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Overview

This overview presents the key findings in relation to a feasibility study commissioned by
Kingston Voluntary Action (KVA) and the South London CVS Partnership (SLCVSP) to explore

the viability of adopting a more formal social enterprise model of operation for an existing ICT

project, namely, Superhighways.

The proposal presented by KVA is unusual in that KVA is a 2 tier infrastructure organisation and
as such the vision presented differs greatly to the ideas and enterprises generally pursued by
front line VCO’s. In addition the current Superhighways project and the aspirations held are
‘owned’ by the South London CVS Partnership group comprising of six CVS organisations across

South London including Croydon, Bromley, Kingston, Richmond, Kingston and Sutton.

It is now widely reported that the structure, culture, origin and the drivers behind any social
enterprise proposal are key areas for review and critical to the success or otherwise of social
enterprises.  The unusual operating structure does therefore add a complex dimension in
reviewing internal drivers and dynamics likely to impact on the vision and aspirations held for
Superhighways. Many professionals and organisations supporting the social economy believe
that an organisation’s operating ethos and the extent to which they are able to apply traditional
business approaches to establish and sustain a social enterprise will ultimately determine its

performance.

In other words favourable market conditions alone will not ensure the success of a social

enterprise venture.

This paper has been developed to provide an independent summary of the main findings
detailed within the larger feasibility study report. At the outset a number of questions were
posed by the Superhighways team, the main purpose and focus of this paper is to provide

answers to the questions raised.



Introduction

Exploration of Social & Business Objectives

The social aims established with KVA at the beginning of the commission were:

To further the social mission of KVA & the SLCVS/Superhighways Partnership
while at the same time provide an income source to support the short and longer term

sustainability, development and growth of the project.

Furthering the social mission was also qualified as:

Building the ICT capacity and infrastructure amongst VCO'’s across the South London
sub region to improve their effectiveness and efficiency
leading to improved sustainability
and

deriving a range of benefits for their respective client groups and communities.

Subsequent discussions with KVA’s Director, Project Co-ordinator and project staff identified a

further set of social impact aspirations including a desire to:

1 better meet the needs of front line CVO'’s, through for example improving the capacity
to meet demand

2 expand service provision to meet perceived local needs (for example specialist work,
supporting home workers, security related services)

3 maximise benefits for local organisations through effective use of ICT

4 improve strategic understanding of ICT and provide support to embed ICT into VCO’s
planning process

While several clear social objectives are apparent, the ‘business’ aspirations for
Superhighways were more difficult to identify and extract.
The concept of social enterprise and what this might mean in business terms varied across the



project. Those closest to service delivery indicated more entrepreneurial, profit and income
generation motives than those operating at a strategic level. Implied business objectives

include:

1 establishment of high quality, value for money charged for services

2 identify opportunities for additional contracts via local authorities other sectors (staff)

3 take advantage of perceived market opportunities linked for example to security issues
(staff)

4 gain a reasonable market share and good local project recognition across all sectors

5 Generate income to sustain and grow current project

Performance & Track Record

By any standards Superhighways is a highly successful, well established project that has
clearly benefited from its collaborative operating structure. It has achieved quite significant
growth over recent years (geographical, service delivery and staffing levels) under the umbrella

of KVA (lead organisation) and its strategic ‘owners’ the SLCVSP.

The findings of this study confirm that Superhighways enjoys a good professional relationship
with its beneficiary organisations and has a reasonably high profile across South London.
Notably, Superhighways commands respect from others, including competitors, and the project
is well networked to other organisations, initiatives and forums with ICT focus and interests.

KVA and the Superhighways Partnership has an excellent track record of project development
and delivery and of managing large complex projects including large scale sub-regional
capacity building programmes. The Partnership is progressive and there is evidence of an

entrepreneurial approach to management, leadership, development and project delivery.

These findings are central to this study. Social enterprise requires a strong
entrepreneurial mind-set and commitment across the organisation. A number of factors
are seen as contributing to the right balance of governance, leadership and

entrepreneurial spirit.

KVA is at a stable stage of its lifecycle and well placed to take reasonable and



considered risk although the organisation is not currently a limited by quarantee

company and this does raise questions in relation to risk for the governing body if a

social enterprise model of operation was pursued without this status. The KVA Board do

however plan to adopt dual limited liability/charitable status in 2005/06.

At the time of writing the position of the Partnership is a little harder to evaluate since
currently the Partnership is not legally constituted and as such is not structured to take
risk nor can it be legally accountable. Under the current/ proposed operating structure
risk associated with Superhighways sits within KVA. However the SLCVS Partnership are
currently investigating options in relation to a new legally constituted partnership structure
incorporating a new partnership strategic management team. This planned development brings
increased potential and opportunity in relation to social enterprise.

KVA operates with set policies to guide their work and a good flow of information to the
executive is maintained. It has not been within the scope of this study to consult KVA’s
Board and consequently some questions remain unanswered. For example is the level,
detail and frequency of management information about Superhighways performance
sufficient, and in the event of any form of social enterprise model being adopted within
KVA is there a need for improved information and management of the potential risks this

would invariably bring? Probably!

Is the idea viable?

The market conditions associated with this proposal are unparalleled. There is substantial
political support, both in relation to social enterprise development and in relation to ICT
infrastructure development and initiatives. Superhighways has already developed a solid
reputation and professional relationship with its CVS member organisations and as such holds
an exclusive market position, the integration of ICT within the whole community development
package of capacity building activities and toolkits (for example governance, finance, capacity

checking/health checks) would seem logical.

The proposed primary target group (local VCO’s) have significant needs across all ICT service
areas and the ICT Communications and Technology Industries generally are assessed as

‘stable and poised for growth’. New opportunities and trends are emerging with more and more



organisations across the voluntary, public and private sectors outsourcing their ICT
requirements.  Opportunities were found to exist in some specialist markets relating to

accessibility, securities and connectivity in particular.

Today’s top business leaders often attribute their success to ‘having the right idea at the right
time, in the right place’. The extraordinary market conditions identified would seem to indicate
that there is unlikely to be a better time for Superhighways to apply an entrepreneurial

philosophy to support the project’s development and sustainability. However, market conditions

alone will not guarantee the success of this social enterprise venture and herein is the first
consideration — what would constitute success for Superhighways? For the purpose of viability

analysis this is qualified as:

1 Generating sufficient income to make a full or partial contribution to the overall project
costs thus reducing dependency on grant funding and/or

2 Development of an independent trading arm generating surplus income for
reinvestment in the charity company to support the longer term sustainability of

Superhighways to further social impact and benefits

The findings of this feasibility study indicates that an independent trading arm operating

on a traditional SME model with employed staff is likely to struggle to become

financially viable, at least over the early development years.

1 Financial analysis identified quite high operational costs and demonstrated that a
venture of this type is unlikely to generate sufficient surplus income to make any
meaningful financial contribution to the charitable company (KVA) over its first three

year operational term.

2 The breakeven point for such a venture was assessed to be in the region of £80,000
per annum (or 228 days of service delivery @ £350 per day). In order to cover
operating costs and also contribute sufficient finance to KVA to cover the costs
incurred by the strategic hub, the enterprise would need to generate an annual income
in excess of 120,000 or 342 days per annum of service delivery @ £350 per day.



There are therefore significant risks involved in proceeding with an independent staffed trading
model if a primary business objective is for the social enterprise to make a reasonable return to

partially or fully cover the costs of the Superhighways project.

An independent venture is likely to make a loss initially and financial analysis indicates a
financing requirement of circa £55,000 start up and significant annual revenue funding over the

early trading years.

In summary this route is unlikely to derive the type of success sought (in this case £) by the
Partnership although there is the potential for an independent social enterprise providing ICT
services to a wider market to ultimately become sustainable and derive a range of other
benefits. For example:

1 Linkage to other sectors and markets

2 Provide a structure through which to put income and business deemed high risk or
constitutionally inappropriate for Superhighways to pursue

3 Provide new learning and development opportunities for staff and volunteers

4 Open doors to other funding sources

It is probably worth noting that an independent trading arm of this nature is likely to require 3-5
years development time before it could be expected to achieve any level of profitability. In
addition the level of work and risk involved possibly constitutes an unrealistic option for the
Partnership at the current time. Two alternative routes are therefore suggested as potentially
viable options for Superhighways and the observations and issues identified over the following
pages are relevant to both:

Potentially viable options

1. Adoption of a hybrid model of operation that involves adjustment and repositioning of
the current project under the umbrella of KVA to more formally operate with clearly
defined business objectives that sit alongside the social aims for the project

2. Adoption of a hybrid model of operation and additionally establish a virtual trading arm
to manage and deliver service areas identified as high risk or in conflict with charitable

aims and governing documents



Is the current and future structure for Superhighways likely to support or hinder a social
enterprise model of operation?

This is a complex evaluation with several interrelated considerations ranging from

the culture and aspirations held across the Partnership to legal constraints and

implications.

Key observations and findings are as follows:

1 The basis of the structure is one of collaborationd this facilitates cost

effective use of resources, encourages the shafirggpod practice and can
share the risks

In this model the strategic and operational fundiare clearly defined. KVA
houses the hub of strategic planning and managemémmed and supported
by the SLCVS Partnership. Each individual CVS &sponsible for
employing, line managing and, it is hoped, funding ICT technical support

staff at Borough level.

The model is a good structure to provide more cest and standardised
services — something which Superhighways is keeathieve. Health checks,
strategic work and specialist work would benefitnfr delivery to a common

framework

This model is however challenging and, in termsaxfial enterprise raises a number

of issues, particularly for example in relatiordevelopment, management and risk.

Is this model likely to present increased risk, management challenges or weaknesses?

A number of operational challenges & potential issues were identified:

1

Strategic decision making and overall management is distanced from the operational

functions and will rely heavily on clear two way communication channels

The introduction of any serious ‘business’ activity will undoubtedly involve change and

bring new and increased risk.



Potential risk for KVA and their respective executive Board is increased due to
the organisation not operating a dual legal status - the organisation is not
currently limited by guarantee however the Board proposes to adopt a dual legal

status within the next twelve months.

KVA’s governing document prevents the organisation ‘undertaking any long

term trading activity, given a social enterprise_model explicitly trades, KVA

would need to review and amend this document before a social enterprise model

was pursued

There are further legal complications and constraints relating to charity law and
trading, VAT and taxation that would warrant close attention and management to
ensure the social enterprise and KVA meet regulation and legal compliance

Based on general knowledge of CVS Boards it is also probable that some
knowledge gaps exist, particularly at governance level, around charitable trading
and social enterprise management. If this is the case then the decision making
process is further complicated since due process and consideration of pursuing
a social enterprise model of operation for Superhighways can only be
meaningfully undertaken if appropriate knowledge exists amongst those who
will be legally responsible.

In relation to risk it is an interesting proposal that the ICT workers are/will be managed
by each CVS at Borough level. While this arrangement shares some aspects of

funding, management and employment it raises two considerations.

By definition if each CVS is funding and managing their own technical support
worker then it is likely that priorities for that worker will be based on local needs
and to some extent each CVS ‘s local agendas. While this is a strength in terms
of providing flexibility to deliver on local priorities, tensions could arise whereby
business priorities and strategic decisions and targets for the social enterprise may
not always support the local picture or priorities for each CVS. Given
KVA/Superhighways are not the funders or employers of staff on the ground, what

would have priority, the local needs of the CVS or the longer term strategy to



develop and sustain Superhighways?

i) In the event of poor service delivery or worse (professional negligence) although KVA and
Superhighways do not employ and manage technical staff, workers will be operating under the
branding of Superhighways. Consequently the social enterprise and the CVS network and

Partnership are likely to suffer collectively if an issue arose in one borough.

1 The model proposed by KVA is conducive to using elements of the circuit rider
concept. However there are no practical models for the implementation of such a
service that have yet become sustainable. Review of organisations who have
offered to deliver the service have been funded for two to three years without any
continuation. After withdrawing, the expectation is that within the period of
support the Voluntary and Community Organisations (VCOs) would have

received sufficient training and developed enough to be self-sustaining.

Evidence however shows this is not the case

There would be a need to review insurance arrangements/provision across the six CVS’s
to ensure consistency in for example, Employers Liability, Professional Indemnity,
Product Liability etc.

An area to watch

Charities that undertake trading are receiving closer attention from the Charity Commisssion,
particularly those organisations with turnovers over a quarter of a million. It is possible that the
Charity Commission may consider any paid work Superhighways undertakes with 2 tier

organsiations to constitute non primary purpose trading (see legal section of main report).

KVA’s current governing documents and charitable purpose is focused on the delivery of
services to front line VCO’s. This raises the question of what this might mean if attentions and
resources were directed to support 2 tier, umbrella organsiations (including for example the
existing CVS’s within the Partnership) It's possible that the Commission may take the view that
KVA does not_primarily exist to support other CVS’s and2nd tier organisations, as such any

income from this source is likely to require a different accounting treatment.

Operational Model Summary



In theory the model could work well and Superhighways would seem to provide a good
opportunity to develop a highly successful flagship social enterprise that would build on the
Partnership’s success to date. A social enterprise venture is also consistent with the
Partnerships general social enterprise stated priority on which Sutton CVS leads. A successful
social enterprise developed by the Partnership would bring added value in terms of raising the
profile and understanding of this sector amongst the voluntary, public and private sector across
the region. This model does however rely heavily on addressing and managing the
issues and risks identified and will require the full co-operation and ‘buy in’ of all CVS’s

within the partnership.

The proposal to adopt a hybrid social enterprise model of operation represents an extension of
the work already undertaken particularly since Superhighways has derived some income from
service delivery and could already claim to be an emerging social enterprise under its broad
definition. The hybrid model builds on what the CVS’'s do best, capacity building and
representing the interests of local VCO’s: a social enterprise approach would represent a

natural extension of their core work.

Does this model provide the best route to achieving stated social and business
objectives?

The model appears more conducive to deriving the social objectives held than the business
aspirations. Differing aspirations were found to exists between operational staff, management
and strategic decision makers within Superhighways and this suggests (assuming a social
enterprise model was formally adopted) a need to more closely aligned social and business
objectives, particularly since one of the most challenging aspect of social enterprise
management is achieving the equilibrium; the right social and business mix. Both sets of
objectives need to be clearly understood and communicated to ensure resources are directed

appropriately

If a social enterprise venture was pursued it is highly likely that some tensions would arise
in maintaining the equilibrium between social and business aims. This is not unusual
when social enterprises develop from within a charitable organisation. Some policy and
practices may therefore need to be introduced/adapted to afford a more flexible
operating environment to enable the enterprise to adapt and respond to changing

markets.



If a hybrid model was pursued the development of four or five overarching business strategies
together with income generation targets and regular trading performance reviews would need
to be built into current reporting mechanisms. This would enable Superhighways to take best

advantage of the market opportunities identified.

Is there an alternative or better way of moving Superhighways forward?

Not really. Superhighways has four or five options, three of which are considered not viable or
assessed as unlikely to be the best way forward at the current time. The five options

considered are:

1. Change nothing

Adoption of a hybrid model

Hedge options by adopting a hybrid model and establishing a staffed trading arm
Hedge options by adopting a hybrid model and establishing a virtual trading arm

o~

Transfer Superhighways activity to an independeding arm

1. Change nothing

The project is already operating as a small saad@kenterprise and a decision not to
formally position Superhighways as a social entsepis unlikely to result in any
immediate negative impact. Given however the fabler PEST environment,
entrepreneurial skills of those involved, marketeptial, favorable support for social
enterprise development and the difficulty of prowgl long term development
services on short term insecure funding, this opfails to capitalize on identified
opportunities and does nothing towards sustainimgy droject post Change-up and

current funding arrangements.

2 Adopt a more formal SE model under the umbrella bKVA and the
South London CVS Partnership.

This option is the most obvious and straightforwesdte, and although continuing
the project along current lines with more formaleation and positioning of the
project as a social enterprise is undoubtedly somable and realistic next step for the

project, this route is not without implication aisdues.



The main considerations being:

2 The governing documents of KVA that prevents thgaarsation entering

into any long term trading

3 Risk would be increaseidl KVA pursued any form of social enterprise

activity before Company Limited by Guarantee statas adopted

4 The opportunity to capitilise on identified growttarkets that sit outside

current remit and focus are lost
5 There is a ceiling and capacity issues that wiitlithe earning potential

6 Under KVA the primary_target market should be lmditto primary

purpose tradingand this restricts service delivery to local VCO's.

Research suggests that this market alone is upltkeenerate enough
income to achieve total self financing. Althougkstbption isviable if the
business objective was to generate small income levels to contriliate

sustainability

3. Hedge options by maintaining some services agpeoject under KVA and

also establish a virtual trading arm

This option probably offers the best potential taximize income generation
and manage identified risks. It is also likely he the best route towards

meeting all the objectives and aspirations heldssthe Partnership.

The virtual social enterprise trading arm would @iynact as a conduit for
earned income and would operate on a small sciil@linwith the sole purpose
of housing charged for service deemed as highamsk or likely to conflict with

charitable Objectives. Superhighways could continoiedeliver appropriate
development focused services from within KVA anditgwue its role as the
strategic hub supporting technical workers on tteangd and co-ordinating the

sectors ICT training.

This trading arm will enable the SLCVS Partnerdbipaximise identified ‘trading’
opportunities while providing an appropriate stane to manage risk and pursue
‘business’ opportunities that may conflict with dityalaw, charitable objectives
and/or CVS remit (service based or geographical).



The trading arm should not however be limited to ITrelated activity, but should
be structured to support two or more service dvisj for example IT and Workforce
Development. The new CIC structure scheduled &mmd¢h in Autumn 2005 is

recommended as the most appropriate legal form.

Given current capacity constraints and anticipatedd to give priority to the legal
structure and operational changes planned by tHeVSP, a phased approach is
recommended whereby a virtual trading arm is estadd initially with a view to
progressing this to a fully functional staffed itamhal trading entity following a year
of virtual operation (or sooner if opportunity acidcumstances dictate).

4. Hedge options by maintaining some services agpsoject under KVA

and also establish a staffed trading arm

As already discussed there is a questionmark ¢weviability of this proposal,
unless it was pursued on quite a large scale. Thendd therefore be the
inevitable challenge of funding this although tHemate is favourable and
options exist through Future Builders, other gremtirces and loan financing
such as that provided by Charity Bank. The levfefimancing required will
clearly be dependent on the scale of business wstablished. In this respect
there is some scope to be adventurous and useauiireebs and current funding
environment to finance a large initiative — mirrgyifor example the social
enterprise in Devon (COSMIC) where there is dedmphdraining center and
cyber café resources. Although their target maikedifferent it is not
impossible to develop an initiative on this scalebenefit VCO’s and local
SME’s .

If a large scale initiative is sought then develeptfunding would be needed to

undertake comprehensive business planning andealidsociated ground work.

5. Transfer all Superhighways activity to one of seeral trading arm



options, for example through establishing a companlimited by

shares or guarantee or a Community Interest

All things considered this is not the best way fark The Superhighways
Partnership, the operating structure, project mrsitg and reputation within the
voluntary sector are without question immenselyable. There is likely to be
grant funding available to finance elements ofaRisting project for some time

to come.

In brief there is no need to fix something that'tidoroken and the way
Superhighways operates brings numerous benefitstablishing a separate
entity and transferring Superhighways would bringpoyment issues and
significantly change the relationship with local @8. This route would likely

reduce the projects sustainability prospects ratiar enhance it.

What could Superhighways change/implement to become a hybrid social enterprise

model ?

This option requires only moderate adaptation asmduech represents a natural next

step . The main changes and action required include

1 Rebranding and market positioning of the projecaa®cial enterprise or an

emerging social enterprise with clearly definedibess and social objectives
communicated to all stakeholder groups

Optional but recommendeds the introduction of a tiered membership

structure. There are many models and options h&ther models appear to
have introduced a charge for organisaitons basd¢teonumber of pc’s used —
this is mostly costed at £200 per pc unit. Loemlearch indicates this model
would be hard to implement in South London. Indtaanembership structure
iIs recommended with fees set somewhere betweeaftB&8150 perhaps with
three membership fee scales to accommodate smatliium and larger

organisations.

It is possible (and beneficial) to also offer aeff@ssociate membership to all
VCO'’s in the region to ensure information and comiuation is maintained
through for example circulation of the newsletteull membership should

offer additional benefits for example priority baod, help line access and



possibly discounted training etc. The introductafnan annual membership
event to disseminate developments, good practick cahebrate collective

achievements could be a further benefit offereshéonbers only.

If a more corporate style is preferable then a nmexstbp initiative could for
example facilitate a buyers club or introduce ahaward/reward scheme for
members who havéraveled the most distance in developing their ICT
infrastructure or who have producad innovative e-idea that supports access

issues etc.

Membership awards hold potential ‘corporate’ besddi:
- Celebrating success and improving motivation anedreness
- Providing good marketing and press opportunitesSuperhighways
- Helping to ‘sell’ the membership concept

- Encouraging project beneficiaries to measurer tbeicomes and impact and
feed these to Superhighways to support overallitoomng

Note the introduction of a membership structure waniglve quite considerable
work and ongoing co-ordination and managemenis likely therefore that KVA
would need to employ a membership/marketing coratdir or similar.

There is also scope to introduce/run alongsidevii® membership a corporate
membership whereby tutors and other ICT freelanceutd be invited to join for
a fee (given they are likely to derive significdimancial and other benefits from

their association with Superhighways)

The Membership element could also seek corporaiasspship to help fund its
management and events. However care would be ndededsure sponsorship
was applied and promoted in a way that did not comgse independence or
promote sponsors in a way that would constitute pomary purchase trading

income (charity law)



Other recommendations in relation to the hybrid moekl include:

3

Introduction of a social audit framework and cop@sding reporting

mechanism
Review of current policies and procedures and adiapt where needed

Comprehensive risk analysis and the upgrade of tdishanage those risks

(particularly trading law elements)

Formally register and link Superhighways to soceiterprise support

organisations and forums to provide the ‘businassivorks and support

Identify key trade associations likely to bring besnefits and subscribe to

widen resources and knowledge base\vided in appendices of main report)

Invest in training of key people in core areas,iaoenterprise management,
marketing, legal compliance etc

Although this option represent a cautious way fodntis likely to be attractive as it

requires the minimum amount of change (but not sesdy risk. Adoption of this

route would of course still retain the option tdagdish a staffed trading arm in the

future, particularlyif the CVS partnership became a Company in its owmight

and a more formalized infrastructure was in placewithin the Partnership to

support the establishment of a trading arm. The esblishment of a virtual

trading company would require less attention and imestment and it is

recommended that a trading company of this natures established alongside the

adoption of a hybrid model.



Does KVA and the Superhighways Partnership have the necessary skills and
knowledge base?

A key factor in determining the success or otheevaga social enterprise is the skill
base of key people involve®ne of the strengths of this project is the wide-
ranging, high level skills, experience and knowledy displayed across the

Partnership and project.

The Directors across the CVS Partnership bringvarde range of skills and strategic
management experience to this proposal. It is edsdent that CVS’s in the London

South sub region operate closer to the businesselmbdn might be apparent.
Strategic planning, negotiation, marketing, pubfilations, financial and risk

management feature prominently. Increasingly CV8mmploy a wide range of

traditional business/entrepreneurial skills ands thgives some advantage to this
proposal over other social enterprises reviewgohasof this study.

The project success and achievements to datedsmse of high standards in project
management. In interview it is evident that thejget coordinator has a very solid
understanding of both business and philanthropir@mments and working practice.

Her role has historically involved the applicatioinboth approaches.

The technical support staff consulted were foundhdawe good levels of technical
ability coupled with entrepreneurial aptitudes. sTts also reflected in the reasonably
high satisfaction rates and general feedback redeirom beneficiary organisations

over the course of this study.

A review of success factors linked to social eniegpindicates that best results are
realized when the enterprise is driven by a keysq@erwith an entrepreneurial
aptitude. The assessment of the current skill lzamk approaches in evidence is
therefore an important factor in determining thability of Superhighways pursuing

a social enterprise model. There is likely todmene skill gaps and weaknesses



particularly at Governance level

More generally there is some indication that inresit in further skills development

would be beneficial in the following:

Charity law and trading

Company law

Taxation and VAT

Consumer law

Social enterprise development and management
Marketing & branding

Securing income through sponsorship
Forecasting and profit margin analysis
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Social auditing

10 Contracting (and potentially procurement)

These skills are likely to be required at senior/sategic levels and development
may not need formal training — in some areas an ugting of knowledge through
research and or visits to other organistions and mfessionals may be all that it
required. Technical support staff acknowledged a red for skills development in
high skills and specialist and emerging markets —esurities for example in order

to keep pace with developments.

What are the key messages and findings from research conducted with
Superhighways primary target market?

Superhighways is highly regarded locally, many VE€Q@lassified the ICT support

services provided as ‘vital'.



There are at least 3,000 member VCO'’s across thygoped geographical operating
area and most will already have a relationship wilie local CVS and/or
Superhighways.

On the face of it there would seem a good potefvialSuperhighways to generate
significant income from this already establishedkatbase. However, national and
our local research returned a very mixed set difigs and a number of challenges

exist in relation to this proposal.

While there is a clear need for, and desire to recee ICT support and related
services amongst local VCO'’s, the sectors abilityp( willingness) to pay for this

provision is highly variable.

In terms of converting to a social enterprise matle not particularly helpful that
Superhighways has been providing free services toany for so longA precedent
has been set amongst local VCO’s and there is a geal expectation that
Superhighways will and should continue to provide pport on a free or heavily
subsidised basis The following feedback is fairly representativetibe views and
fears expressed.

| wonder how super highways has been funded previously and why it is now becoming
necessary to charge vol.orgs. for the service they have provided free in the past? And
a very excellent service it has been!! Charging for services will change the
relationship with member orgs. And the costs will soon go up beyond many orgs
budgets.

There is alscevidence to suggest a high level of expectation amdliance on
Superhighways and a belief that someone will alwayse there to help

There appears to be very little recognition thapeShighways is simply another
voluntary sector project (albeit an excellent oarjl its ability to continue to offer
services is entirely dependant on KVA's abilityseecure project funding.

Despite some negative perceptions held and theraeadversity amongst local

VCO'’s to pay for ICT provisionglinical analysis indicates that there should still




be a reasonable market opportunity for Superhighwagy.

For example, our research suggests that the totaleh VCO’s market spend on ICT
across the sub region is likely to be in the regd#ft3%2 M over the next one to two

years (using scaled up figures).

Using our sample group the predicted expendituspetific ICT areas is:

£335,417 (10%) is likely to be invested in training

£939,168 (28%) is likely to be spent on maintenance
£1,844,794 (55%) is likely to be spent on Equipméeand renewal
£33,541 (1%) is likely to be spent on Consultancy

£100,625 (3%) is likely to spend on other ICT inv@ment areas

a b~ W N

There is therefore evidence of quite a substambiedl market value. Research
suggests that at least 14% of organisations haldlid intent to buy training services
from Superhighways. A potential market share of 16P4he local VCO training
would seem a realistic target and this would eqt@ie total annual market potential
of £49,958 for Superhighways in relation to traghadone.

10% of organisations consulted stated a definiteninto buy consultancy services

from Superhighways, scaled up analysis suggestxhievable market value in this

service area would be £3,354. | addition a furB@Y indicated purchases to be very
likely which adds a further £10,062.

A 2% market share in relation to maintenance andtachnical work would equate to

£18,783 annual income

In theory there is a good income potential for Shggways , Based on the above
targets to secure 15% of the total training marké€t% of the consultancy market and
2% of maintenance markets Superhighways wouldréeriestimated annual income
of £72,095

Clearly this level of income could not be achieuwsstantly and it would require solid

business strategies to secure this market share.




Income through Membership

A membership model based on Superhighways secunemmbership from 10% of

total local VCO population (300 members) equabah¢ following income potential

No of organisations Annual Fee Total Income
300 30 9,000

300 50 15,000

300 75 22,500

300 100 30,000

A Model based on Superhighways securing membefaimp 20% of total local VCO

population (600 members) is as follows:

No of organisations Annual Fee Total Income
600 30 18,000
600 50 30,000
600 75 45,000
600 100 60,000

Based on research finding whereby 30% of local \&C@'sponded positively to the
concept of a membership structure for Superhighywiaytheory at least 1,000 local
organisations would, or could be persuaded to suppe concept. A market appears
to exist here however the issue is more aboutdgstics of servicing and managing
the membership base and co-ordinating the assdaatevities and administration to
ensure continued support and income via this rootéd be sustained.

Summary of income potential estimates across all ea

Despite favorable research finding in terms of deshadhe sector’s ability or desire

and intent to pay for services is highly variabhel & precedent of free and heavily



subsidized services has been set. There will alleaya range of organisations that

can pay, can pay something or can’t or wont paaflatAlthough the ability to pay is

linked to size and income factors, this is not afsvdhe case. Some smaller
organisations and those with very low incomes iatdid ICT as a priority and showed

a commitment to pay reasonable rates for support.

The shift towards more strategic interventions wiklp the sector to derive
sustainable ICT strategies, ICT budgets and imptbeeunderstanding generally of
how ICT can improve efficiency and effectivenes#inuhately this should move the
sector away from reliance and dependency on fregces towards budgeted annual
ICT investment. This will steadily improve markattential for Superhighways and

indeedtheir competitors.

Reasonable demand exists in relation training acbasic, intermediate and higher
levels. Significant training demand was found ilatien to specialist training.

There are significant issues and external pressurelation to ICT accessability and
this area would seem to complement Superhighwdgstion to mainstream ICT into

organisations planning process.

The main question isvould the small fee levels the sector is willing tpay be
worthwhile? Analysis indicates that structured and introducafully a reasonable
return could be derivedo at least cover a significant proportion of thecosts

incurred by the ‘strategic hub’ operating within KV A.

Over time the findings also indicate that it is notimpossible for Superhighways
to set some challenging income targets. A conserixa estimate based on the
statistical information gathered over the course ofthis study suggests
Superhighways could realistically develop strateg&to derive an income (based

on primary purpose trading) of £85,000 (and upwardgsper year.



This said investment and costs, including VAT wiko apply and the caveat here is
one ofspeculate to accumulate. An income level of 85,000 does not represent profit or
surplus income. After deducting all associated costs the surplus is likely to be in the
region of £20 -25,000.

So, what arethe likely costs of adopting a hybrid model?

The current project is operating at or very clasedpacity. The estimated costs of the
strategic hub within KVA is in the region of £405880. Although this does not take
into account significant in kind support provideg KVA. Adoption of a hybrid
model would incur several new costs and a prelinyitasting indicates additional
coststo be in the region of £58,000. This figure migleem excessive however to
ensure quality and good practice measures are aadt this budget includes a

healthy provision for:

Employment of a Membership & Marketing Secretarydecdinator
A generous training budget

A significant budget to support re-branding and keting
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Funds to cover the implementation of a social augliframework

How would a hybrid model impact on Superhighways resourcing, funding and
sustainability prospects?

There is evidence to suggest that it would be beiakfor Superhighways to adopt
this model. There is sufficient income generagpagential to make this worthwhile
and a formal positioning of the project as a soergkerprise will open up a few new
potential funding sources all of which serves t@rave Superhighways longer term

sustainability prospects. A list of potential funsles annexed in the main report.



A move to position Superhighways as a social entsps likely to require additional
staff resource and would have time and cost imfpina for KVA'’s, Board, Director

and Project Co-ordinator. Repositioning of thejgebwould inevitably require other
additional resources, for example desk space fditiadal staff, higher usage of

consumables etc.

CONCLUSIONS & RECOMMENDATIONS

The way forward for Superhighways is certainly aattraightforward consideration.
All options carry opportunity, pros, cons, consitaj change and risk. One or two
viable options appear to be available to Superhéyisw The study makes two

development recommendations.

1. The existing project should be repositioned to opate as a hybrid

social enterprise model with the Superhighways ‘sategic hub’ placed

within the proposed new SLCVS structure and Partneship Team .

Adoption of a hybrid model should involve re-brandng of the existing




project including the introduction of a fee based mmbership

structure _and _social auditing framework. Operationally it should

continue to function along current lines wherelghtecal support staff are
employed and funded at an individual borough levi@omparable with

the Accountability model)

2. It is further recommended that an independent virtual trading arm be

established under the umbrella of the proposed ne®LCVS structure.

This trading arm will enable the SLCVS Partnerdbipaximise

identified ‘trading’ opportunities while providingn appropriate structure
to manage risk and pursue ‘business’ opportunitiasmayconflict with
charity law, charitable objectives and/or CVS remit (serviceellasr

geographical).

The trading arm should not however be limited taréTated activity, but
should be structured to support two or more serdiessions, for example
IT and Workforce Development. The new CIC struetscheduled for
launch in the Autumn of 2005 is recommended asntlost appropriate

legal form.

It is unlikely that implementation of these two e@eumendations will result in

Superhighways becoming totally self financing othex short term and as such it is
likely that the hybrid project will always be reitaon some element of grant
financing. There is however a real opportunity $aperhighways to generate income

to generate at least 50% of the strategic hub .costs

A virtual trading arm does not require high finaldnvestment or other resourcing,
this concept and structure would however providgoad solution to some of the
identified risks and in itself represents a lowkrdevelopment opportunity for the
Superhighways Partnership. Sometimes no amourdsefarch will confirm a market
— often success comes from simply doing it! Itikely that many benefits will be

derived from the establishment of a virtual compawoy least linkage to external



markets that will undoubtedly open doors and leasbime exciting developments and
new opportunities for Superhighways. This structuge also useful should
opportunities arise that would warrant progressing staffed structure — for example

contract and procurement work.

This recommendation is also in-keeping with Sumggnvays development history.
Success to date can, in part, be attributed todgtstaged project development
strategies and continuation of this measured andidered development approach is

likely to derive the best outcomes and results.

General Observations/Considerations:

1 Probably more cost and time efficient to build irtwal trading arm plans
now with a view to establishing the new SLCVSP Campand virtual
trading arm at the same time (April 06), utilisiogrrent legal advisors to
structure and advice on constitutional models aidtionships between

the two legal forms.

2 It would seem fair an equitable (and probably caitito motivation of
linked project staff) if the trading arm was cohgtonally arranged to
enable surplus income generated by each divisidre teedirected back to
the core project. For example, surplus income ige@é by the IT division
of the trading arm should be redirected back tgettthe Superhighways

strategic hub.

3 Clear social and business objectives would neethetcagreed for the
trading arm and resources and systems will be meduio effectively

manage identified tensions (social versus busimegs/es for example).

4 Linked to above a clear policy/decision criteriaidentify the work and
contracts that should be placed through the vidoaipany will need to be

developed



5 The recommendation to establish an independenhtraatm also supports
another of the SLCVSP’s current strategic priosit{gocial enterprise led
by Sutton CVS). Harnessing the entrepreneuridlss&vident across the
Partnership to establish a flagship social entsepserving and bringing a
range of economic and social benefits to the sgierewill ultimately
have a positive impact on SE policy at sub-regiaral borough levels

(within LA’s for example)

6 It is emphasised that preliminary financial anayisidicates that a staffed
trading arm will require 3-5 year development tibvefore it is likely to
break-even and be in a position to generate suipbusne. The enterprise
would need quite significant financing includingaio facilities. Perhaps
worth noting that income generation is not the doénefit likely to be
derived, linkage to other sectors, trade bodieppsu organisations and

funders should bring added value for the Partnprshi

The following recommendations are made in additmthose already related within

this summary report and relate principally to tlybrid model .

1. Take further legal and accounting advice in refatio the issue identified in
KVA'’s governing documents, and gain a clear perspe@nd understanding

of VAT, taxation and primary purpose trading issue

2. Further develop the outline implementation plan atichescales for
Superhighways conversion to a social enterprise einadth particular
attention given to re-branding, the development ashaption of a social audit

framework and the introduction of a membershipcite.

3. Explore grant funding to support the cost of impéertmg changes to convert

Superhighways to a social enterprise model of djpera



4. In consultation with technical support staff undkg a more comprehensive
risk and constraints analysis and identify how gjstensions and capacity

issues can best be addressed or managed

5. Building on the work already in progress develogear pricing strategy for
training with clear income targets and projectedeagsheets to support

implementation and delivery

6. Clearly define services that Superhighways willll’'send develop a clear
pricing, costing and delivery strategy in relatiom each of the services

proposed.

7. Give serious consideration to addressing the shkilld development needs
identified, particularly in relation to governanaed business skills and think

about organising a visit to the social enterpri€S®IC in Devon

8. Review and upgrade business plan to provide cleddfined business
objectives and review preliminary financial anaty$o produce a detailed

financial plan with monthly income targets

9. Develop a marketing strategy, including actions dwplore corporate

sponsorship

10.Based on legal and accounting advice, review ap@t@ness of current MIS

upgrade where necessary
11.Review social audit framework and reports produdad other social
enterprises and decide what and how you are goingeasure and how you

will disseminate audit findings

Concluding Comments

The recommendations made are based on a numbeenfelated feasibility findings

that go way beyond favourable market conditionsidedtified opportunities. The



suggested way forward is judged as the best rowasure Superhighways can be

developed and sustained beyond current fundingigeraents.

Recommendations seek to protect what is good &haperhighways, culture, ethos,
operational arrangements and relationship with @&nbers for example, while
maximising growth and development opportunitiea measured and risk controlled

manner.

The project’s current status and positioning sutggése time is right to introduce
moderate changes to the way the project operatetding for example the
introduction of streamlined, standardized servidés, introduction of a fee based
membership structure and a charging policy for seargices (training and specialist

support work are identified as presenting the bestime generating options).

Any proposed change will need to be carefully cdexssd and communicated to all
stakeholders, particularly the primary target mag¢CQO’s) and Board members.
There is evidence of low levels of understandinguad social enterprise concepts
and this suggests a need for clear marketing amthemication strategies to be
employed (internally and externally to the orgatisg



