom on how to
replicate the success of the UK’s thriving social
enterprise movement.

Accordingto Harvard Business School
Professor Michael Porter: “Businesses acting
as businesses, not as charitable donors, are
the most powerful force for addressingthe
pressingissues we face. The purpose of the
corporation must beredefined as creating
shared value, not just profit per se. This
will drive the next wave of innovation and
productivity growth in the global economy.
[t will also reshape capitalismandits
relationship to society.”

Thisreport outlines the findings of the UK's
onlynational survey specifically of social
enterprises, and examines how the social
enterprise sectorin 2011 isdeliveringonits
immense promise.

Areport onthe State of
Social Enterprise survey 2011



A new breed of
businesses

Associal enterpriseisstillinitsinfancy, much
ofthedatainthisreport challenges common
perceptions of what the social enterprise
movementislike, what it is doingand who
ittradeswith. The research hasuncovered
apicture that surprised itsauthorsand
reviewers. [t shows an emerging generation of
businessesthat are concentrated inthe UK's
most deprived communities and are fighting
social problems and building social capital.
They work independently of government but are
driven by the need for social change. And they
are trading more than we'd previously thought
with consumers and the private sector.

Social Enterprise UKis very excited about
thesefindings. They are an important indicator
that the social enterprise sector canlive up
tothe expectationsit has created. The more
consumers and businesses engage and trade
with social enterprises, the more they can foster
real change in business and in society. We are
heartened by how many ‘ordinary’ businesses
and ordinary people are ‘buyingin’. When like-
minded businesses and consumers unite to
change the status quo by changing who they
trade with and who they buy from, they can
cause abusinessrevolution.

Social enterprises canlead an
economic fightback, especially in our
most deprived communities, bringing
with them a social recovery.

The authorsused data comparisons to examine
how social enterprisesarefaringinrelation to
mainstream SMEs (Small and Medium-sized
Enterprises). Inthe social enterprise sector
thereisaverylarge proportion of start-ups,
threetimesashighasthe proportion of start-
ups currently seen in the UK's SME sector. The
dataalsoshowsthat the social enterprise sector
isoutstripping SMEsin growth, confidence and
innovation.

Revolution in public
services”?

After many successes among social enterprises
delivering public servicesin the last few years,
there hasbeenamounting expectationamong
successive Governments that social enterprise
canlead atransformationinthe UK's public
services.In 2010 the Government stated that
the NHS would become the ‘largest social
enterprise sector in the world’2. But while
commercial businesses and consumers are

2 Equity and Excellence: Liberating the NHS. July 2010, Department of Healthring 2010 figures with 2009

trading with the social enterprise sector and
givingit buoyancy, our research suggests that
uncertainty and the challenges of operating
in public service markets are dragging down
its confidence. This could meanthat the
anticipated social enterprise revolution in
public servicesis stopped initstracks. Social
enterprises workingin public services are
drastically low on confidence. A large proportion
ofthese are planningredundancies or turning
away from public service markets.

Sowhile the circumstances are now ripe for
social enterprise to deliver real reformin
public services, many social enterprises are
diversifying away from public service markets
to survive and expand, looking increasingly to
the private sector and the general publicasthe
future of socialinnovation. And opportunities
openingup in public service markets may

be quickly filled by large, private companies
who have often been the winners before. This
would be a dreadful missed opportunity to
create shared value from public services for the
communities they serve.

Overall, our survey hasrevealed that social
enterprises:

- Aremostlikely to start-up and work in Britain's
most deprived communities

+ Reinvestinthe communities where they
are based

- Arerunbyyounger people than traditional
SMEs, with a high proportion of Black and
Minority Ethnicdirectors, as well asfemale
directors

- Areaccountable to their customersand
communities, involving them in business
decisions

+ Areincreasingly trading with consumersand
with private companies

- Areturningaway from public sector markets,
infavour of consumers and private companies

Inshort, a generation of businesses starting
up in Britain's most deprived communitiesis
fighting deprivation and social problems,
and theyexpect tobecome increasingly
independent of government.




3 Median = the central value in the distribution. The median is used instead of the average as the turnovers of several very large social enterprises distort the 2011 average to £2.02m

Key findings
& statistics

The social enterprise sectoris dynamic,
attracting entrepreneurs, workingin the UK's
most deprived communities to tackle the root-
causes of deprivation and, asasector, isboth
out-pacing and out-innovating comparable
SMEs.

The start-up explosion: 14% of all social
enterprises are start-ups, less than two years
old-morethanthree timesthe proportion
of start ups among mainstream small
businesses.

Rising contribution to the UK economy:
Median annual turnover of social enterprises
has grown from £175,000inthe 2009 survey
to £240,000in this year's survey?®.

Creating more jobs: Social enterprises
employ more people relative to turnover than
mainstream small businesses.

Not the ‘usual suspects’: Women in social
enterprise leadership teams are challenging
the glass ceiling, with 86% of leadership
teams boasting at least one female director,
27% of leadership teams have directors from
Black and Minority Ethnic communities and
7% have directors under the age of 24. Only
13% of the Institute of Directors' membership
isfemale and only 1% of its members are

29 yearsor under*. Further, 41% of small
businesses have all male directors®.

Social enterprises are working
to address the root causes of
deprivation in our communities

Social enterprises are concentrated in our
most deprived communities: 39% ofall
social enterprises workin the 20% of most
deprived communitiesinthe UK compared
to 13% of standard businesses®. The more
deprived the community, the more likely you
will find a social enterprise workingthere.

The start-up explosion is happening
there too: Around a third of all social
enterprise start-ups are in the most deprived
communities, where they can have the
greatestimpact.

Doing it for themselves: Social enterprises
are tackling problems and improving their
local communities. The proportion of social
enterprisesreinvesting profits backinto the
communities where they are earned to further
their social or environmental goals stands at
82%.

Bottom up, not top down: Social enterprises
are accountable to their communities.

74% of social enterprises actively involve
their beneficiaries in decisions about their
business-a proportion thatrisestonine out
of 10 social enterprises in the most deprived
communitiesinthe UK.

More environmentally sustainable: 88%

of social enterprises seek to minimise their
environmental impact. This compares well
with small businesses’, 44% of whom say they
have taken no action whatsoever.®

Social enterprises mainly trade with
the general public, not the state

We need to change the way we think about
social enterprise: The main discussions

in public policy have been around social
enterprise delivery of public services -this
tellsthelesser part of the story. The most
common (37%) main source of income for
social enterprisesisinfact trade with the
general public.

The public sector is still important,
particularly in deprived areas: Social
enterprises workinginthe UK's most deprived
communities are much more likely to have the
public sector as their main trading partner
-and are much lesslikely to trade with the
general public than other social enterprises.
Larger social enterprises are also more likely
to have the public sector as a significant
trading partner.

4 *‘Who do we think we are’ Institute of Directors (loD) 2006 http://www.iod.com/MainWebSite/Resources/Document/policy_paper_whodowethinkweare.pdf

® Baldock, R and Lyon, F (2011) Social Enterprise Activity and Small Businesses: An analysis of the Small Business Surveys. TSRC Briefing Paper www.tsrc.ac.uk
6 Data prepared by the Third Sector Research Centre based on the BIS Small Business Survey 2010.
" (2010) ‘The FSB-ICM ‘Voice of Small Business” Annual Survey, Report of Key Findings’, Federation of Small Businesses

8 Response to the question: ‘Have you changed the way your business operates because of concerns relating to climate change?’ in (2010) ‘The FSB-ICM *Voice of Small Business’
Annual Survey, Report of Key Findings’, Federation of Small Businesses

9 (2011) * BIS Small Business Survey 2010, IFF Research, Department for Business Innovation and Skills
http://www.bis.gov.uk/assets/biscore/enterprise/docs/b/11-p74-bis-small-business-survey-2010
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Not reliant on charitable giving: Donations
are the main source of income for lessthan
half of one percent of social enterprises
surveyed. Social enterprise and philanthropy
are very different concepts.

For economic dynamism, look no further
than social enterprise: Social enterprises
are outstripping SMESs for growth - 58% of
social enterprises grew last year compared
to 28% of SMES®. Social enterprises are
outstripping SMEs in business confidence,
with 57% of social enterprises predicting
growthin comparison to 41% of SMEs.
Social enterprises are outstripping SMEsin
innovation, with 55% of social enterprises
launching a new product or service last year,
as opposed to 47% of SMEs*!.

The social enterprise revolution in
public service delivery can't happen
when social enterprises have low
confidence in public service markets
and are turning away from them.

The social enterprise revolution in public
services? The promised social enterprise
revolutionin public service delivery could be
stoppedinitstracks. Many social enterprises
are turningaway from public service markets,
diversifyinginto other areas. Organisations
that mainly work with the public sector
anticipate they will make half of all the likely

redundancies amongst social enterprises over

the next 12 months.

Low in business confidence: Social
enterprises whose main source of income
isfrom the public sector view the coming
years with significant gloom, with markedly
lower business confidence than their social
enterprise peersin other sectors.

Opportunity slipping away? Of those social
enterprises who trade mainly with the public
sector and anticipate growth in the future,
64% anticipate that their growth will come
from diversification away from working with
the public sector.

Accesstofinance and changes
to government procurement can
unlock the sector’s potential

Procurement reform is desperately needed:
Social enterprises working mainly with the
public sector cite procurement policy asthe
second greatest barrier to their sustainability
—-agreater barrier even than the perennial
challenge of cash flow.

An appetite for finance: The single

largest barrier to the sustainability of social
enterprisesisaccesstofinance, with 44%

of respondents saying that they are still
hampered by the availability and affordability
of finance.

SOCIAL
ENTERPRISES
CAN LEAD AN
ECONOMIC
FIGHTBACK

l






Thisreport presents the findings of the State of Social
Enterprise Survey 2011 -the only survey specifically of
social enterprisesin the UK. It builds on the State of Social
Enterprise Survey 2009 (the 2009 survey), which aimed
to provide a baseline understanding of the sector, and
demonstrated:

- the huge diversity in size, industry sector, social/
environmental objective and legal form that makesup the
world of social enterprise

- thatin terms of economic profile, the social enterprise
sector had far more in common with the small business
sector than with the traditional third sector

- how social enterprises operated in almost every sector of
the economy and in every part of the UK

- intrade, that social enterprises were thriving despite the
recession-with more than twice as many social enterprises
reporting anincrease in turnover as traditional SMEs

- that profit reinvestment into communities and broader
social impact by social enterprise was happening.

The 2011 survey aims to revisit the scope and scale of social
enterprisesin the UK economy, examine in greater depth
how they seek to address their social or environmental
purposes, evaluate how well they are doing as enterprises,
explore their role in public sector service delivery and
identify those factors that help or hinder them.

10
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Method statement

13 26% was used to ensure that the data didn’t preclude start-up organisations and to allow the dataset to be
compared to the BIS Annual Small Business Survey in the future as this uses a 26% benchmark.




Process Sample characteristics

The survey team used the relationshipsand Asthe processfor gathering the target
networks available to Social Enterprise UKto  dataset was more extensive for the 2011
identify research targets. The surveysample surveythanthe 2009 survey, theresearchers
was drawn from members of Social Enterprise have even more confidence thatitrepresents

UK, members of related social enterprise afair proxy of the views and position of social

networks and thoserespondents fromthe enterprisesinthe UK. However, itisimportant

original 2009 survey who had agreed tobe tonotethatthisrepresentsaresponding

contacted for further research. sample of social enterprisesrather than
population data.

This data collection exercise provided a total

potential dataset of 8,111 social enterprises There are, however, some compositional

(as compared tothe dataset of 5,355in 2009).  differencestothe sample to bear in mind

The survey team then applied a two-step when exploring the results. Registered

approach: charities are less strongly represented in

thisyear's sample (26% as opposed to 37%)
- inviting potential respondentsto participate and Industrialand Provident Societies are

inanonline survey viae-mailand other more strongly represented (24% as opposed
online promotion - (210 completed to 12%). Community Interest Companies
responses). This phase was conducted (CIC) are also less strongly represented (10%

betweenthe 10th and 27th of January 2011  as opposed to 17%) asthe 2009 survey
deliberately over-sampled this group at the
- telephoneinterviews of arandom sample request of the CIC regulator. See appendix 1
of potential research targets (655 completed for the full breakdown of legal forms.
responses). This phase was carried out

betweenthe 31st of January and 2nd of Consequently, where thisreport compares
March 2011. 2011 resultswith the 2009 survey, any
material difference in response by different
Asthe networks from which datawas legalformswill be noted in the text.

obtained are very diverse, takingina wide
variety of organisations, legal formsand
objectives, atwo-step filter was applied. To
ensure that the sample better reflected the
landscape of social enterprise, organisations
were only considered to bein the scope of the
surveyifthey:

- defined their organisation asasocial
enterprise

- generated 26% or more of their income
fromtradingactivities?®.
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[tisimportant to understand the scale and
scope of the social enterprise model and
the extent of social enterprises’ economic
contribution. This section explores the
results from the survey that cover how
well-established social enterprises are, the
proportion of new start-ups, the scale of
their turnovers, their geographical reach,
their role as employers and the profile of
social entrepreneurs themselves.

14

3.0

The scale of social enterprise




TO
£240,000 IN
THIS YEAR’S
SURVEY

3.1 How old are social
enterprises”?

The 2009 survey showed that whilst

there were alarge number of older social
enterprises, one third were five years old or
fewer. In asking again about how long social
enterprises had beentrading, the 2011 survey
sought to explore whether the patternofa
high proportion of start-ups had continued in
theintervening years and whether there was
still a cohort of older, better-established social
enterprises.

Toplace theseresultsin context, Figure

1 showsthem in comparison to the BIS
(Department for Business Innovation and
Skills) Small Business Survey 2010,

The cohort of well-established social
enterprisesis still present, with close to half
(46%) of organisations surveyed trading for
more thanten years. The level of start-ups

(2 yearsold or younger) as a proportion of
social enterprisesis 14% -more than three
timesthat of small businesses (4%). The level
of start-up creation is even more pronounced
in London, where one in every five social
enterprisesisastart-up.

Thataseventh of this year's sample had yet
tobe founded at the time of the 2009 survey
arguably shows a sector thatis attracting
entrepreneurs and entering a phase of rapid
growth, particularly when compared to

the proportion of start-ups amongst small
business.

3.2 How big are social
enterprises?

Our survey asked respondents to state their
turnover for the mostrecent (2009/10)
financial year. It showsthat social enterprises
have averybroadrange of turnovers, from 6%
turningoverlessthan £10,000 to 8% turning
over more than £5m per year.

Theresponses show growth for the sectorasa
whole? since the 2009 survey, with median?’
turnover growing from £175,000 per annum
to £240,000inthe 2011 survey. Figure 2
presentsthe percentage of social enterprises
atdifferent levels of turnover, comparing
theresults of the current 2011 survey with
2009. [tdemonstratesthat over the past two
years, there hasbeenasmallincreaseinthe
proportion of those inthe higher turnover
bandsand asmall decrease in the proportion
of the lower turnover bands. It also shows
that the majority of social enterprisesare
operating at small business scales.

In addition, turnoveris-perhaps
unsurprisingly -closely linked to length of
operation, with more than half (53%) of those
turningover up to £10,000 havingbeen in
operation for up toayear, and closetoninein
ten (89%) of those turning over more than
£1m havingbeen in operation for 6 years or
more.

* (2011) * BIS Small Business Survey 2010’, IFF Research, Department for Business Innovation and Skills http://www.bis.gov.uk/assets/biscore/enterprise/docs/b/11-p74-bis-small-business-survey-2010
5 4% of respondents in the FSB survey indicated ‘don’t know’
¢ As opposed to the experience of individual enterprises. How social enterprises have experienced growth or contraction is set out in Section 5.0.

7 Median = the central value in the distribution. The median is used instead of the average as the turnovers of several very large social enterprises distort the 2011 average to £2.02m.



Length of operation
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3.3 Local, regional,
national or
international?

Our survey sought to establish where social
enterprises operate. [t showed that 85% of
organisations had operationsin England.

It also showed that one in seven operate in
Scotland or Wales, onein 10 in Northern
Ireland and one in eight (12%) operate
internationally. We also sought to determine
thereach of social enterprises. Asshownin
Figure 3, the majority of organisations work
very locally, with 20% stating that they work
intheir neighbourhood, 19% stating they
work within onelocal authority area and 16%
sayingtheyworkin several local authority
areas. Thisisbroadly comparable to the
profile of UK small businesses?® of whom 56%
state that they worklocally, ratherthanata
regional level?®.

3.4 Social enterprises
as employers

The ability to create and sustain employment
is central to the economic potential of

social enterprises. Our survey asked social
enterprises how many people they employed
and how many they expect to employin 12
months'time-asshown in Figure 4 below.

The pattern of employment arguably follows
thelevels of turnoverin the sector, with most
operatingat small business scales. 51% of our
sample employ between 1 and 9 people, 19%
employ 10-49 people and 12% more than 50
people. To place thisin context, 84% of small
businesses employ 1-9 people, 14% 10-49
people and only 2.5% more than 50%°. This
suggeststhat social enterprises employ more
peoplerelative to turnover than mainstream
small business and based onsection 4's
findings on employment practices, we can
assume that thisis not simply based on social
enterprises employing people on low wages.

Overthe next 12 months, the overall
estimated picture of employment is broadly
neutral. A quarter (25%) of the organisations
surveyed expect the number employed to fall
inthe next 12 months compared to ayearago,
while a very similar proportion (26%) expect
the numbers employed to increase.

Start-ups have the highest expectations of
growthinterms of numbers employed: more
than half (53%) of organisations established
within thelast two years expect numbersto
grow, while 43% of those established for 11
years or more expect numbers to stay the
same.

Given the economic climate, the survey also
asked whether social enterprises had to make
redundancies this year or believed they would
need to make them next year. 18%report
having had to makeredundanciesinthelast
12 months, with 19% believing that they will
have to makeredundanciesnext year. This
compares with 21% of SMEs?! who say they
employ fewer people now than they did 12
monthsago, and 14% who believe they will
employ fewer people in twelve months’ time.



Figure 4: Profile of social enterprise
employment now and in the future

* Currently employ

* Expect to employ

SOCIAL ENTERPRISES
EMPLOY MORE PEOPLE
RELATIVE TO TURNOVER
THAN MAINSTREAM
SMALL BUSINESSES
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8 2010) ‘The FSB-ICM “Voice of Small Business’ Annual Survey, Report of Key Findings’, Federation of Small Businesses
' The Small Business Survey presents a choice of ‘locally’ or ‘in my region’, so a further breakdown is not possible.

20 (2011) * BIS Small Business Survey 2010’, IFF Research, Department for Business Innovation and Skills http://www.bis.gov.uk/assets/biscore/enterprise/docs/b/11-p74-bis-small-business-survey-2010
21 (2011) * BIS Small Business Survey 2010’, IFF Research, Department for Business Innovation and Skills http://www.bis.gov.uk/assets/biscore/enterprise/docs/b/11-p74-bis-small-business-survey-2010



EPIC,
Bromsgrove

EPIC isa community-based social
enterprise that deliversarange of
services from alcohol misuse and
sexual awareness, to rehabilitation % of social enterprise leadership
for ex-offenders. EPIC was founded teams that include directors aged:
by Debbie Roberts in 2009 who
quickly secured a five-year contract
with the Local Strategic Partnership
todeliver the Areas of Highest Need
Programme.

For a young social enterprise, EPIC
has grownrapidly in the last couple
of years. Its turnover for 2011 is set
toincrease to more than £200,000
from last year's £120,000. EPIC

are optimistic that this figure will
rise further with the completion

of their latest project -opening
acommunity and internet cafe
which will provide training and
volunteering opportunities. Much of
the work that EPIC doesis achieved

through co-working, and this latest

projectisbeingrunin partnership 16 to 24
with longstanding partner, the 7%

Bromsgrove District Housing Trust gg ;° “a
(BDHT). ’
45to 64
With a successful track record in 81% 65+
public service delivery (the majority 33%

of EPIC’'sincome is derived from
local authority contracts), this
social enterprise has been able to
expand into mental healthcare and
will shortly be providing support to
children with disabilities and their
families.

JUST 14%

OF SOCIAL
ENTERPRISES

HAVE MALE-ONLY
DIRECTORS,
COMPARED TO 41%
OF MAINSTREAM
SMALL BUSINESSES



3.5 Who are the social
entrepreneurs?

Social enterpriseis a different way of doing
business-but who are the people doingit? Our
survey has sought to explore the make-up of
social enterprise leadership teamsand, where
comparable datais available, explore any
differencesbetween social enterprisesand
mainstream business.

The survey first asked about the gender
breakdown of each respondent organisation’s
directors, finding out that just 14% of social
enterprises had male-only directors. This
compares favourably to the 41% of small
businesses who have male-only directors?2.

We also asked respondents about the
ethnicity of their directors. More thana
quarter (27%) of organisations surveyed
report havingat least one member of the
leadership team whoisfroma BAME
background -although thereis considerable
variation by geography. Larger social
enterprises have, in general, more diverse
leadership teams. Directors froma BAME
background are presentin 19% of the
smallest social enterprises-those turning
overlessthan £10,000 per year. Thisrisesto
34% of those organisationsturningover £1m
or more.

AssetoutinFigure 5, the survey sought to
find out the age composition of leadership
teamsin social enterprises, discovering that
7% of leadership teams include directors
between theagesof 16 and 24 and 68%

of social enterprises have directors aged
between 25 and 44. While thereisalackof
directly comparable data, itis worth noting
thatin 2006 only 1% of the members of the
Institute of Directors were aged under 29 with
49% beingunder 4923,

While the dataisnot strictly comparable, it is
worth noting that less than half of one percent
of the members of the Federation of Small
Businessesare under the age of 24; only 21%
areunder the age of 44.

The survey arguably describes a cohort of
social enterprise leaders that much more
closely reflects the communities they serve
thantheir equivalentsin mainstream
business. If this pattern continues over time,
social entrepreneurship may be the key for
challenging-oratleast startingto challenge
-the abiding social stereotype of business
leadership as the preserve of the older, white
male.

This section has presented the survey's
resultsonthe scale and scope of social
enterprise. Key findings include:

14% of all social
enterprises are start-ups, less than two years
old-morethanthree timesthe proportion of
start ups among mainstream small business.

Median annual turnover of social enterprises
has grown from £175,000 in the 2009 survey
to £240,000inthisyear’ssurvey.

Social enterprises
employ more people relative to turnover than
mainstream small businesses.

Women in
social enterprise leadership teamsare
challengingthe glass ceiling, with 86% of
leadership teamsboasting at least one female
director. As 27% of leadership teams have
directors from BAME communitiesand 7%
havedirectorsunder the age of 24, social
enterprisesare makinga promisingstart at
“changingtheface of British business”.

WITH 86% OF

LEADERSHIP TEAMS

BOASTING
AT LEAST ONE

FEMALE DIRECTOR

22 (2010) ‘The FSB-ICM *Voice of Small Business’ Annual Survey, Report of Key Findings’, Federation of Small Businesses
2 ‘Who do we think we are’ Institute of Directors (loD) http://www.iod.com/MainWebSite/Resources/Document/policy_paper_whodowethinkweare.pdf
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Social enterprises do not exist to create shareholder
value: they exist to create social or environmental
value. They create that value through trading
activities and generating wealth in their communities
and, like any other business, they seek to make a
profit. The differences come in why they trade, how
they work and what they do with that profit - for social
enterprises, social impact is what success looks like.

This section explores the social impact of social
enterprises -the communities where they work,
their stated social objectives and how they set out to
achieve them.

4.0

Social enterprises
and social impact




4.1 Where social
enterprises work

The 2009 survey set out the basic geography
of social enterprises showingthat they
operated across the respective nations of
the UK and that they operated in both urban
andruralareas. Thistellsusverylittle about
where social enterprises actually work.

The 2011 survey has been able to collect
location data for most respondents and match
that with the Index of Multiple Deprivation
(IMD) rankings®?*. This hasallowed the
researchteamtolook at social enterprises
onthe basis of how deprived the community
where they workis. The distribution of social
enterprisesbased on therelative deprivation
of their communitiesis presented in Figure 6.

For ease of interpretation, thisranking

is presented inbands. Band 1 represents
the most deprived 20% - or fifth - of all
communitiesinthe UK, Band 2 represents
the next most deprived fifth and so on.
Band Srepresents the least deprived fifth of
communities.

The data clearly demonstrates that social
enterprises have their greatest concentration
inthe areas of the greatest deprivation,
with 39% of social enterprises working
inthe most deprived communitiesin

the UK. Social enterprise start upsalso
broadly follow this trend, with the majority
of social entrepreneurs establishing their
new businesses where they can have the
mostimpact. Thisisastark difference
from standard businesses, where only 13%
are concentrated in the areas of greatest
deprivation?s.

4.2 What social
enterprises are trying
to achieve

Our survey sought to explore the difference
social enterprises are trying to make, asking
organisations about their main social and
environmental objectives. There wereavery
wide range of responses, with social enterprises
suggesting 25 main types of objective, the
‘top ten’' of which are presented in Figure

7 below. Social enterprises also have more
than one social or environmental objective,
withrespondents statingan average of 2.4
objectives each.

The ‘top ten’ aims and objectives change
depending on where social enterprises are,
withrespondents workingin Band 1-the
most deprived communities -having different
prioritiesfromthosein Band 5-theleast
deprived.

Creating employment opportunitiesisthe
most common objective for social enterprises
inthe most deprived communities, cited by
30% of respondentsin Band 1 as opposed to
13% ofrespondentsin Band 5, where it was
ranked 6th. Social enterprisesin the most
deprived communities cited addressing social
exclusion (21%), financial exclusion (17%)
and promoting education and literacy (24%)
as objectives twice as frequently as social
enterprisesinthe least deprived areas (10%,
9% and 12% respectively).

For theleast deprived communities, priorities
change, with respondents workingin Band 5
more likely to cite affordable housing (15%) as
an objective and protecting the environment
(19%). Interestingly, creating ethical and fair
products (including fair trade) is the Sth most
common objective inbands 3 and 4 (12% and
15% of respondents respectively), butisnotin
the top ten most cited objectivesin any other
bands.

When we consider that the most commonly
cited objective acrossallrespondentsis
‘improving a particular community’ (25%),
itisunsurprisingthat the broader objectives
of social enterprises change toreflect the
needs of the communities they exist to
serve. Inthe most deprived communities for
example, where the greatest concentration
of social enterprisesisto be found-we see
our respondents actively seeking to address
the causes of deprivation-in particular
employment, health, inclusion and education.

2 The IMD is a detailed set of statistics on poverty. It combines a wide variety of indicators, including income, employment, health,
deprivation and disability, education skills and training, barriers to housing and services, crime and the living environment.
% Baldock, R and Lyon, F (2011) Social Enterprise Activity and Small Businesses: An analysis of the Small Business Surveys. TSRC Briefing Paper www.tsrc.ac.uk
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SOCIAL
ENTERPRISES ARE
CONCENTRATED
IN OUR MOST
DEPRIVED
COMMUNITIES:
39% OF

ALL SOCIAL
ENTERPRISES
WORK IN THE 20%
MOST DEPRIVED
COMMUNITIES IN
THE UK



4.3 Social enterprises
and local impact

The section above sought to address what
social enterprises aimed to achieve, but
through what means?

One of the key approaches used by social
enterprisesisthereinvestment of profit.
82% of our survey respondents stated that
theyreinvest the surplus or profit from
contracts or tradingto further their social or
environmental goalslocally. Thisfigureis
consistently high according to deprivation.
[t does however, vary according to turnover
—-from 64% of those social enterprises with a
turnover up to £10,000, to 92% of those with a
turnover of over £1m.

Our survey also sought to establish in what
other ways social enterprises made animpact
locally, particularly inlight of the importance
of creating employment opportunities to
social enterprise goals. The survey asked
respondents the extent to which they pursued
particular strategies to maximise their
impact, asshownin Figure 8 below.

The first two questions sought to explore the
extent to which social enterprises are actively
seekingtointerveneinthelabour marketto
the advantage of the communities they serve
-reflectingthe focus on creating employment

opportunities held by many social enterprises.

A clear majority (66%) agreed that they
actively recruited stafflocally toalarge
extent. When those who actively recruit
locally to some extent are included, thisfigure
jumpsto 81% or four out of every five social
enterprises.

The survey also asked whetherrespondents
actively employed people who were
disadvantaged in thelabour market - people
with disabilities, people who are long-term
unemployed, offendersand others. A quarter
of our sample agreed that they did thistoa
large extent, afigure that jumpsto 56% when
those who do this to some extent are included.
Socialenterprisesin Band 1 -the most
deprived communities -are the most likely
torecruit those disadvantaged in the labour
market, with close to athird (31%) stating that
theydid thisto alarge extent.

The survey also sought touncover the

extent to which social enterprisesinclude
beneficiariesin their decision-making, as
thistype ofinclusion can make organisations
much more responsive to the needs of their
communities. The results show that 74%

of social enterprises use thisapproachtoa
greater or lesser extent-afigurethatrisesto
91% for social enterprises operatingin

Band 1-the most deprived communities.

Finally the survey also sought touncover to
what extent social enterprises take active
measures to minimise their environmental
impact and monitor social impact. It found
that 88% of social enterprisesact to minimise
their environmental impact, which compares
very favourably to small businesses?® - 44%
of whom say they have taken no action
whatsoever?’. Alongside this 74% of social
enterprises monitor their socialimpactin
some form with 35% reporting they do thisto
alarge extent.

Not Alarge 71 66
applicable extent 11 15
Don't Some 3 4
know extent 8 6
Notvery 1 0
much
KEY My organisation My organisation
reinvests profitslocally actively recruits
stafflocally

% (2010) ‘“The FSB-ICM ‘Voice of Small Business’ Annual Survey, Report of Key Findings’, Federation of Small Businesses
27 Response to the question: ‘Have you changed the way your business operates because of concerns relating to climate change?’ in (2010) ‘The FSB-ICM ‘Voice of Small Business’ Annual Survey,
Report of Key Findings’, Federation of Small Businesses



SOCIAL ENTERPRISES
ARE PROACTIVELY
TACKLING ISSUES IN
THEIR COMMUNITIES.
82% OF SOCIAL
ENTERPRISES
REINVEST PROFITS
BACK INTO THE
COMMUNITIES
WHERE THEY ARE
EARNED TO FURTHER
THEIR SOCIAL OR
ENVIRONMENTAL
GOALS

25
31
16
15

Case study:

Museum of East
Anglian Life (MEAL),
East Anglia

MEALwassetupasatrustin 1984
to celebrate the rural history of East
Anglia and hosts anumber of family,
community and social events (such
as a beer festival and blues festival).
The social enterprise arm of MEAL
developed when, in 2006, the new
director realised that the unique
assets of the museum could be used
toimprove the local community. This
social mission became embedded

in the operations and ethos of the
museum: ‘we're not just existing
to exist or make money; we're
existing to improve the social
capital of the community’.

MEAL runs Work Based

Learning (WBL) courses aimed

at disadvantaged peoplein the
community and supports volunteers
who arerecruited locally. MEAL
worksin partnership with araft of
local businesses and community
groups. In the pastit has partnered
with alocal businessto help produce
floral displays for Stowmarket and
hosted a team-building day for HSBC
bank, who funded the build of a
restroom cabin for MEAL volunteers.

o1
37

w

My organisation My beneficiaries are My organisation
employs people that are actively involvedin monitorsits social
disadvantagedinthe decision-making impact

labour market

My organisation actively
aimstominimiseits
environmental impact



Case study:
Neuro Muscular
Centre (NMC),
Cheshire

NMC was established in 1990

when a group of familiesand a
physiotherapist came together

to set up an initiative to help fund
physiotherapy and a sense of
community for those with Muscular
Dystrophy (MD). The members of
the group all had MD or worked with
those affected by the condition.

Today, NMC isregistered as a
charity and combines the provision
of training and employment
opportunities (through its graphic
design centre -a Company

Limited by Guarantee), with its
physiotherapy centre, both of which
are tailored to people with MD.

Thereisareal sense of community
at NMC -employment and inclusion

outcomes are key and the majority of

KEY My organisation
investswellin
stafftrainingand

development

45%

Not
applicable

37%

9%

4%

the senior management team have
Muscular Dystrophy, aswell as those
on their management committee.
The warm and supportive
environment enables people with
MD tolive as ‘mainstream’alife as
possible and is cited by employees as
one of the elements they enjoy most
about working for the NMC.

NMC undertakeslocal outreach and
educational work in schools, and
promotes their services to small
businesses, social enterprises and
third sector organisations. The
enterprise runs independently and
sustainably with diverse income
streams-including NHS contracts
and income from the graphic design
business, which have kept them
thriving through the recession.

My staffarea My staff know
actively involved we are a social
in decision-making enterprise

62%
69%

14%
27%

4%
5% ’
1%
6%

- 2%



4 4 Social enterErises
as places to wor

Asorganisations with social motivations at
their coreitisimportant to determine how
social enterprises behave as employers,
how they engage their employeesin their
businesses, and how they investin their
staff. Our survey sought to explore social
enterprises’ employment practices, with the
resultssetoutinfigure 9.

Our survey shows that 82% of allrespondents
believe, to a greater or lesser extent, that
their social enterprise invests well in staff
training and development. While not directly
comparableitisimportant tonote that only
59% of SMEs say they have provided any
professional development for their staff at all
inthelast 12 months including on-the-job
training?®.

Social enterprises are participatory

and inclusive businesses, with 62% of
respondents stating that theyinclude
staffin decision-makingto alarge extent.
This pattern of engagement is remarkably
consistent at different scales of social
enterprise, until organisationsbegin to cross
the £1mturnover threshold -where 47%
said that staffareinvolved to alarge extent.
However, these organisations do seek to
maintain staff engagement, with 94% of
respondents with a turnover greater than
f£1lmstatingthat theyactively involve staffin
decision-makingto some extent.

While there is no comparable data available
onstaff engagementin mainstream
business, this begins to build a picture of the
type of businesses social enterprises are,
demonstrating how much they value their
staffinthe key decisions they make.

Key findings

This section has sought to explore how social
enterprisesare makinganimpactinour
communities -where they are working and
what they are doingasthey trade for people
and planet. Keyfindingsinclude:

Social enterprises are concentrated in
our most deprived communities: 39% of
all social enterprises work in the 20% most
deprived communities inthe UK. The more
deprived the community, the more likely you
will find a social enterprise working there.

The start-up explosion is happening
there too: Around a third of all social
enterprise start-ups arein the most deprived
communities, as social entrepreneurs are
going where they can have the greatest
impact.

Doing it for themselves: Social enterprises
are proactively tackling issuesin their
communities. 82% of social enterprises
reinvest profits backinto the communities
where they are earned to further their social
or environmental goals.

Bottom up, not top down: Social enterprises
are accountable to their communities and the
people they serve. 74% of social enterprises
actively involve their beneficiariesin
decisions about the business-a proportion
thatrisestonine out of 10 social enterprisesin
the most deprived communitiesinthe UK.

More environmentally sustainable: 88%
of social enterprises seek to minimise

their environmental impact. 44% of small
businesses say they have taken no action
whatsoever?®.

88%

OF SOCIAL
ENTERPRISES
SEEK TO
MINIMISE THEIR
ENVIRONMENTAL
IMPACT

(2011) * BIS Small Business Survey 2010’, IFF Research, Department for Business Innovation and Skills http:/www.bis.gov.uk/assets/biscore/enterprise/docs/b/11-p74-bis-small-business-survey-2010
29 Response to the question: ‘Have you changed the way your business operates because of concerns relating to climate change?’ in (2010) ‘The FSB-ICM *Voice of Small Business’ Annual Survey, Report

of Key Findings’, Federation of Small Businesses
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Associal enterprises work to tackle a broad range

of social and environmental issues, mainly in the

UK’s most deprived communities, it is easy to

confuse or conflate them with the third sector. But
social enterprises are businesses competingin the
marketplace against all sorts of other businesses. They
seek to win new business and new customers, to deliver
their products and services to a high quality and to
sustain their operations through trade.

This section explores social enterprisesin their
markets, asking where their income comes from, who
they are trading with and whether they are growing,
profitable and optimistic for the future.

5.0

Social enterprises
in their markets




70%

OF SOCIAL
ENTERPRISES
EARN

76% OF

THEIR INCOME
THROUGH
TRADE

5.1 Where do social
enterprises get their
income”?

Iftradingactivityiswhat sets social
enterprise apart from traditional third

sector or charity organisations-evenifthey
arguably share similar values and objectives
-thenthe proportion of a social enterprise’s
income that comesthroughtradeisan
important measure. Thisyear's survey only
considered organisationsthat generated over
25% of theirincome through trade tobein
scope for the exercise.

The survey shows that 7 out of 10
respondents are earning at least 76% of
theirincome through trade, with only 16% of
organisationsin the lowest category allowed
forinclusioninthe survey.

Why not 100% through trade? While almost
all social enterprises earn almostall their
revenue through trade, many still seek other
formsofincome. It can be contended that this
isbecause alternative income is sometimes
available and, like any enterprise®’, they will
behavein an economically rational manner.
Alsomany start-ups need funding to get

off the ground and turn to readily available
sources.

5.2 Who do social
enterprises trade with?

In order to establish the dynamic of social
enterprisesin their marketplaces more fully,
respondents were asked to identify their
sources of income - highlighting both their
main (or only) source of income and also

any other sources of income that they had
receivedinthe past 12 months. The findings
are setoutinFigure 11.

The public policy discourse on social
enterprise has been dominated by the
potential of social enterprisesin the delivery
of public service and their role as contractors
tothe state. Our survey results clearly show
that social enterprises have afar broader role
to playinthe UK economy.

The most common principal trading partner
with social enterprise is consumers, with
37% of social enterprisesnamingthemas
their main source of income. A total of 66%

of social enterprises gained a proportion of
theirincome from this source. This pattern of
traderemainsthe case for all scales of social
enterprise. Indeed, a social enterprise turning
over less than £100k per year is more likely to
have private sector businesses than the public
sector as their main source of income, asfig
12 shows.

This does not mean that trade with the public
sectorisnot important -far from it. Half of all
social enterprises trade with the public sector
(compared to 30%?3? of small business) and for
18% of social enterprises, itis their principal
trading partner. Therelationship grows
markedly more important for larger social
enterprises, where 28% of organisations with
turnoversbetween £250k and £1m have the
public sector as their main trading partner.

Inthe 2009 survey 39% of respondents
reported theyreceived more than 50% of their
income from the state with 10% claiminga
combination of state and non-state income
and 51%reporting more than 50%income
coming from non-state sources.

The data on main source of income shows
three further points of interest -the first is
theverybroadrange of trading partners,
which shows that social enterpriseisareal
mixed economy. The second isthe diversity
ofincome for individual enterprises-with
social enterprises having on average three
sources ofincome. The third area of noteis
that the number of social enterprises that list
donations as their main source of income s
very small-lessthan half of one percent.

30 By way of example the most recent BIS Small Business Survey 2010, published in April 2011 shows that 9% of SME’s sought a government grant
81 (2011) * BIS Small Business Survey 2010, IFF Research, Department for Business Innovation and Skills http://www.bis.gov.uk/assets/biscore/enterprise/docs/b/11-p74-bis-small-business-survey-2010



76% to 100%
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Figure 11: Sources of income for social enterprises

I
=
%
N

Source of income Has Main
income sourceof

from income

Earnedincome fromtrading
with general public 6 6% 37%

Earnedincome fromtrading
with public sector 50% 18%
Earnedincome fromtrading
with private sector L-': 4% 1 3 %

Earnedincome fromtrading
with third sector organisations 3 9 O/O 5 %

Grants or core funding from
public sector bodies 38% 9%
Other grants or core funding 2 9 % 4|:%

Earned income fromtrading

with other social enterprises 2 9% 3%
Donations 2 1% 1%
Other 11% 6%

Figure 12: Main source of income by turnover

Total £0- £10k- £50k- £100k- £250k- Over
% % £10k £50k £100k £250k £1m £1lm
Earnedincome fromtrading with the general public 37 51 31 40 36 31 46
Earnedincome from trading with the public sector 18 11 11 13 18 28 24
Earnedincome from trading with the private sector 13 13 16 16 12 10 13
Grants or core funding from public sector bodies 9 11 7 3 10 13 6
Earnedincome from trading with third sector organisations
(e.g. charities, voluntary groups) 5 2 9 7 5 4 2
Other grants or core funding
(e.g.foundations, trusts, Big Lottery) 4 2 5 5 4 1
Earnedincome fromtrading with other social enterprises 3 ) 4 6 ) 2 1
Donations <0.5 2 1 0 0 1
Other 2 10 4 4 S 4
Don't know 4 2 ) ) 3 3 2



A closerlook at the data shows how levels

of deprivation influence sources ofincome,
asshowninFigure 13. Social enterprises
operatingin Band 1, the most deprived
communities, are considerably more likely to
have the public sector as their main customer.
The likelihood of having trade with the
general public as the main source of income
broadlyincreases as deprivation declines -
perhapsunsurprisingly when one considers
therelative spending power of consumers at
different levels of deprivation.

5.3 Social enterprise
growth

Section 3.2 described how turnoverin

the social enterprise sector had grownin
aggregate since the 2009 survey, but what
were the individual experiences of social
enterprisesin our sample? Our survey asked
respondents for turnover figures for the most
recent financial year and the one just before.
Theresults show that turnover growth
hasbeen sustained in the sector since the
2009 survey, with 58% of social enterprises
providing data showing growth in turnover
and 20% showing a decrease.

This compares very favourably to the
performance of SME growth?32 during

the period, as shown in Figure 14. Social
enterprisesare more than twice aslikely to
report growth as SMEs-showingthat social
enterprises have beenreal engines of growth
in their communities over the period.

The growth performance of social enterprises
isencouraging, but how isit beingachieved?
Our survey asked respondents what actions
they had taken duringthe past 12 months

to go for growth or diversification. Close to
nineinten (89%) had taken specific actions
on growth or diversification in the past 12
monthsasshown by theresults presentedin
Figure 15.

Understandably for organisationsthat

make theirliving through trade, the most
common action for growth was to attract new
customers or clients, with 78% of respondents
tryingthisapproach. The next most common
course of action was the introduction of new
products or services, with 55% of social
enterprisestakingthisroute.

Interestingly, the BIS small business survey
uses the percentage of organisations
introducing either new or improved products
and services over the past 12 monthsasa
principalindicator of innovation. 47%?23 of
their respondents have done so, making social
enterprises more innovative by that measure.

Thesefigureswillin partbearesultofthe
higher proportion of start up enterprisesin
our sample but even when these are takeninto
account our figures show an optimistic and
dynamic social enterprise sector.

5.4 Social enterprise
profitability

A key measure of success for social
enterprisesis whether they can be profitable
-as profit reinvestment is one of the main
pathstoachievingtheir socialimpact. The
survey asked respondents to identify whether
their social enterprise had made a profit, aloss
or had broken even inthelastfinancial year.

Asshowninfigure 16, Just over half (53%)

of all organisations surveyedreport having
made a profitin thelast financial year, 23%
report having made aloss, and a fifth (19%)
report havingbroken even3t. Thesefigures
compare negatively to the 2009 survey,
where 66% of social enterprises made a profit
and 18% reported makingaloss. Itisworth
notingthat the figures for social enterprises
makingalossare almostidentical to those for
mainstream small businesses (24%)3.

Theresults show that social enterprises

with aturnover of morethan £1mreap

the benefits of scale, with 68% of these
organisations showinga profit. Organisations
with turnovers oflessthan £10,000 are most
likely to show aloss (36%) - the only group
more likely to make aloss than a profit. This
isarguably because of the high number

of start-upsin this segment -only 32% of
organisationslessthan 2 years old reported
a profit.

3233(2011) * BIS Small Business Survey 2010’ IFF Research, Department for Business Innovation and Skills http://www.bis.gov.uk/assets/biscore/enterprise/docs/b/11-p74-bis-small-business-survey-2010
3 |t is important to note that some social enterprises report that they are exactly breaking-even. An exact break-even would suggest that these organisations are actively managing trading surpluses
reinvesting them into either their social impact or into the business. For certain social enterprises, this is a known core component of either their governance structure or their business model
It is also important to note that the BIS Small Business Survey only records profit or loss- not break even.
% (2011) * BIS Small Business Survey 2010’, IFF Research, Department for Business Innovation and Skills http://www.bis.gov.uk/assets/biscore/enterprise/docs/b/11-p74-bis-small-business-survey-2010
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Figure 14: Social enterprise and SME turnover growth over time

Feb.2009 | State of social April2011 | State ofsocial
SME Business enterprise | SmallBusiness enterprise
Turnoveris: barometer 2009 2011

Higher than 12 months ago
The same as 12 months ago

Lower than 12 months ago

Developed new products and services
Diversified into new markets

Won business

Expanded intonew geographic areas
Replicated or franchised

Merged with another organisation %
Acquired another organisation %

Don't know @

Figure 16: Answers to ‘Did you make a profit?’ by turnover

All “£0- '£10,001- £50,001- £100,001- £250,001- ' Over
“£10,000 £50,000 £100,000 ‘' £250,000 - £1million : £1 million

No 23% 36% 21% 23% 27% 22% 18%

Brokeeven 19% 27% 26% 26% 22% 16% 13%

Don'tknow 5% 16% 2% 4% 1% 2% 1%



Figure 17: business confidence - social enterprises’

belief in turnover growth over 2-3 years

X
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All 57% | 14% | o990, | 1% | 6%
£0-
£10,000 | 73% | 4% | 1805 | 2% | 4%
£10,001-

£50,000 | 63% 6% | 990, | 3% | 6%

£50,001-
£100,000 |58% | 9% 30% | 0% | 2%

£100,001-
£250,000 |60% |17% | 179, | 1% 5%

£250,001-
£1million |53% |21% | 199 | 1% | 7%

Over
£1 million 53% 19% 22%, 1% 5%

58% OF SOCIAL
ENTERPRISES
GREW LAST YEAR
COMPARED WITH
28% OF SMES

SMALLER SOCIAL
ENTERPRISES ARE
BY FAR THE MOST
CONFIDENT OF
GROWTH, WITH
73% PREDICTING
AN INCREASE IN
TURNOVER

Social enterprisesintheir markets

The National
Community Wood
Recycling Project

(NCWRP Brlghton

The Brighton and Hove Wood
Recycling Project was setupin 1998
when founder Richard Mehmed
discovered a gap in the market for
wood recycling. This environmental
enterprise grew to become an
award-winning social enterprise
thatisrecognised for offeringjob
creation opportunities for people
from disadvantaged backgrounds.
The enterprise trades with the
general public and businesses, from
salvaging and recycling wood from
construction sites to selling bespoke
furniture.

In 2003, the National Community
Wood Recycling Project (NCWRP)
was established to franchise the
original model across the UK. Today
this national franchise network
encompasses a series of other wood
recycling enterprisesin more than
20 locations in Britain.

The integrity of the NCWRP brand

is maintained by a set of principles
—-openness, inclusiveness and
integrity - creating a self-policing
policy based on trust, and premised
onthe logic that such an ethos would
attract entrepreneurs who share
these principles and a commitment
to social and environmental change.



5.5 Optimism and
business confidence

Business optimismisanimportant
barometer of the health of a sector with direct
implications for investment and employment.
We asked our surveyrespondents whether
theybelieved that their turnover would
increase, decrease or stay the same over the
next 2-3years. Theresultsare presented in
Figure 17.

The results show that, on balance, social
enterprises are optimistic that their turnover
willincrease over the next 2-3 years-more
than four times as many social enterprises
predict growth as contraction. Thisisa
strongerresult than the 2009 survey, where
48% of social enterprises were confident of
growth and considerably stronger than the
view of SMEs®¢, where 41% of businesses
believe they will see growth3”.

Smaller social enterprises are by far the most
confident of growth, with 73% predictingan
increaseinturnover. Larger social enterprises
are still confident, but a greater proportion
expectadecrease, with afifth of social
enterprises currently turning over between
£250k and £1m expectingturnover to fall.

Key findings

This section hasaimed to get ‘under the hood’
of the economic engine of social enterprise -
how they trade in their marketplaces. It has
explored who their customers are, whether
they are growing and profitable, and how they
are performingin comparison to SMEs.

We need to change the way we think about
social enterprise: The main discussions

in public policy have been around social
enterprise delivering public services-this
tellsthelesser part of the story. The most
common main source of income for social
enterprisesisinfacttrade with the general
public.

The public sector is stillimportant,
particularly in deprived areas: Social
enterprises workingin the UK's most deprived
communities are much more likely to have the
public sector as their main trading partner-
and much lesslikely to trade with the general
publicthan other social enterprises. Larger
social enterprises are also more likely to have
the public sector asasignificant trading
partner.

No tin-rattling here: Donations are the
main source of income for less than half of
one percent of social enterprises. Traditional
donor-based philanthropyislargely absent
fromthe social enterprise landscape.

For economic dynamism, look no further
than social enterprise: Social enterprises
are outstripping SMEs for growth-58% of
social enterprises grew last year compared
with 28% of SMEs. Social enterprisesare
outstripping SMEs in business confidence,
with 57% of social enterprises predicting
growth in comparisonto 41% of SMEs.
Social enterprises are outstripping SMEsin
innovation, with 55% of social enterprises
launching anew product or service last year,
as opposed to 47% of SMEs.

LAUNCHED A
NEW PRODUCT
OR SERVICE
LAST YEAR

% (2011) * BIS Small Business Survey 2010, IFF Research, Department for Business Innovation and Skills http://www.bis.gov.uk/assets/biscore/enterprise/docs/b/11-p74-bis-small-business-survey-2010
" The figures in both the 2009 survey and the SME business Barometer both relate to predicted turnover in 12 months, so caution should be exercised in this comparison.






Inthe previous section, the key finding was that the most
frequent main customer for social enterprises was the
general public, rather than the public sector. That this
seems counter-intuitive is probably due to the role foreseen
for social enterprises by policy makers and communicated
to the public at large: to unleash the capability of social
enterprises for innovation, community and staff
engagement in the delivery of public services.

For their part, many social enterprises stand ready to do
exactly this-working with the public sector remains a key
activity for many. Thisis particularly true for organisations
in deprived communities, where the social enterprise
approach can make the public sector pound go a great

deal further by employinglocal people and providing local
solutions to local problems.

The 2011 survey has provided the opportunity to

explore whether the much-anticipated social enterprise

revolution in public services delivery has, in fact, occurred.

This section presents the experiences of those social

enterprises whose main source of income is from the

public sector, exploring whether their experiences differ
fromtherest of the sector. 000

iy
6.0

Social enterprises
and the state




6.1 Effect of public
spending cuts on
financial health

Our survey asked respondents: have public
sector cuts positively or negatively affected
your organisation’sfinancial health”? The
results, broken down by the organisation’'s
main source ofincome, are set out in
Figure 18.

The table shows that, ratherthan
experiencing opportunity, social enterprises
are beingnegatively affected by cutsin public
spending. 72% of social enterprises whose
main customer isthe public sector state that
cuts have had anegative impact on their
financial health.

Itisinterestingtonote that respondents
whose main customer is not the public sector
also state that they have been affected. There
are two potential factors that may explain this
result. First, that although only 18% of social
enterprises cite the public sector as their main
source of income, 50% of social enterprises
dobusinesswithit.Itisalsoimportant to

note that 39% of organisationsreceive

some income from trading with each other,
illustrating the multiplier effects public sector
cuts can have onthe wider social enterprise
and civil society sectors. Finally, as social
enterprises mostly operate in areas of high
deprivation where the state playsalarger part
inthe economy, it may alsobe that theyare
being hit by negative multiplier effects

more broadly.

DIVERSIFICATION
INTO DIFFERENT

MARKETS

6.2 Social enterprise
confidence and the state

Section 5.5 presented a sector that,asa
whole, bristled with business confidence.
How confident are social enterprises whose
main trading partneristhe public sector that
theirincome willincrease? 51% of these
organisationsbelieved that they would see
their organisation grow - however, 27%
predicted adecreaseintheir turnover.

Figure 19 presentsthe business confidence
of social enterprises operatingin different
markets onbalance -the difference between
those who predict an increase and those who
predict adecrease, givinganindication of the
netlevels of optimism about growth.

Figure 19 shows low business confidence
among social enterprises whose main trading
relationships are with the public sector when
compared to all others.

That some of these social enterprises predict
growth while others predict contraction does
not show that social enterprises are simply
havingdifferent experiences of trade with
the public sector. Of those social enterprises
working with the public sector who predict
growth, 64% believe that this growth will
come from diversification into different
markets. By comparison, growth through
diversification into different marketsis
astrategy favoured by just 30% of social
enterprises trading with the third sector and
35% of those trading with the private sector.

% The net confidence of the sector as a whole is as follows: 57% of respondents predict they will grow, minus 14% of respondents who predict they will contract, giving a net confidence of +43.
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Figure 18: The impact of public spending cuts
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Figure 19: net business confidence of social enterprises, by main source of income
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Figure 20: planned redundancies in

social enterprises over the next 12 months,

by main source of income (as a %)

Grants or core funding
from public sector
bodies/other grants

Earnedincome from
trading with public
sector

Earnedincome from
trading with private
sector

Earned income from
trading with third sector
organisations/other
social enterprises

Earnedincome from
trading with general
public

Figure 21: The extent to which social

enterprises believe that the %overnment

takes account of their views (as a %)

Social enterprisesand the state

Case study:
Inspire Leisure,
Littlehampton

Inspireisaleisure trust with social
aimsto bring culture, sport and the
artstoadiverserange of people,
while reinvesting profits to further
community programmes for those
otherwise unable to afford or access
such facilities. Inspire transferred
from beinga council-run leisure
service to a stand-alone social
enterprise in 2002. [t incorporated as
an Industrial and Provident Society
and obtained charitable status.

Thedistrict council isits biggest
partner, and other partnersare the
town council, schools and numerous
sports and community groups.
Intotal, Inspire gets 1.3 million
customer visitsayear and hasan
annual turnover of £4.5m.

Paying customerswho use the
leisure facilities make up 76% of
the organisation’sincome, with the
remaining coming from an ongoing
five-year funding arrangement
with the council. Action has been
taken to modernise facilities,
installing interactive equipment
and improved services for disabled
customers. Inspire has succeeded
in delivering value for money for
the local authority, providing much-
needed services to the community
by becoming entrepreneurial.

. KEY

A great extent
Some extent
Not very much
Notatall

Don't know



6.3 Redundancies
and the state

Section 3.4 set out the broader risks

of redundanciesin the sector, with
approximately oneinfive organisations
planningto cut staff. With business
confidence markedly lower for social
enterprises whose main source of incomeis
the public sector, what practical effect will
that have in terms of employment? Figure 20
presents a breakdown of those planned layoffs
by main source of income.

Figure 20 shows that organisations whose
main source of incomeis from the public
sector anticipate that they will account

for half of allredundancies amongst all
social enterprisesinthe next 12 months.
Asaconsequence of the noted distribution
of social enterprises, these cuts will

be felt disproportionately by the most
disadvantaged communities - 24% of all
anticipated redundancies will fall within band
1-the mostdisadvantaged communitiesin
the UK, with just 9% anticipated tofallinthe
least deprived.

Taken together with the collapse in business
confidence set outin section 6.2 above, itis
clear that public sector markets are or look
likely to become increasingly difficult places
for social enterprise.

6.4 [s the government
listening?

The environment contains both risksand
opportunities for social enterprise. Our
survey sought touncover the sector's views
onwhether they could turn to public policy-
makers for support. The survey asked the
extent towhichrespondents believed that
the government takes account of the views of
social enterprises.

Theresultsare presentedin Figure 21,
showingthat on balance, 61% of social
enterprisesfeel that their views are not taken
into account by government.

This section has sought to explore the
relationship between social enterprisesand
the stateinlight of the role foreseen for social
enterprises by policy makersin the delivery of
public services. Key findings include:

The
social enterprise revolutionin public service
delivery could fail to materialise without
actionto encourage social enterprises’ belief
that they can succeed in public service
markets. Organisationsthat mainly work with
the public sector anticipate they will make
half of all the likely redundancies amongst
social enterprises over the next 12 months.

Social enterprises
whose main source ofincome isfromthe
public sector view the coming years with
significant gloom, with markedly lower
business confidence than their social
enterprise peersinother sectors.

Of those social
enterprises who trade mainly with the public
sector and anticipate growth in the future,
64% anticipate that their growth will come
from diversification away from working with
the public sector.

61%

OF SOCIAL
ENTERPRISES
FEEL THAT
THEIR VIEWS






The preceding sections of thisreport have
identified that social enterprise is rapidly growing
its contribution to the UK economy, attracting
entrepreneurs, workingin the UK's most

deprived communities to tackle the root causes-
of deprivation and is both out-pacing and out-
innovating comparable SMEs.

This section aims to explore the barriers and
enablers to social enterprise -both in terms

of encouraging start-ups and supporting the
sustainability of existing enterprises. Many of
theseissues are directly influenced by measures
introduced by policy-makers and are the arena
in which government can make its most active
contribution to the success of the sector.

>
i
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Social enterprise
barriers and enablers




SOCIAL

/.1 Barriers at start-up

Our survey asked those respondents who were
involved in the organisation when it started
up to describe the barriers they experienced.
Theten most common barriers are presented
inFigure 22.

Thefirst four barriers arguably read like the
worry-sheet of any new business start-up, with
45% of respondents citing the availability or
affordability of start-up finance, 22%raising
the perennial businessissue of cash-flow and
19% reflecting on their skill set when they had
just got started.

Many of the remainingbarriers are plainly
specificto social enterprise. 15% of
respondents say that awareness among
customers of social enterprise was anissue -
whichisincreasingly serious for start-upsin
Scotland, Northern Ireland and Wales with
27% of organisationsflaggingitasabarrier.
Thislack of understanding also hampered
start-upsintheir search for finance, with
9% of respondents identifying cultural
understanding with banksasanissue.

Market entryin general and procurement
practice in particular were singled out as
barriersby 12% and 11% of respondents
respectively. The number of respondents who
saw public sector procurement as a barrier
jumpsto oneinfive among social enterprises
who have the public sector as their main
customer.

ENTERPRISES
WORKING MAINLY
WITH THE PUBLIC
SECTOR CITE
PROCUREMENT
POLICY AS THE
SECOND GREATEST
BARRIER TO THEIR
SUSTAINABILITY

'/.2 Barriersto
sustainability

The next questioninthe survey sought to
explore whatis currently holding organisations
back-we asked what the three most
significant barriers were to the organisation'’s
sustainability and/or growth. For many
organisations, the issuesthat hampered them
at startup areissuesstill, with results shownin
figure 23.

Accesstofinance and cash flow problems still
dominate the concerns of social enterprise
-44% of respondents are still hampered by

the availability and affordability of finance.
Where finance is available, 45% of respondents
identified it asthe most important enabler for
their growth.

This hunger for investment marksareal
difference between social enterprisesand
SMEs. SMEsrank the availability of finance as
only their sixth greatest obstacle to success
after the state of the economy, cashflow,
taxation, competition and regulation®®.

Forthose social enterprises whose main source
ofincome istrade with the public sector, public
sector commissioning and procurementisthe
second most cited barrier to their sustainability
(25%) beating even cash flow into third place.
Thisissueisdirectlyinthe power of
policy-makers toresolve and addressing it
could be the single most important step to
unlockingthe potential of the sector.



Case study:
Pants to Poverty,
London

Pantsto Poverty came about as
part of the ‘Make Poverty History'
campaign. Founder Ben Ramsden
sold pantsto highlight that
poverty was linked to how the UK
does business, particularly with
developing countries. Five years
later, Pants to Poverty, the social
enterprise was born.

Pantsto Poverty operatesasa
company limited by shares and
works with one main 5,000-strong
farmer co-operative group based

in Vidarbha, India, to whom it pays
afairtrade premium for cotton.In
partnership with the farmer groups,
Pants to Povertyis setting up a child
labour-free cotton seed programme.
[t hasalso setup acharity -the Pi
Foundation -which helps channel
money back into araft of projects
working with vulnerable groups.

Tofunditsinternational expansion
and continual growth, Pantsto
Poverty has spent the last year
working with Coutts Bank to develop
and launchits ‘Pants Bond'-anew
financial instrument. This bond,
with the interest payable in products,
aims to provide the working capital
necessary to drive the business
forward.

Lack of/poor access to/
affordability of finance

Cash flow
Lack of appropriate skills/experience
Time pressures

Lack of awareness of social
enterprise among customers

Difficulties in accessing/
entering market(s)

Prohibitive commissioning/
procurement with public services

Lack of access to/poor advice/
business support

Culturalunderstanding among
banks and support organisations

Regulatoryissues
(e.g. health and safety)

Lack of/poor access to/
affordability of finance

Cash flow
Increased competition in the market

Prohibitive commissioning/
procurement with public services

Time pressures
Regulatoryissues (e.g. health and safety)

Difficulties in accessing/
entering market(s)

Current economic climate / poor
condition of the market / recession /
unemployment



44% OF
RESPONDENTS
ARE STILL
HAMPERED

BY THE
AVAILABILITY
AND
AFFORDABILITY
OF FUNDING

(2011) ‘BIS Small Business Survey 2010’, IFF Research, Department for Business Innovation and Skills http://www.bis.gov.uk/assets/biscore/enterprise/docs/b/11-p74-bis-small-business-survey-2010

/.3 Finance sought -
by type

Asaccesstofinanceisseenascentraltoboth
start-ups and social enterprise sustainability,
the surveyaimed to explore the proportion of
social enterprises who had sought funding,
what types of finance respondents were
looking for and how successful they were.

Our survey shows that 47% of all social
enterprises have sought external finance
over the past year, from a very wide variety

of sources. This proportionrises from 33% of
those with aturnover ofup to £10,000 to more
than half (52%) of those with a turnover of
£250,000 or more.

AsshowninFigure 24, the most common
type of finance applied for was a development
grant, sought by 61% of those looking for
finance who achieved, coincidentally a 61%
successratein obtainingone.

Loanswere the most common form of finance
(25% applied for) followed by overdrafts (7%
applied for, but with a lower successrate of
43%)

Whilst very few social enterprises sought to
issue equity as ameans of fundraising (4%) it
isworth markingas a significant milestone for
the sector. Inthe 2009 survey, no respondents
indicated that they had sought and raised
financeinthisway, so thisrepresents a new
avenue for certain social enterprises.

Interestingly, twice as many organisationsin
our survey sought equity funding as sought
lottery funding.

Those who had applied for finance were
asked how much their organisation wanted
toraise-the median amount soughtis close
to £100,000. Around oneinsix (16%) were
unsuccessfulinraising any finance, with not
all organisationsraising the fullamount they
had sought, with a median amount raised of
£60,000.

/.4 Finance sought
by source

Social enterprises approached avariety of
different sources of finance, as presented in
Figure 25. The clear majority of these sources
were either government or third sectorin
nature - perhaps demonstrating that social
enterprises are still some distance away from
frequently accessing mainstream sources of
finance.

There are marked contrasts when one
comparesthe patterns of funding sought by
SMEs*°, where only 14% of finance sought was
from government sources. Where funding
was sought, SMEs were much more likely to
approach high street banks for loans (40%) or
overdrafts (35%,).

Start-ups are more likely than othersto have
applied to specialist lenders (29%), and the
likelihood of applyingto a high street bank
increaseswith the age of social enterprises,
from 9% of start-ups to 21% of those who have
beenin operation for 11 years or more.

Key findings

This section has sought to explore the
mainbarriersto and enablers for unlocking
the potential of social enterprises-with a
particular focusonfinance.

Procurement reform is key: Social
enterprises working mainly with the public
sector cite procurement policy as the second
greatest barrier to their sustainability -a
greater barrier even than the perennial
challenge of cash flow. Decisive action on
procurement reform will do more torescue
the government’s social enterprise agenda
thanany other action.

An appetite for finance: The single

largest barrier to the sustainability of social
enterprisesisaccesstofinance, with 44%

of respondents saying that they are still
hampered by the availability and affordability
of funding

Weak access to mainstream sources

of funding: Social enterprises are much
more dependent on government sources of
investment (32%) than SMEs (14%). Start-
ups are three times aslikely to approach a
specialist social enterprise lender asahigh
street bank.
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Doing good business

Healthcare is one of the fastest
growing sectors for social enterprise
inthe UK and The Co-operative Bank
is helping new customer, NAViGO,
toachieveits goals. Formedin April
2011, from within the NHS, NAViGO
s a social enterprise providing
health and care services free at the
point of use to people in North East
Lincolnshire.

Simon Beeton, Financial Director

at NAViGO, explains; “Our objective
is to support the most vulnerable
residents in our community. Having
asocial goalis central to what we do,
but we must not lose sight of the fact
that we are a business. We need to
make a profit so that we can reinvest
it if we are to keep making a positive
impact on the lives of the people
here.”

When NAViIGO was in the process
of setting up, they were clear that
they wanted a financial provider
that shared their values and The Co-
operative Bank immediately stood
out. “It was the Co-operative Bank'’s
ethical stance, which proved critical
to our decision. We're committed to
running our business responsibly
and investingin our community and
The Co-operative Bank shares our
values.”

“THE CO-OPERATIVE BANK’S
ETHICAL STANCE WHICH
PROVED CRITICAL TO OUR
DECISION. WE’'RE COMMITTED
TO RUNNING OUR BUSINESS
RESPONSIBLY AND INVESTING
IN OUR COMMUNITY AND THE
CO-OPERATIVE BANK SHARES
OUR VALUES.”

Simon Beeton,
NAViGO

Social enterprise barriersand enablers

With averytight deadline in

place the bank was able to setup a
business current account within
days. Neil Cartwright, a Relationship
Manager and Adam Burke, a Senior
Corporate Adviser from the bank’s
specialist Charity Team, arranged
facilities, including Visa Purchasing
cards, online banking, Post Office
banking and an encashment service
so that NAViGO could completeits
day-to-day banking transactions.

“The bank’s sector-specific
knowledge and experience was
invaluable. As abusiness starting
with a £22 million turnover we
needed to know we were in expert
hands, says Simon. “Both Neil and
Adam were incredibly helpful. [ trust
them and feel confident that they
will always deliver.”

Following Simon's recommendation,
the bank has since won another
social enterprise customer. “It makes
all the difference having a bank that
understands what we're about. As
we become more sophisticated and
the business settles down [ will be
looking for greater input from the
bank, in terms of investment advice,
toensure we're getting the best
return on our surplus funds. And I'm
sure they won't let me down.”

To learn more about banking
services for social enterprises call
our Charity & Social Enterprise

Team 0207 977 2121 or visit
co-operativebank.co.uk/corporate
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Thisreport has presented the findings of the

State of Social Enterprise Survey 20171 -the largest
survey specifically of social enterprises in the UK.

[t hasaimed to: explore the landscape of social
enterprise; understand the scope and scale of the
sector within the UK economy; examine in greater
depth how social enterprises seek to address their
social or environmental purposes; evaluate how
well they are doing as enterprises; explore their role
in public sector service delivery and identify those
factors that help or hinder them. @

Conclusion




Theresults have shown the dynamism of the
sector, showingthe increase in its economic
contribution and its attractivenessto
entrepreneurs. Even more encouragingis who
those entrepreneursare, as social enterprise
increasingly attracts women, members of
Black and Minority Ethnic communities and
young people to their leadership teams.

The survey hasalso allowed us for the first
time to profile social enterprises by the level of
deprivationintheir communities. Theresults
show that social enterprises are concentrated
inareas of high deprivation, and that their
objectives change with the specific needs of
those communities. Theirimpactisdriven

by high levels of profit reinvestment and
directed by beneficiariesrather than the state
or traditional philanthropic bodies.

Arguably, the greatest surprise in theresults
hasbeenthediscoverythat social enterprises
trade mainly with the general public, not

the public sector. That this seems counter-
intuitiveislikely due to the role foreseen for
social enterprisesinthe delivery and reform of
public services. Theresults meanthat those
commentating on and supporting the sector
may have to change the way they think about
how it works. The survey also set out results
showingthe energyinthe sector, with growth,
optimism and innovation all outstripping that
traditional engine of British economic growth
-the SME.

Company limited by guarantee (CLG)
Registered Charity

Industrial and Provident Society (IPS)

Company limited by shares (CLS)
Community Interest Company (CIC)
Limited Liability Partnership
Other

Don't know

Ifthe greatest surprise was trade with the
general public, the greatest disappointment
hasbeentrade with the public sector. The oft-
heralded social enterprise revolution in public
service delivery may be stoppedinitstracks
by cuts and procurement problems remain.
The survey shows social enterprises that
mainly trade with the public sector have seen
acollapsein their business confidence and
anincrease in their plans for redundancies.
Policy makers should consider how they can
unlock the potential of social enterprisesin
these areas, starting with decisive reform of
procurement policy.

The survey also showed that social
enterprises were just asfinance-hungry as
inthe 2009 survey, seeking their funding
through anevenwider set of sources-that
now includes equity.

While many in the social enterprise sector are
wary of hyperbole, with the notable exception
of those working mainly with the public
sector, this survey has found evidence that
social enterprisesacross the UK areliving

up torecent hype -asectorthatis growing,
attractingentrepreneurs, workingin the UK's
most deprived communities to tackle the root
causes of deprivation and both out-pacing and
out-innovating mainstream businesses.

A full copy of the questionnaire that was
used in our survey is available online.
Please visit www.socialenterprise.org.uk

2009 2011
59% 54%
37% 26%
12% 24%

7% 12%
17% 10%
2% 3%
1% 7%
2% 2%
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