W e aae it REalliance

Community Interest Company

Final Report

Third Sector: Investment for
growth

FURNITURE Re.yse CHARITY

TELEPHONE 01472 268505 '

Project code: BTS008
Research date: November 20081 July 2009 Date: November 2009



WRAPhelps individuals, businesses and
local authorities to reduce waste and
recycle more, making better use of
resources and helping to tackle climate
change.

Document reference: WRAP, 2006, Third Sector: Investment for growth (WRAP ProjectBTS008). Report prepared by Eunomia
Research & Consulting WRAP

Written by:

Dr Lesley Rowan, Eunomia Research & Consulting
Joe Papineschi, Eunomia Research & Consulting
Sam Taylor, Eunomia Research & Consulting
Emma Gowing, Eunomia Research & Consulting

On behalf of WRAPREalliance

Front cover photography: Community Chest Grimsby staff and wolunteers loading donated furniture. Photo courtesy of Community Chest Grimsby
Photographs elsewhere in this report have been provided by Community Chest Grimsby and by Emma Gowing

WRAP and Eunomia Research & Consultingelieve the content of this report to be correct as at the date of writing. However, factors such as prices, levels of recycled
content and regulatory requirements are subject to change and users of the report should check with their suppliers to confirm the curren t situation. In addition, care should
be taken in using any of the cost information provided as it is based upon numerous project -specific assumptions (such as scale, location, tender context, etc.).

The report does not claim to be exhaustive, nor does it claim to cover all releva nt products and specifications available on the market. While steps have been taken to
ensure accuracy, WRAP cannot accept responsibility or be held liable to any person for any loss or damage arising out of or in connection with this information being
inaccurate, incomplete or misleading. It is the responsibility of the potential user of a material or product to consult with th e supplier or manufacturer and ascertain whether
a particular product will satisfy their specific requirements. The listing or featuring of a particular product or company does not constitute an endorsement by WRAP and
WRAP cannot guarantee the performance of individual products or materials. This material is copyrighted. It may be reproduced free of charge subject to the material b eing
accurate and not used in a misleading context. The source of the material must be identified and the copyright status acknow ledged. This material must not be used to
endorse or used to suggest WRAPOs endorFerenarechat aifl ,a pcloemarsee cri eafl e rp rtocd UWR A Pars sTeerv
www.wrap.org.uk



Contents

1.0 JEFOQUCHION ...ttt siee teiteestasit e st estanraante resseesinsnaneanisesneenes 10
1.1.1  Purpose of this Project: Investment for Growth in Resource Recovery TSOs.............. 10
1.2 Third Sector Organisations and RESOUIrCE RECOVEIY..........ccoviiiiiiiiiiieins arreeeesnneeeessinee e 11
121 WRHALIS @ TSSO ittt ees oreee e e srres teeaatree e s e e s e e e e nees 11
1.2.2 ResSoUrce RECOVEIY TSOS.....uuiiiiiieiiiiiiiiiiiies tireiee e e e e e e s eerraae e e s e 11
1.2.3  Public Sector Organisations and Public Service BIIVEry ..........cccccocciviiiiies cieveenns 11
1.2.4  Public SECIOr Market PreSSUIES.........vviiiiiiiieiiiiiiees triireeessneee e siee areesnnneeenas 13
1.2.5 A Brief History of Resource Recovery TSOs and Local Authority Service Blivery......... 14
1.2.6  Commissioning and Procurement of Public Services

13 The Rhetoric of Engagement.............ccccoecvvveennee.
20 The Reality of Engagement — ........ccoccoeeeeeeeeeence..
2.1 REalliance Sector Survey 2008/9
2.2 Resource Recwery Sector Size..........coocvevvcveveennnen.
2.3 The Amount of Reuse, Recycling and Composting by TSOs.
2.4 Staff and VOIUNTEEIS ........coiviiiiiiiiiiciiiie e
25 Carbon IMPACES .......coveiiiiiieiiiiiiiie et
2.6 Profiling Resource RECOVErY TSOS.......cccoiiiiiiiiiiiiiiins et
2.6.1 TSO AQe Profile......ccccoviiiiiiiiiiiiii e
2.6.2  Regional ACHVILY .......ccooriiiiiiiiiiiiiiii e
2.6.3  What Resource Recovery TSOs are Selling...........coeeeeeviiieennns
2.6.4  Pattern of tUMNOVEN .......ccvviiiiiiiiiiiiees e
2.6.5 Diversity Of INCOME SOUICES........cccoimiiiiiiiiiiieiiiis et
2.6.6  Legal FOrM.....ccoiiiiiiiiiiiiciies e
2.6.7 Leasingi land, buildings and equipment...........cccoccvveeiinneeen.
3.0 Barriers t0 CONTACHNG — .....c.coveveeecreasiesiiiiie et
3.1 Overview of the 2008/9 REalliance sector Survey Findings..........cccoecvveeiinieeen.
3.2 Experience in Different Parts of the Sector.............ccccvveveeneennn.
3.2.1  Furniture and White Goods Refurbishment............c.ccccoeciieennne
3.2.2  COMPOSHNG....eveeeeiiiiieeiiiiiieirie eeeee et
3.2.3  Commercial WasSte..........ccovviiiiiiiiiiiiins e
3.2.4 W00 reCYCliNG....cocoiiiiiiiiiiiiie s e
3.25  IT EQUIPMENT wooiiiiiiiiiiiicciieens e
3.2.6  BriNG SItES.....cciiiiiiiiiiiiiiriiies e
3.2.7  SCrapStOres.........ccccuriiiiieieiiiiiies eererirnreee e e e e
3.2.8 Kerbside Collections of Dry Recycling, Food Waste and Garden Waste..................... 36
3.2.9  CiVIC AMENILY SIES ..cciiiiiiiiiiiiice i e
3.2.10  Other MALEIIAIS.....ccoiiiiii i iies et reee s et e e
3.2.11 Waste Awareness and EdUCAtiON...........cccccevviiiiiiiiies e
3.2.12 Waste Audit, Analysis and CONSUIANCY...........ccoviiiiiiiiiiiins e
3.3 Summary of Findingsi Contracting EXperiences..........cccoccvveerinneeenn.
3.4 TSO Contractng i The Local Authority EXperience.............cccceeevivieennnne
3.4.1  Perceptions of the Third SECIOr.........cccoiiiiiiiiiiiiiis e

3.4.2  The changing relationship between local authorities and TSOs
3421 Transition from 6grant .cul.t.ur.ed. t.o..0co#tract cu
3.4.2.2 The Impact of Integrated Multi -Service Contracts

3.5 SUDCONTACHING. ....eeeeiiiiiie it ciiee eee e
3.5.1 The Local Authority View.............cccoueee.
3.5.2 The Private Sector VieW..........cccceeeevicvvvvneen..
3.5.3 The Challenges of Subcontracting............ccccceevvvvveeens

3.6 ConclusionNs 0N ProCUrEMENL........uuuiiieeeeeiiiiiiiiies rrrreereeeeeessnnenereeeeeeens
3.6.1  The Nature of the Problem ...........c.cccceeeviinnnnne.

4.0 Investment for Growth I Key Finance Solutions —.............ccccvvveveven..

4.1 FINANCE. .. i s e
4.1.1  Working Cash floW........ccccoiiiiiiiiiiis e
4.1.2 Improving TSO Financial Assertiveness: Recognising and Securing/alue for Money.... 47
4.1.3  Improving Asset FINancing BY TSOS......uuiiiiiiiiiiiiiiiiiies et aaaaeaas 48

Wr@ Material change for Third Sector: Investme  nt for growth 2

a better environment



4.1.4 Reducing the Requirements to Finance Capital..........cccccceeeiiiiiiiiiies cviviiieeeeee e, 48

4.1.5 The Need for Stable Long-Term Working Relationships............ccccccccieiiiiiies cevviiinnns 49
4.1.6  Culture Change to Loan FINANCE...........ccociiiiiiiiiiiits e aeeveiinnnns 49
4.1.7  Perceptions of LOan FINANCE.............cooiiiiiiiiiiiis e eeee e 49
4.1.8 The Value of Shared Services Models for TSO FiNance........cccccocoveeviiiicens evviieeeenne 51
4.2 Successful ReSoUrce RECOVENY TSOS.......uuuiiiiiieiiiiiiiiiiis cvitiveeree e e e e s sssiitirereeaes aveeeeaeesaaiinnes 52
5.0 Investment for Growth I K€Y ODPOIMUNIHES  .....vveeevesvvesiiieiiis evviteesiieesitisesiiaassins artaeasasns 52
5.1 Environmental legislation and cost pressures to achieve much higher service performance...... 52
5.2 New Performance FrameWOIK . .........cooiiiiiiiiiiiiiies et riiee eeeessitneeesaeeeeeesneeeas
5.3 Innovations in contracting and SUb CONraCting .........ccccoeiviiiiiiiiiiiies e
5.4 Subcontracting AS RegeNeration............ccccoevveiiiiiiiies wrvvveeeeeeseeciiiieeeeee e
5.5 Delivery and Development HUDS............ccccciiiis e,
5.6 Transforming Engagement with Resource Recovery TSOS.........ccccovcvvveeviineennn.
6.0 Route Maps: Buying the Benefits of Resource Recovery ServiceS —  ovvvvvevceeveesieeannnn,
6.0 Conclusions and IMPHCAHONS —  ........oooveeeceeeeecieii et e st esesseese tteasseestaesseesseesseesanes
7.0 RECOMMENAALIONS ... eciesiiaits eeeieeseesiaasteesiaesieans tttasseesissasseessesnseasaes
Worked Example.: Achieving Community Benefit s Through Resource Recovery —........cocwiveveeenne.
Appendix 1 - REalliance 2008/9 SECIOr SUIVEY ...oooeeeeeeeeiieseeiies evieesieesie e sie e

Appendix 2 - Summary Analysis. Responses fo the REalliance 2008/9 Sector Survey
Appendix 3 - Assessing the Impact of the TSO Resource Recovery Sector in England: Extrapolating

from the TSO Sector SUrvey 2008/9 .....ooeeeeeeeeseeieiee teeiese e st
Appendix 4 - Financing Resource Recovery TSO Engagement in Public Service Contracts

Image 1: WEEE testing and Repair

=9 Material change for
w R-”\p a better environment Third Sector: Investment for growth 3



Executive summary

Introduct ion

This is a state of the market report setting out the role and impact of resource recovery Third Sector
Organisations (TSOs) in England. The project was conducted on behalf of WRAP(Waste & Resources Action
Programme) and REalliance(which comprises the Community Recycling Network (CRN), London Community
Resource Network (LCRN), Community Composting Network (CCN) and the FurnitureReuse Network (FRN)) to
understand the barriers and opportunities for resource recovery TSOs seeking to deliver service contracts on
behalf of local authorities.

Project Purpose: Investment for Growth in Resource Recovery TSOs

The value of TSO involvement in resource recovery activities focuses on the benefits of second life materials to
people who need them, and the creation of jobs, training, volunteering and community development

opportunities in making good use of these resources. With this focus, growth can be seen primarily as an increase
in opportunity and impact . As a result:

A more people to have access to the benefits of resource recovery services

A people have access to a wider range of servicesi more materials are reused or recycled,

A services capture a higher proportion of available materials;

At here is an increase in O6soci al véneacteites;and, per tonnedé throu
A the environmental impact of resource use and disposal is reduced.

Resource recovery goes beyond recovering value, in pounds or tonnes, from beds, bikes and planks of wood. It
includes enabling individuals to recover their own resourcefulness and valuing themselves and others, through
second-chance training opportunities or volunteering skills to their community. Resource recovery is about
relationships and networks linking people together to make a practical difference, especially where individuals and
communities are under pressure. It is as much about the human recovery as it is about the material resources.

Methodology

The 2008/09 REalliance sector surveywas conducted by email and telephone in January-April 2009. The survey
targeted all resource recovery TSOsknown to REalliance. Tre survey data was analysed by Eunomia and
supplemented with information on TSO turnover and staffing from Companies House and the Charities
Commission.

Extrapolation techniques were used to estimate the turnover, tonnage, carbon impact, and creation of jobs and
volunteering placements for the resource recovery TSOsector as a whole. Although carried out with caution the
diversity of the sector means extrapolations could under or over estimate the current scale and impact of
resource recovery TSOs

The sector survey included qualitative responses about TSO experience of contractingthese were analysed in
relation to quantitative data and additional stakeholder interviews to provide a context for TSO observations.
Analysis of the REalliance Sector Survey  for 2008/9 has identified that :

A Therearealmost700 acti ve 6r es 0TS O®sin €nglarel evitha Rimaovey of £133,82 0,000 handling
248,000 tonnes of material in 2008/9.

>

Total turnover has  increased by up to a third  since 2005 , despite the loss from the sector of the
largest resource recovery TSO in 2008. The pattern of activity has changed markedly over the past four years,

with the emphasis moving from kerbside collection to reuse.

>

Total to nnage has reduced slightly as a result of the loss of TSO kerbsiderecycling collection services.
However, reuse has increased markedly from 30,000 tonnes in 2005 to 76,000 tonnes in 2008/09.
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A 4,600 full -time equivalent jobs and more than 43,500 training  and volunteering opportunities have

been provided by resource recovery organisations during 2008/9.

~

A Resource recovery TSO activities are estimated to bereducing CO , impacts by 523, 000 tonnes compared
with the same material being disposed of to landfill.

Rhetoric versus Reality

Over the past five years the national rhetoric of engagement with TSOs has become stronger, yet on the ground

many resource recovery TSOs are finding it more difficult to develop secure medium term contract arrangements.

There appear to be unintended consequences of public sector implementationoft he 6 Ger shond effici enc
These consequences have had an impact on a wide range of TSOs but appear to be particularly acute in waste

related services.

A TSOs are being encouraged tocontract to deliver public services rather than rely on diminishing levels of
grant funding;

A The procurement of local authority waste services through large integrated multi -service contracts has made
it difficult for TSOs, as they are smaller and more specialised than the competition, to gain access to contracts
to deliver resource recovery services; and,

A TSOs are also being encouraged to use debt finance rather than grant funding to develop their capacity, but it
is difficult to achieve significant sustainable cash flows without secure medium term contracts.

The 2008/9 REalliance sector survey data shows that even where resource recovery TSOs have secured
contracts, or more likely less secure SLAs, they are rarely for more than 1 year. This may not re present value for
money for the public purse and makes strategic investment using loan finance particularly difficult.

Investment for Growth i Key Finance Solutions

Resource Recovery TSO Finance
The primary goals for TSOs may be social and environmental, but in order to achieve those goals the TSO needs
effective financial management and planning.

Working Cash Flow

The key finance issue for TSOs is working cash flow. Where the TSO has to pay out wages, rents and leases

before they receive payment in arrears for their services, they need enough cash flow to sustain this. The most

cost effective strategy for addressing working cash flow is a blended approach. This involves securing the best

payment terms from the buyer, then factoring invoices wherethis i s necessary to bridge a O0sec
incurring outgoings and receiving income, and finally the use of a standby facility only as an emergency back-up

to non-routine cash flow issues.

Further work is needed to improve understanding of options available to improve cost-effective access to working
cash flow for TSOs working at varying scales and different resource recovery markets.

Recognising and Securing Value for Money

Analysis of the 2008/9 REalliance sector survey and discussions with TSOsresource recovery network
organisations and finance providers has identified lack of assertiveness among TSOs to secure value for money.
Examples of the areas in which more work is needed to support TSOs to achieve value for money in their finance
arrangements include:

A arranging finance over a period appropriate to both the asset s and the term of the prospective service
contract;

A increasing awareness, by the public sector and TSOs,of the scope for public sector financing of capital assets

where this provides value for money and the ability to reduce risks; and,
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A increasing public sector officer understanding of the financial and developmental impacts of offering short -
term and infor mal 6cont r focservuca Helivary.r angement sé to TSOs

Working with Loan Finance

During research interviews, resource recovery TSOs of similar sizes and similar business models express quite
different attitudes to loan finance. TSOs that started out with patient capital (grant plus loan) or loan funding

early in their development appear comfortable to continue to use loans. TSOs that do not have experience of loan
finance tend to view it as creating additional risks.

Social Banks and Community Development Finance Institutions (CDFIs) expressed a willingnessn principle to
fund resource recovery TSOswith loan or grant/loan packages. Resource recovery TSOs that are providing social
and environmental benefits to their communities fit well with the aims of social finance. However, the short-term
nature of manyomublaicd s®e ¢anddoesdot Supportkepayrheat of loans. If longer term
contracts were available to TSOs, five to ten years rather than 0-3 years, banks expressed a willingness to lend
against current or even prospective contracts.

Successful Resource Recovery TSOs
The 2008/9 REalliance sector surveyidentified a substantial number of resource recovery TSOs that are thriving
and growing. These TSOs:

have cost-effective business models
routinely price in a margin for the long -term development of the organisation;

> > >

have secured externally verified quality assurance accreditation and take a professional approach to risk

management across all their activities;

>

invest in developing long-term relationships with their public sector customers, but als o develop income
streams from a range of other trading income ; and,
have useful and diverse support networks locally and nationally and to use the information they gain to refine

their delivery model and influence the commissioning of future services.

For these TSOs the focus is around how to gain access to the materials and markets that they need to thrive, and
how to increase their positive impact on the communities they serve.

Investment for Growth i Key Opportunities

Emerging Market Opportuniti es

Proposed revisions to the WEEE  Directive include a higher binding target for the collection and treatment of
WEEE. This will include thereuse of whole appliances within the recycling and recovery targets. The landfill tax
escalator will continue to rise at £8/tonne/year reaching £72 per tonne in 2012/13. This will create strong
pressure to divert material from disposal through waste minimisation, reuse and recycling. Some local authorities
are already in the process of implementing services to deliver recycling and composting rates of close to 70%, a
level considered ridiculously ambitious by most of the waste management industry only five years ago.

Resource recovery TSOs could make a very significant contribution tocompliance with the revised WEEE Directive
and diversion of recoverable material away from landfill.

Comprehensive Area Assessment  and the new National Indicators (NIs) will be used to assess whether local

authorities are delivering specific social and environmental benefits in their area. Authorities have to demonstrate

that they are achieving these benefits in order to get afavourable r at i ng i n the new 6onepl acebd
recently called Comprehensive Area Assessment, CAA)Local authorities are also required to create 6 A n
Environment for a Tabsessedthrough addnnual datidha sutvey of @SJs).

A systematic and proactive approach needs to be taken by the public sector to securing cross-cutting
social/environmental/local economic benefits from resource recovery services
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Resource recovery TSOs could make a very significant contribution toa thriving third sector and the delivery of a
range of cross-cutting benefits that would be of tangible value to communities and the local authorities that aim
to support them.

Creating Community Benefits through Subcontracting

This study has identified significant opportunities to increase the amount of subcontracting by TSOs. Promoting
subcontracting recognises the reality that local authority waste services are now procured through large
integrated services contracts for which few TSOs have the scale or experience to deliver in full. TSOs can
however act as subcontractors. Resource recovery TSG have particular strengths in low volume, high customer
contact services such as bulky waste where they can offer social and environmental benefits.

Efforts to help TSOs secure subcontracts from third parties are considered to be exercises in regeneration, not in
procurement. Itis therefore lawful for authorities to requ ire main contractors to open a given percentage of the

contractsumtosub-cont ractors and to package it such a way that

businessdé is defined as having a tur noyv e riftliseragsireniehtdon
subcontracting is combined with stipulating strong community benefit requirements that address service and
community priorities, it creates a clear incentive for subcontracting to TSOs that have specific local expertise.

Key isaues in successful TSO subcontracting are:

A the clarity of local authority objectives for subcontracting the service;

A requiring contractors to deliver services, and additional social and environmental benefits, in ways that
recognise the crucial contribution of smaller partners to achieving all the contract requirements. This is

important as it alters the nature of the large contractor/smaller TSO working relationship;

>

using the legitimate opportunity to sub-contract as regeneration not procurement. This offers significant
benefits if linked to outcome based commissioning focused on local priorities;

>

the need to address 6risk perceptionsé around TSO
services specific health and safety accreditatior

recognising the need to establish a strong, clear 3-way relationship between local authority, private contractor
and TSO. This should be led by the local authority at a local level but there is scope for WRAP/REalliance to
broker relationships at a national level through local authority and contractor networks .

Service Delivery and Development Hubs

TSOs need to be able to deliver services at a competitive cost with added value. Small TSOs simply cannot afford
to offer the full range of specialist services they need to thrive, without spreading these overheads across several
contracts or a large turnover of materials Ty et t hey candét grow t o awithdutoregoirigo
access to specialist skills. Theproposed response is to develop the ability of strong existing TSOs to act as

service delivery and development hubs for networks of newer or smaller resource recovery TSOs. This includes
support services (business development, finance, marketing, HR) and development of a training and quality
culture, even for small groups.

These hub organisations need to be strong enough to hold contracts through which they secure materials

streams and TSO development funds. Hub TSOscan also provide cost effective collection services and deliver
source separated materials to niche TSOsi efficient transport logistics are often a weakness for small specialist
TSOs. Hub TSOs would alsocollect performance data on behalf of local network organisations. Smaller TSOs may
remain grant funded, supported by donati ons or simply run on a shoestring, but they will be part of an active
network of other local resource recovery organisations, and their contribution will be counted and valued.

Recommendations

For TSOs:
A Focus on contracting in niche markets , especially bulky waste collection and reuse, where skills in handling
low volume materials involving high customer contact face less strong competition from the economie s of

scale of large contractors;
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A Assure buyers you are offering a safe, high quality service that is very unlikely to fail. This requires the
implementation of an externally verified quality assurance scheme covering financial health and operational
capability, which may be insurance backed.

Link quality assurance accreditation to a package of inves tment readiness support from social lenders.

> >

Highlight cross -cutting environmental and social benefits that resource recovery TSOs deliver. Use
National Indicators (NIs), Social Return on Investment (SROI) measures and the national Third Sector survey
to identify evidence of the impact being achieved;

p>)

Develop linked services that can be sold as packages (e.g. getting void social housing refurbished rather
than just providing furniture) that deliver on several NIs together, offering value for money and delivering

Waste Strategy and Community Plan objectives.
For local authorities

A much more systematic and proactive approach needs to be taken to securing cross-cutting
social/lenvironmental/local economic benefits from resource recovery and to the development of TSOs to deliver
appropriate services. This includes:

A reviewing how local authority service contracts are currently specified and packaged,;

A identifying materials potentially available in the area from both household and commercial sources;

A identifying social benefits such as the need to alleviate material poverty for low income households;

A identifying training and volunteering opportunities, for different groups (e.g. clients with learning disability,
young offenders) and geographies (e.g. local regeneration area or the presence of a residential population in

hospital or prison) and the priorities identified in the Local Area Agreement;

p>)

identifying and consulting with all the groups currently undertaking resource recovery activities with the aim
of learning from their expertise in operations, and approaches to the delivery of environmental and social

benefits;

>

identifying each of the TSOs who potentially have the scale, skills and experience to take on a development
hub role and support capacity development by other TSOs;

>

mapping of gaps in current resource recovery delivery looking at scale, materials, opportunities for different
social benefits clients and geographical areas and,
using this process to target resource recovery activities and client beneficiaries in future contract

specifications.

For WRAP/REalliance:

A Further work needs to be carried out to improve the completeness and consistency of the quantitative data
collected from the sector;

A Strongly promote the imperative that each community should have access to afull range of resource
recovery opportunities , rather than the ad hoc mix and limited scale currently on offer in most areas. This
will require a strategic national approach and include brokering of relationships by REalliance with local

authorities and government departments;

>

Develop a package of training for local authority staff and councillors to highlight the benefits of a systematic

and proactive approach to resource recovery and to support implementation. Include training on th e

legitimate opportunities for structuring contracts peci fi cati ons and evaluation criter
particular qualities and their ability to work with target groups.

>

Increase informed participation by TSOs in the early stage of contract commissioning and partnership
development. Increase TSO awareness of the scope to structure contract specifications to active regeneration
through subcontracting, and to frame evaluation criteria

to work w ith priority target groups ;
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A Broker an agreement with the private sector around TSO subcontracting, and with local authorities regarding

commissioning;
A Undertake further investigation of factoring, standby facilities and brokered leasing to improve the cost

effectiveness of TSO financing;
A Identify approaches to improve TSO understanding of calculating an acceptable rate of return on investment;
A Develop a health and safety training module for resource recovery/waste services, to be applied across the

waste services sector.

Defra

A Waste Data Flow returns do not currently require detail regarding which materials are being reused and the
destination of materials for reuse. Introduction of improved reuse tracking, by material and

destination, through Waste Data Flow would support improved local authority reporting on NI
192, O6Percentage of Hheuses ertheod ydc Iwiarsg eamsendommposti ngo.
Environment Agency

A The Envir on m&/RATE MasteraodyRéssurces Assessment Tool for the Environment) tool is
intended to support local authority decision making on different municipal waste management systems.
WRATE does not currently include the ability to evaluate the different impact of reuse rather than recycling of
a wide range of materials. WRATE should be amended to include the impacts resulting from reuse

for a wider range of materials

Image 2: Furniture Re -use showroom
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1.0 Introduction

In the 2008 DEFRA Third Sector Strategy the government made a strong case for the development of Third
Sector Organisations (TSGCs) capacity for public service delivery as a method for achieving social and
environmental goals. TSOs were pioneers in recyclingservices particularly for local authorities. But as these
activities have become more mainstream the TSO share of the local authority market has declined.

There is currently a £2.6 billion annual market for local authority waste services in England. However, there is
also clear recognition by Government that there are barriers to third sector delivery. The Waste Strategy for
England 2007, specifically identifies the need to address this issue. A key objective is:

Ahel ping third sector organisations to win a [arger share ¢
greater use of third sector expertise, partic ularly to prevent waste, raise awareness, segregate waste at source,
and increase reuse and recycling of waste through capacity-b u i | di n gl supporto

There are also opportunities for TSOs to contribute to service delivery in the wider public sector market.
1.1.1 Purpose of this Project: Investment for Growth in Resource Recovery TSOsS

The project was framed, in response to the Waste Strategy for England, as identifying these barriers and
proposing solutonsét o enabl e a good quality Tg@dntracowitlyaeldcat a ser vi ce de
authority. 6

What kind of growth is the sector seeking to achieve?
The Government has set out what it sees to be the benefits of employing the third sector to deliver services !I:

A involving local people to create community ownership;
A building the skills and experience of volunteers; and

A

A increasing trust within and across communities, thereby building social capital.

The value of TSO involvement in resource recovery activities focuses on the benefits of second life materials to
people who need them, and the creation of jobs, training, volunteering and community development

opportunities in making good use of these resources. With this focus growth can be seen primarily as an increase
in opportunity and impact . As a result:

A more people to have access to the benefits of resource recovery services

A people have access to a wider range of servicesi more materials are reused or recycled,

A services capture a higher proportion of available materials;

A there is an incrietass epeirn téosnonceida It hbreonuegfth;andkcsour ce recovery
A the environmental impact of resource use and disposal is reduced.

Resource recovery goes beyond recovering value, in pounds or tonnes, from beds, bikes and planks of wood. It
includes enabling individuals to recover their own resourcefulness, valuing themselves and others, through
second-chance training opportunities or volunteering skills to their community. Resource recovery is about
relationships and networks linking people together to make a practical difference, especially where individuals and
communities are under pressure. It is as much about the human recovery as it is about the material resources.

Sustainable increases in tonnage, turnover and carbon reduction impact are secondary indicators of the range of
resource recovery impacts being achieved by the sector.

What kind of investment is needed to achieve this growth ?
The initial premise for the project was focused on access to finance, and the relationship between social finance
institutions (social banks, community development finance initiatives) and the sector. However, this research has

1 DEFRA (2007) Waste Strategy for England 2007

Al cabinet Office & HM Treasury (2007), The future role of the third sector in social and economic regeneration: final report.
CM7189 July 2007
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found the key limiting factors preventing good quality TSOs from gaining local authority service delivery contracts
focus primarily on:

A commissioning and procurement;

A relationship building; and

A development of TSO capacity to offer cost effective resource recovery activities across all communities in
England.

If a local authority and a TSO can develop a stable medium term service delivery relationship, where income
meets or exceeds service delivery costs then there are a range of finance providers and products available to
TSOs. There is however, a need for innovation in the provision of working capital to help sustain cash flow,
especially in the current financial climate.

1.2 Third Sector Organisations and Resource Recovery

1.2.1 Whatisa 7SO?
The Office of the Third Sector uses the following definition for the Third Sector:
AThe t hird s ec tgovernneot organisatorssvhichare value driven and principally reinvest their
surpluses to further social, environmental or cultural objectives. It includes voluntary and community
organisations, charities, social enterprises,coop er at i ves 2and mutual so

This definition acknowledges the important economic dimensions in the work of TSOs. TSOs can adopt a wide

range of legal forms, including: Companies Limited by Guarantee, Registered Charities, Ind ustrial and Provident

Societies, Charitable Trusts, Co-operatives, and Community Interest Companies (CIC9. Some TSOs operate

without a separate legal identity as Unincorporated Associations and Trusts. Social enterprises are not a legal

form of TSO, but a model which may adopt one of a number of legal forms. They can be defined, in simple

terms, asefsenthatprirade in order to pursue a social ai mo

1.2.2 Resource Recovery TSOs

The term 6resource r1 ecov etodescrib&Stedvide diversitg af BSOs whose dommonr epor t

bond is the creation of val ue f r orhewastaesftesodrces. Resauceg ces or
recovery TSOs work with a wide variety of materials including furniture and white goods, compostable kitchen
and gardenwaste, 6dry recyclingdé, paint, wood, I' T equi pment and

to recover resources also variesi some have primarily environmental aims, while others focus on achieving
community benefits through the provision of training and volunteering opportunities in resource recovery, some
on alleviation of poverty through provi ding low cost household necessities and some on the sale of goods to raise
funds for charitable causes. Many resource recovery TSOs started out with a particular focus but have adapted to
changing local and national conditions and have diversified into other opportunities and markets. Resource
recovery TSOs create multiple benefits by linking together environmental, social and economic objectives.
REalliance comprises the followingTSO networks the Community Recycling Network (CRN), London Community
Resource Network (LCRN), Community Composting Network (CCN) and the FurnitureReuse Network (FRN).

1.2.3 Public Sector Organisations and PublicService Delivery

Public sector organisations are those that are funded wholly or largely from money raised through taxatio n.
The public sector is estimated to have spent £568 billion in 2007/8 on public services across the UK. A public
service is one which benefits the public, the environment or society and is wholly or partly funded, from the
money raised through taxation®.

Within the public sector are local authorities . Following recent reorganisation there are 353 local authorities in
England covering County, Unitary and District geographical areas. The total expenditure of English local

2 HM Treasury, Charity and Third Secta Finance Unit. www.hm-treasury.gov.uk

3 SQW (2007), Research on Third Sector Access to FinanceReport to the Office of the Third Sector, May 2007

4 BERR (2008) The Public Services Industry in the UK
5 www.futurebuilders-england.org.uk/about -us/public-service/public-service/

Wr@ Material change for Third Sector: Investment for growth 11

a better environment


http://www.hm-treasury.gov.uk/

authorities in 2007/8 was £154 hil lion®. Local authorities provide a wide range of services including education,
social services and planning, they are also responsible for waste services.Local authority waste services include
both collection and disposal of municipal waste. This is waste from households, and waste which because of its
nature or composition is similar to waste from households”’.

Figure 2: Sector Relationships: Public Sector, Local Authorities and Local Authority Waste Services

6 CLG (209) Local Government Financial Satistics England 19 2009 May
7 Waste Emissions and Trading Act 2003
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In England 28.5 million tonnes of municipal waste was collected in 2007/08, of which 34% was recycled or
composted, 11% was incinerated and 55% was disposed of in landfill. 8 Disposal of municipal waste in England
cost £1.46 billion in 2006/07 and c ollection services cost local authorities £1.15 billion, an overall cost of £2.6
billion (£121 per household).®

The costs of providing waste services are projected to rise to £150 per household, £4.2 billion per year, by 2013
as measures to reduce dispcsal to landfill and to comply with European environmental directives are
implemented®®. The 2009 budget announced that landfill tax would continue to rise at £8/tonnefyear %. As the
costs of disposal increases, the financial pressure to divert material from disposal through waste minimisation,
reuse and recycling also increases. In some localities long-term contractual arrangements for treatment and
disposal tie materials to particular processes or reprocessors. This can be a barrier to increased resource re&overy
through reuse and recycling.

1.2.4 Public SectorMarket Pressures
The Gershon Review? of Efficiency in the Public Sector in the UK conducted in 2004-05 focused on the
Governmentds objective to firelease resbhiecpsbltiocdsanki ghes
priorities by improving the efficiency of service delivery.
enhancing value for moneydé. A gain is made when, for a gi Ve

A reduce inputs for the same outputs (representing a cashable gain; i.e. money is released that can be reused
elsewhere);

A reduce prices for the same outputs (representing a cashable gain);

A get greater outputs or improved quality for the same inputs (representing a non-cashable gain; i.e. money is
not released); or

A get greater outputs or improved quality in return for a proportionately smaller increase in resources
(representing a non-cashable gain).

Over the three years to 2007, the public sector was required to achieve savings of £21 billion. For local
authorities this equated to year on year savings of 3%. These savings have been achieved and exceeded with
£23 billion of savings identified. For the current Comprehensive Spending Review (CSR) period further savings of
3% per year have been identified to release £30 billion by 2010/11 for further public service reinvestment.
Organisations seeking to contract with the public sector to offer services need to be able to demonstrate how
their approach can help to support the delivery of these year -on-year savings.

Even before the current economic downturn in which many local authorities have experienced a drop in revenues,

there has been considerable pressure to demonstrate value for money in service delivery. In this situation the

difference between efficiency and effectiveness can sometimes be lost. There is a hazard that local authorities

focus only on marginal cost savings on existing service designs. This compares with a more radical approach to

meeting waste, and other related, service outcomes through a focus on greater effectiveness around waste

minimisation, reuseand recycling. The Treasuryds O6Public Value Progre
need to find smarter ways of doing business and creating incentives for a value-for-money approach across public

sector partners.®

8 DEFRA (2008) Statistical Release Ref: 352/08, 6th November 2008

9 Audit Commission (2008), Well Disposed: responding to the waste challenge, Sept 2008 http://www.au dit-
commission.gov.uk/reports/NATIONALREPORT.asp?CategorylD=&Prod|ID=COCDCBFHEQ0-494d-824D-
FO53A576661E&fromREPORTSANDDATA=NATIONREPORT

10 Dr Dominic Hogg, Personal Communication

11 Landfill Tax escalator extended until 2013, Budget announcement 22" April 2009
htto.//www.letsrecycle.com/do/ecco.py/view _item2listid=37&listcatid=5270&listitemid=51 779&section=legislation

12 HM Treasury (2004) Releasing Resources for the Front Line www.hm -treasury.gov.uk/d/efficiency review120704.pdf

13 Ward, S (2008) Planning for (further) efficiencies, Public Eye, ACCA journd August 2008
www.accaglobal.com/pubs/members/publications/sector_magazines/public _eye/archive/2008/65/efficiencies.pd
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http://www.letsrecycle.com/do/ecco.py/view_item?listid=37&listcatid=5270&listitemid=51779&section=legislation
http://www.hm-treasury.gov.uk/d/efficiency_review120704.pdf
http://www.accaglobal.com/pubs/members/publications/sector_magazines/public_eye/archive/2008/65/efficiencies.pd

1.2.5 A Brief History of Resource Recovery TSOs and.ocal Authority Service Delivery

TSOs have played a key role in both innovation and service delivery of resource recovery servicesin England. In
2003/04 TSOs were estimated to have handled 500,000 tonnes of waste per annum®*, more than 10% of all
municipal waste reused, recycled or composted in England. New small resource recovery TSOs were developed to
colonise niche markets and a range of government grant funds were available to develop the capacity of TSOs in
the local authority waste services market

However, as recycling of materials has become a more mainstream, higher value activity in recent years it has
become more attractive for private sector waste companies. At the same time, local authorities have responded
to the best value agenda with a shift from grant funding and service level agreements to large scale, more
integrated, longer term competitively tendered waste services contracts. Some local and specialised TSOs have
responded by engaging with private sector (including PFI) waste contracts as a subcontractor on large contracts.

In 2004 the Programme Director of the gover nmeentlias Wast e |1
the @ommunity waste sectoréwould split into two parts: one that competes commercially for local authority
contracts and another that contributes innovations and passes its skills on to other sectors*°.

A 2005 survey'® estimated that there wer e around 1,000 TSOs for which waste activities were core, and that had
a collective income of around £100m. But Sharp and Luckin'’ highlighted the impact of a combination of
regulation, competition, and changes to funding regimes as putting the community wa ste sector under
considerable pressure by 2006 compared to their survey of the sector in 200228,

In the 5 years since John Burns made his comments it has been becomevery difficult for the majority of TSOs to
compete successfullyfor local authority waste services contracts. The level of competition has increased markedly
including contracts for kerbside recycling collections. It is no longer possible to use the previously established
TSO route of piloting innovative collection services, securing a Service Level Agreement (SLA) without
competition, and then using their existing scale and track record to successfully compete for a recycling -only
contract.

The second part of Burnsbanalysis offers more potential for future TSOsuccess Resource recovery TSOs have

shown they can deliver innovative services that offer cross-cutting social, economic and environmental benefits to

the public sector. But for resource recovery TSOs to survi\
skills on to other sect o rastle expense of having to constantly find new market ground . TSOs need to develop

sustainable business models and widespread networks of service delivery that are strong enough to shape the

perceptions of decision makers about future resource recovery activities.

The amount of recycling and composting of household waste in 2007/8 was almost five times as high as 11 years
ago'®. The Waste Strategy for England 2007 identified a new target to reduce the amount of household waste
not reused, recycled or composted by 45% by 2020, to 225kg per household, and to increase the amount of
household recycling and composting to 45% of waste by 2015 and 50% by 2020 across England. This highlights
how rapidly expectations of waste services have changed, and the importance of new services being able to
respond to the need for further improvements in performance.

It was the impact of offering recycling services that went beyond previous public and public sector expectations
that created TSOs reputation for innovation in the 1990s. The 21 century opportunity may prove to be in TSO
promotion of resource reuse and recovery of human potential that helps to re -shape local communities.

14 Sharp, L. and Luckin, D, (2006) The community waste sector and waste services in the UK: Current state and future
prospects. Resources, Conservation and Recyclindd7 (2006) 2771294

15The Waste Paper (2004). AiDel i vering rf@astelmplenentdtiontPegramme mo. wi t h John
95; May 2004a. p. 167 7.

16 Williams N, Croker M, Barrett D, (2005) Review of the Voluntary and Community Waste Sector in EnglandThe InHouse
Policy Consultarcy Serving ODPM, DfT and Defra.

17 Sharp, L. and Luckin, D, (2006) previously cited.

18 Luckin, D, and Sharp,L.(2003): 6 Sust ai nabl e Devel opment i n Practicé&nvershg mmunity W
of Bradford.

19 7% in 1996/7 up to 34.5% England -wide in 2007/08, DEFRA

Wr@ Material change for Third Sector: Investment for growth 14

a better environment



1.2.6 Commissioning and Procurement of Public Services

The theory of commissioning is that a process of intelligence gathering and needs assessment is carried out to
identify what services are required. This process should involve identification of current good practice
performance, and benchmarking of existing services against good practiceand the performance of reasonably
comparable local authorities. The commissioning process includes defining the outcomes that are being sought
and determining whether there is agreement between buyers and suppliers on an optimum service design.

There is now a single performance framework for the public sector in England covering all outcomes delivered
alone or in partnership with the private sector. All local agencies are required to work towards the same goals.
There is a significant shift in emphasis away from the measurement of the performance of individual
organisations and towards measuring improvements in outcomes across a local area. These outcomes are
measured through 188 National Performance Indicators (NIs). Each County or Unitary Authority area has drawn
up a Local Area Agreement (LAA) which identifies up to 35 local priority NIs, plus local key indicators, which are
to be the focus of local improvement action. Progress on all 188 NIs and on the impact of improvement actions

on LAA priority areas will be assessed throughtherec ent | 'y reeplmade®oprocess (previousl:

Comprehensive Area Assessment CAA). The majority of this new performance management regime was
implementedf r om Apr i | 2 0 Ongplasedirdpectibne wilftake ptate indNovember 2009. Local
authorities are being encouraged to use their role as local community leaders in partnership with businesses,
other public sector and third sector organisations to achieve a more integrated approach to resources and waste
in their area. 2°

This study was framed around understanding and improving the relationship between TSOs and local authorities.
Local authorities are a core customer for resource recovery TSOs because they control a large materials stream
and because they will increasingly need to focus on waste minimisation and reuse.

Most waste services are still procured rather than commissioned. A process that involves the waste services
department setting the service specification and then handing it to the procureme nt department to develop into a
contract. This handover creates problems for third sector organisations in that standard contract terms and
conditions are attached at this point, without recognition that they create insurmountable barriers for TSOs.
Commissioning is widespread in other sectors such as health and social care, including within local authorities,
but has been adopted much more slowly in waste services.

1.3 The Rhetoric of Engagement

The Waste Strategy for England 2007 identifies the Third Sector as an important partner in delivering the
governmentds strategic objectives:

AThe third sector, ranging from vol un t-apergtivesaamdisocialo mmuni t y

enterprises, has the ability to deliver multiple benefits i social, ecanomic and environmental i’ for the
communitied it serves. o

TSOs are regarded in the strategy as having particular strengths in a number of key areas of waste management
and resource efficiency, including:

A waste prevention i e.g. in encouraging behaviour change among individuals;

A reusei e.g. through provision of household appliances and furniture to those in need, charity shops (where
the UK has an exceptionally strong network by EU standards) and electronic services like Freecycle; and
separate kerbside ollection of specific materials, which they pioneered, achieving high participation rates in

recycling and composting schemes.

These strengths, together with TSOs6é ability tsoudffer
make TSOsincreasingly attractive potential delivery partners for waste services for local authorities in particular.

20 DEFRA (2007) Waste Strategy forEngland 2007, May 2007

htto.//www.defra.gov.uk/environment/waste/strateqy/strateqy07/pdfiwaste07 _-strateqy.pdf

21 DEFRA (2007) previously cited
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Image 3: Tested WEEE 1 ready for resale

2.0 The Reality of Engagement

2.1 REalliance Sector Survey2008/9

REallianceundertook a major new survey, funded by WRAP, to understand the current complexion of the TSO
resource recovery sector. REallianceendeavoured to contact almost 850 TSOs that have previously been
identified as working with waste. A telephone survey was carried out using a survey questionnaire during
January-April 2009. A copy of the survey is included in Appendix 1. The survey information gathered was
supplemented by records of turnover and materials tonnages provided from an FRN annual membership
questionnaire 2008/09 and CRN data on tonnages In some instances TSOs were known by REalliance network
staff to be active, but were not responding to requests for data. Regional staff were asked to provide an estimate
of size of any organisations that could not be contacted.

This process identified6 91 currently acti ve Otiéaes datea wak ®Oreell foi 462, giving | and. Of
a 67% rate of return. However, this return rate includes incomplete responses addressing only some parts of the

survey. Detailed responses were received from 254 organisations, which represents a 36% return rate. A

summary of the analysis of the survey results is set out in Appendix 2.

Eunomia Research & Consulting undertook the analysis of the survey data Some additional information on

turnover and staffing was obtained from annual returns lodged with Companies House and the Charities

Commission. Dupl i cate records for organisations that are members
member s6 such as | ocal authorities were screened out.

The primary focus of the TSO survey was to gather information on current waste TSOs and their activity and
impacts. Information was sought regarding:

set up date;
legal form;

> I >

number of full time and part time staff and volunteers engaged in waste related and non -waste related
activities;

turnover;

types of waste management activity being undertaken;

> I I

qualitative information was sought on:
0 current contracts with the public sector
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