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Executive Summary

Most public services were originally conceived by municipal or state
bodies and provided by departments of those authorities.

Public ownership tends to be defined as state or municipal ownership

when it could be more broadly defined
administration and control of services that may in particular cases

commend t hemsel ve sdndyWebbh meahtinthefirsivh at Si
place.

All providers of public services must be both demonstrably efficient and
effective, but the mere creation of a market for competition will not
alone deliver better services.

The continuing process of contracting out service delivery by public
bodies is turning them into service commissioners, rather than
providers.

The importance of accountability for public services should not be
ignored. The type of organisation that is providing the public service
will define the principal stakeholder group that it serves.

In some cases, Third Sector organisations will be best suited to provide
particular services.

The Third Sector includes voluntary organisations and social
enterprises and also community focussed mutuals.

Although the Government has stated its policy desire to see Third
Sector organisations providing public services, the manner in which
competition is being introduced does not support a large-scale role for
this sector.

A Mutual public sector organisation provides a scalable corporate
model, which provides a robust corporate framework for delivering
efficient public services in the public interest.

Over the last few years, a growing number of new community based
mutuals have been successfully established, including NHS Foundation
Trusts, football supporter trusts, child care co-operatives, GP out of
hours mutuals, and local government leisure service mutuals.

These organisations are either community facing, with a significant
public membership, as in the case of NHS Foundation Trusts or they
are professionally led, with staff and management forming the bulk of
members, as in GP Out of Hours providers. In both types, it is also
possible to build in a multi-stakeholder approach, which mixes these
categories.

a .



Mutual governance structures are designed to build stakeholder
participation in the business, bringing a range of benefits.

It can be shown that many of the potential gains that can be achieved
through outsourcing can also be achieved through the conversion of
existing public sector providers into new mutuals.

Appetite for the mutual model is high among a cross section of public
sector managers and other stakeholders.

The Government can assist this process by supporting successful
public sector managers to establish significant mutual service
providers.

This can be achieved by building generic models for mutual
organisations that can be tailored to address the specific needs of a
community or to address specific priorities that are identified by
Government.

The key advantage of this methodology is that it could deliver new
providers of significant scale much quicker than any alternative
approaches.



2 Introduction

Despite being the hot topic of debate for most of the period since Labour
came to power in 1997, public service reform remains just that - an item of
discussion, with few new ideas actually seeing the light of day.

In fact, much of the public sector modernisation that has taken place has
continued along the tried and tested but narrow lines that have led to further
outsourcing or privatisation of public service provision.

So in 2006, we are left with pretty much the same choices for the public sector
that existed under the previous Conservative governments: that the supply of
public services is a matter either for state/municipal provision or private sector
contractors.

A small-scale exception to this has been the use in a limited number of cases
of third sector social enterprise style or voluntarily organisations. This has
had most impact in local government services, but very little on a national
scale. Probably the only example of another choice prevailing has been the
creation of NHS foundation hospitals, which are state suppliers converted into
third sector organisations.

Although more fashionable recently, it remains to be seen whether third sector
organisations are likely to make a meaningful impact on the provision of
mainstream public services. At the moment, it is more likely that the process
of outsourcing to the for-profit private sector will continue, particularly in large
integrated service environments. Inevitably, this means the continued
conversion of public money into private profits in return for contracted
services.

But it need not be like this. There remains a real opportunity to create
organisations with the fiscal strength of private business and the public
service ethos of the traditional public sector. With the right framework, public
services can be provided efficiently in the interest of the communities that rely
on them.

It is through a marriage of the best of the public and private sectors that public
service corporations can be created. This paper explores how this can be
achieved.



3 Public interest or public ownership?

Most public services were originally conceived by municipal or state bodies
and provided by departments of those authorities. This approach guaranteed
levels of service provision for decades and led to a strong view, mainly on the
left, that this was the appropriate, even the only way, to deliver public
services.

This view became entangled with an attitude that for many years set in stone
the mainstream Labour Party view of common ownership and has never
properly been challenged despite changes to Clause 1V part 4 of the Labour
Party Constitution.! (commonly referred to as Clause 4)

In fact, it was only ever one interpretation of Clause 4 and possibly a mistaken
one that became dominant. On 21 October 1917, its author, Sidney Webb
wrote in The Observert o cl ari fy what he meant by &6com

60This declaration of the Labour Party, ¢
choose from time to time whatever forms of common ownership, from

the co-operative store to the nationalised railway and whatever

forms of popular administration and control of industry that may

in particular cases commend themsel ves.

But despite this clarification, O6common ow|
Opubl i c oandthat seant gtate or municipal ownership. Yet the key

phrase from Webb is O6popular administration
to be a new debate on how public ownership should be defined, with the
possibility that it could fit with Sidney

organisational form that is selected on the basis of how appropriate it is, as
opposed to the pursuit of dogma.

Today, the providers of public services are either:

1 State/municipal direct service departments
{1 Private sector contractors
1 Third sector contractors (these are defined in the next chapter)

The prevailing cross-party consensus is that most public services should be
provided on a demonstrably efficient basis, and that this will be achieved
through greater contestability (competition) among provider organisations.
There is now a greater emphasis on management quality and overall
corporate governance, as well as value for money.

170 secure for all the workers by hand or by brain the full fruits of their industry and the most
equitable distribution thereof that may be possible upon the basis of the common ownership
of the means of production, distribution and exchange, and the best obtainable system of
popular administration and control of each industry of service."



Some services, such as local government services, have been subject to
competitive tendering for a number of years. In these examples, services
such as refuse collection; local transport etc, there is established competition
and significant involvement, of service providers from the private sector and to
a lesser degree, the third sector (notably in leisure and caring services). In
some cases, contracts continue to be won by direct in-house service
providers, who effectively operate as business units of the authorities
concerned.

As competition is extended across an ever expanding range of services from
health to education and beyond, there is the potential for a new and
interesting re-definition of the public sector.

But what are the real choices for public service commissioners:- in-house or
arm's length providers competing with the private sector or just a competition
between the different commercial suppliers?

The market can ensure a competitive process, but it cannot stop value leaking
out of the service to the capital owners-it is their incentive for being in the
market at all.

Does this matter? In a way we now have strong transparent processes that
stand up to scrutiny. But is it value for money, does it pass the quality test or
just the price test? And what about public accountability, can it be left to the
contracts alone?

We will seek to answer these questions later in this paper.

It is also a fair question to ask if the ownership structure of providers makes
any difference to the outcomes for users. Clearly, the main focus must
remain on the service quality to the end user.

But it is undoubted that a number of risks and challenges are connected to the
ownership features of different types of providers. Some of these can be
identified as:

The potential leakage of taxpayer money value

The overall expenses associated with any change of providers

The potential loss of capital value from public bodies to third parties
The loss of skills built up over many years in established sectors
Changes to workforce practices that dilute service quality

E ]

Any new providerds offering should be weigl
services are transferred, or contracts let.

This paper explores the potential contribution of new public sector providers
from the Third Sector, from the particular perspective of public service mutuals
and considers issues related to their potential entry into the provider market.



4 The Third Sector

Attempts to define the Third Sector are often tortuous and it is clear that there
are different views on what it constitutes. A range of sometimes contradictory
shorthand is used to describe these organisations; describing them as not-for-
profit or social enterprise, charitable or community interest organisations.

The following definition seeks to clarify this.

Third Sector providers are:

Organisations that exist to provide services for either a community or
charitable purpose. They do not distribute profits to shareholders or
other third parties.

They will be voluntary organisations, social enterprises, charities and
some types of mutuals. It should also be recognised that not all Third
Sector organisations have an interest in providing public services.

Voluntary Organisations:
From charities to local
community organisations

The Third
Sector

Mutuals:

Member owned businesses either
for their direct benefit of that

of their communities

Social Enterprises:
Businesses trading
for a social purpose

In this diagram, the Third Sector includes all voluntary organisations and
charities, and all social enterprises. It also includes those mutuals that are
expressly established for the benefit of the community and do not therefore
distribute profits. Such mutuals may also separately qualify as social
enterprises or less often, voluntary organisations.

It is important to see the distinction between different types of mutuals in this
definition. Often they are generically de:
economy6 or oOthird wayd organisations. Suc!
differences between the two principal types of mutuals i those for the benefit



of members (usually financial) and those that exist for the benefit of a
community.

Only those mutuals that exist for the benefit of a defined community can

qualify as social enterprises or Third Sector organisations. Other mutuals

distribute profits (dividends) to their members and although this may be done

on an equitable basis, they are really a particular type of private sector

busi ness. They cannot therefore be consi d:
analysis.

The nature of the voluntary sector is generally well understood and social
enterprises are increasingly recognised by government and commentators.
Less well understood is the mutual part of the Third Sector, and this is dealt
with below.
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5 The importance of accountability

When the usual choice is between a traditional public sector or traditional
private sector provider, the issue of accountability for taxpayers money
becomes problematic. It is clear that in a state or municipally provided
service, the ultimate accountability for that service lies with the democratically
elected representatives of the relevant government body. Although in
practice, for example in nationally provided services, this can be something of
a tenuous relationship, it is known and understood in our political culture.

Once a service is outsourced however, the public accountability that existed is
moved to arm's length and then depends on the strength of the contract
between the commissioning public body and the private sector provider.

In a culture where the electorate is increasingly dis-engaged from the political
process and election turnouts continued to fall, this might not seem to make
much practical difference. It would, however, be a mistake to conclude from
this that public accountability is less important.

Much more effort needs to be put into devising ways of ensuring meaningful
public accountability of public services paid for with tax-payers money.

In any public service environment, a range of stakeholders can be identified.
These will be users, staff, commissioners had a whole range of other partner
organisations. Each of these individuals and organisations has a stake in the
service being provided to a greater or lesser degree. It is important that the
providing organisation has the correct relationship with each stakeholder. It
may be that there is merely a requirement for information sharing or that it
should be a more hierarchical relationship with real decision-making capacity.
There is no one size fits all solution for this and each type of service will need
to be considered separately.

What is essential in all cases is that the level of accountability is meaningful
and taken seriously by all those involved.

Why organisational form matters

The type of organisation that is providing the public service will define the
principal stakeholder group that it serves.

For example, a private company exists to create value for its shareholders. In
doing so, it may provide a range of goods and services to the public or even
for a social end, but ultimately it exists for one primary purpose: the delivery of
profits to the owners of capital. This will always have an effect on the
motivations and drivers of private sector providers of public services. It does
not mean that they cannot provide excellent services, just that their motivation
is self interest. It is often argued that these pressures ensure greater
efficiency and better managed services.

11



In a state or municipal service environment, the ultimate client is the taxpayer.
However, in practice the relationship with the taxpayer is somewhat
convoluted. This means that government agencies and bureaucratic bodies
will act as regulator and end up being seen as clients by those providing in
most circumstances. Consequently a natural buffer is placed between the
service provider and the end user, and although this is supposed to work in
their interests, it often results in paternalistic, top-down decision making.

In the worst cases, the interests of those providing the services dominate,
perpetuating the view that the O0man

In a third sector provider, services tend to be more focused on the end user.
The structure of community-based organisations are themselves established
in order to balance the appropriate importance of different stakeholder groups.
This is why many third sector organisations can rightfully claim to be popular
with end users because their services are influenced by those individuals.
Often there will also be a significant involvement of professional staff (not
policymakers) who will add to the rich stakeholder mix.

However, in the trust structure of some charitable bodies, paternalism prevails
and end users can be delivered O0tobd

It is fair to say these ownership considerations are rarely taken into account
when tenders for public services are being offered. Yet they can have a
profound effect on the manner in which services are provided. Ultimately, it
surely has to be important that public services operate in the best interests of
the public. This must be demonstrated by the outcomes achieved for users
and commissioners, rather than any dogmatic view of the state or private
ownership of services.

The key objective therefore must be to create an environment in which public
services are demonstrably delivered in the public interest. As described
above, it is clear that some organisational forms will find this easier to do than
others.

New Providers Winning Contracts

The logical outcome of increased competition (contestability) for contracts to
provide public services should be that the most demonstrably effective and
efficient providers would succeed in gaining contracts.

To succeed at this, providers will be required to have:

1 Relevant service provision expertise in their field and
1 Demonstrably robust corporate structures showing:
o Strong management
o Financial literacy
o Competent corporate governance

12
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Inevitably, these requirements will favour those established organisations that
have a track record in their field. This is fine as one method of ensuring

competence, but ignores the end user's experience.

In fact, the capacity of state organisations to undertake complex tendering
processes that remain equitable to all participants is patchy and in many
cases poor. Often this is because the nature of the tendering organisation is

not fully understood by the public commissioner.

It is these factors that will collectively have the main impact on the service

users and their impression of the service provided.

When contracts to provide services are put out to tender, there should be a
level playing field among potential bidders. No sector should be favoured

over

anot her

, but t he

entire

val ue

account in the bidding process, as part of the judgement in addition to the
price. Such additional factors might be: its track record and inherent expertise,
its customer satisfaction or its ability to co-operate with others in a multi-

agency environment.

Although one should be careful not to generalise, the following table
summarises many of the typical features of the different types of provider.

Type of
Provider

Inherent Advantage

Inherent Disadvantage

State/Municipal

\Y

\Y

Often the most
experienced provider
Capital value and
revenue is protected
for a public purpose
Has expert workforce

® Often not
corporately strong

® May have weaker
management standards
® Not skilled in a
competitive
environment

Private Sector

<

Often corporately
robust
Experienced in
contracting and
skilled in competition

® Profit driven
motives

® Capital and revenue
value leakage

Third Sector

<< <<

Usually expert in field
Often corporately
robust

Socially driven
Capital value and
revenue is protected
for a public purpose

® In many cases are
small operations
compared to private
and public sector

® Less skilled than
the private sector in a
competitive
environment
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On a level playing field for contracting, the need for demonstrably robust
organisations puts the state/municipal sector at a distinct disadvantage, and
leads to more outsourcing.

Those organisations with the experience and resources to devote to the
commissioning process will have a head start over those who do not.
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6 Mutuals

Most people recognise the UK mutual sector through Building societies, Co-
operatives, Friendly societies or Mutual insurers.

Many UK citizens are members of one or more of these organisations and
most of these types of mutual have been around for 150 years or more.

Over the last few years, a growing number of new mutuals have also been
established, including Football Supporter Trusts, child care co-operatives, and
local government leisure service mutuals.

There is no single definition of a mutual, but there are a range of corporate
forms that share a number of common features. Even though these
organisations may appear very different at first, it is their adherence to these
common features that defines their mutuality.

Mutual Features

Firstly, mutuals are all established for a shared community purpose. They
might have been set up to serve a specific community or interest group.

Next, they are all O6owned6é by their member:
membership community of each mutual and is expressed commonly T no

individual can take away their 6 s har e & %Hachtgéneratianisaet s .

custodian of the organisation for the next. There are no equity shareholders

and mutuals do not belong to the government.

All mutuals operate democratic voting systems, with each member valued the
same - one member one vote.

Mutuals have stakeholder council governance structures, and seek to ensure
that different stakeholders have an appropriate role in running the
organisation, proportional to their relative stake.

All mutuals share these features, to a greater or lesser degree, depending on
their individual circumstances and the distinct purpose of the organisation.

The mutual sector today

The UK mutual sector includes a wide range of organisations that share the
above common features.

Mutuals are either established for the benefit of their members i usually
financial i or for the benefit of a defined community. The spectrum diagram
below includes many types of mutuals that are easily recognisable.

% The demutualisations that have occurred in the financial services sector are examples of
where this value has been captured by current members of mutuals. This is avoided in public
service mutuals by the introduction of an asset lock that prevents the stripping of the
underlying capital value of the organisations.

15



Those established for member benefit sit above the axis and community
benefit mutuals sit beneath it. Each organisation is placed on the axis

according to how active the individual

structure will actually be. Thus in a mutual insurer, the average member will
only participate, if at all, through the democratic process i professional
Boards are established to run the business. At the other end of the scale, a
credit union member may be involved in some of the business decision
making of that body and might even become an officer of the mutual.

The | evel of an i1 ndividual me mber 0s
the governance structure in operation and the appropriate relationship
between members and executive decision making, as decided by the mutual.

In the diagram, different sectors within the spectrum of mutuality have been
placed roughly in relation to their relative position on the axis. Naturally, there
will be exceptions within each group, but a view has been taken in order to
give an overview of the whole mutual sector.

They will be established under a range of corporate forms 1 from societies to

companies. It is the constitutional features that they adopt, instead of a single
corporate form that defines them as mutuals.

16
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The Spectrum of UK mutuality

MEMBER BENEFIT MUTUALS

Friendly Professional Social Agricultural
Societies Partnerships Clubs Co-ops
Mutual Building Employee Consumer GP Co-ops Credit
Insurers Societies Trusts Co-ops Unions

Passive

Network Housing Foundation Greenwich
Rail Mutuals Hospitals Leisure etc
Glas Childcare
Cymru Mutuals

Active

Supporter
Trusts

COMMUNITY BENEFIT MUTUALS
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What are the potential benefits of mutual structures?

As has already been explained, mutuals can take a variety of forms. They
might be producer dominated, like GP co-operatives, employee owned
businesses or leisure trusts, or they may be consumer dominated in the case
of consumer co-ops, building societies, foundation hospitals or football
supporter trusts. In each case, the members will behave differently, and the
culture of the organisation will reflect the relative balance of the different
stakeholders, as well as its overall aims and objectives.

The starting point in assessing the benefits of mutual structures is to look at
what advantages they have in not being proprietary businesses owned by
investors. Compared to proprietary organisations such as companies,
mutuals do not need to serve the profit needs of shareholders, whose purpose
in investing is to maximise their return on investment. Their lack of equity
capital means that they do not need to distribute profits to investors, and can
retain any surplus to improve the service they provide, or to reduce the price.
This potentially gives them a marginal financial advantage over proprietary
businesses and enables them to take a longer term view of their business.

Compared to public corporations, mutuals do not suffer from political and
government interference. In heavily regulated industries such as financial
services and elsewhere, they are dealt with in the same way as proprietary
companies.

Mutual governance structures are designed to build stakeholder participation
in the business, theoretically bringing a range of benefits. GP Co-operatives,
which are producer dominated mutuals, identified four success factors that
were related to their mutual governance arrangements:®

1 They are expert in that the front line healthcare providers also plan the
care

1 They are innovative and entrepreneurial
1 They are flexible and responsive to local health needs

1 They have used the inherent self interested mutuality to build strong,
cohesive organisations

Many mutuals go further by building in participation from - and accountability
to - their customers and achieve the benefit of having inclusive decision
making structures. Traditional companies can benefit from ethical behaviour,
and this should certainly be encouraged, but they are constrained by the
overriding need to maintain shareholder value. They are accountable to
investors, not customers. They are not able to prioritise customer interests in
the way mutuals can; customers themselves increasingly recognise this
difference.

3 care on Call i Mutuo 2004
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7 Mutual Public Ownership

Mutuo has led the development and delivery of new mutuals in recent years
through out of hours providers, NHS Foundation Trusts, housing stock
transfers and community football clubs.

There isine Dobhe all o6 type of mutual i n th
organisations are either community facing, with a significant public

membership, as in the case of NHS Foundation Trusts or they are

professionally led, with staff and management forming the bulk of members,

as in GP Out of Hours providers. In both types, it is also possible to build in a
multi-stakeholder approach, which mixes these categories.

A Mutual public sector organisation provides a scalable corporate model,
which provides a robust corporate framework for delivering efficient public
services in the public interest. Such a mutual:

1 Creates a stable organisation with the operational and business scale
to delivery quality services.

1 Safeguards public assets by preventing the trading of shareholder
value with its attendant instability and reduction in service quality and
political risks.

1 Ensures there is no ongoing leakage of taxpayers money to pay for
shareholder dividends.

1 Enables the establishment of an entity which will facilitate the rapid
conversion of existing public sector providers and enable staff and
users to influence and engage in service development and operation.

1 Utilises the membership / ownership structure to incentivise staff.

The various types of public sector mutuals are described below as illustrations
of the potential application of various mutual governance types. These are:

1 Consumer focussed mutuals
1 Professional/employee focussed mutuals
1 Multi stakeholder mutuals

Each has particular attributes that lend themselves to the particular public
service environment and business needs of their organisation.

Consumer Focused Public Service Mutual
Example: NHS Foundation Trusts

NHS Foundation Trusts are an example of large public sector businesses that

have moved from the state sector to become multi-stakeholder, consumer-
focused mutuals.
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The NHS Foundation Trust Board is made up of Executive Directors and Non-
Executive Directors. The role of the Non-Executive Directors is to support the

management team with their advice and guidance and also to ensure that the

Trust maintains the highest standards of corporate governance.

The Trust Board is therefore responsible for the operational management of
the Trust and assumes all of the legal duties and liabilities, in the same way
as any corporate board.

The governance layer provided by the Board of Governors (often referred to

as the Council of Governors) is the new an
Board of Governors is supposed to be representative of the stakeholders i
users, staff and partners. The Trustoés mem

of Governors, and the other members are nominated by partner
organisations.

The corporate structure is shown in the diagram below:

| NHS Foundation Trust Board |

| Board of Governors Made up From: |
[

|
| Electing Patients/Public Members | | Electing Staff Members | | Nominating Partner Organisations |

Overall, the majority of places on the Board of Governors must be made up of
representatives elected from the public and patient membership with at least
three staff governors elected from the staff membership, Local Authority and
PCT. The Trust Board Chair acts as the Chair of the Board of Governors.

The Board of Governors has a number of defined duties, such as appointing

the Chair etc., but its main role is to ac
the Trust will refer in delivering its strategic plan. It is important that such

accountability exists because the NHS Foundation Trust is no longer

accountable directly to the Secretary of State for Health, as remains the

situation with other NHS bodies. Part of t
to appoint the Trust Board Chair and Non-Executive Directors, and to approve

the appointment of the Chief Executive.

Every corporate entity has members. The members of a company are its
shareholders; the members of the traditional mutual organisations often
comprise customers and employees. The members of the new foundation
trusts are public, patients and staff.

The role of members in a corporate entity is, in practice limited, and it is
defined in the constitution. It normally comprises:

A the right t o arbeoaedi e ei mfrogramd tsiadn ono s pe
A the right to take part in the election o

20



A the right to attend and speak at an annu

members meetings

Athe right to vote ememaarsyUsuaklysheréare i on put
narrow limits on the issues that can be put to the members, namely changes

to the constitution, merger with another entity, and the decision whether or not

to wind up the organisation.

Whil st t hese memb e nheyaremavathetess hightye | i mi t ed,

significant if combined with open membership. The reason is that members
are ultimately the owners of an organisation, and the ability to prevent it being
captured by others (including commercial enterprises, or the state as well as
political or special interest groups), lies in the hands of members. It is these
rights which give members a sense of the ownership of the body.

Experience shows that membership-based bodies carry significant weight and
credibility, both within communities and in dealing with external bodies. It is
more difficult to challenge the aspirations of an organisation based on wide
membership, which has used that membership to form its aspirations.

Membership also provides a powerful base for reaching out into local

communities. An increasing element of the health agenda now involves

educating and informing people about health and healthy living issues.
Changing attitudes about responsibility
long term aim, and an engaged membership can clearly play a significant part

in that.

Professional Focussed Public Service Mutual
Example: GP Out of Hours service providers

More than 20 new providers of GP out of hours (OOH) services have been
established as mutuals since 2004.

The management of the delivery of OOH primary care services requires
dedicated and appropriately skilled management. The management skills
required at executive level in the new provider include administration,
logistics, clinical, finance, and HR. Representation at executive level by the
key disciplines reflects the services being delivered.

Strategic planning needs to take place amongst a wider group of parties, in
consultation with the executive management board. This wider group is
referred to as a council, to distinguish it from the executive board.

As well as having a role in relation to strategic planning, the council also has
some responsibility for the appointment and removal of members of the
executive management board.

It is at council level that the interests of all of the key parties are reflected.
Substantial representation is therefore needed here by GPs and the PCTs. It
is usual for every group of commissioning PCTs to have at least one
representative.

21
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There is one other key group of people for whom some form of representation
at strategic planning level is of real importance: the employees.

A provider of primary care services to upwards of 500,000 patients is likely to
employ 50 or more people, and over time could employ substantially more,
depending upon the approach of the other key bodies. Some representation
of employees is therefore appropriate on the council at the outset, and the
level of such representation, and possibly the need for representation of
different categories of employees is implemented from the outset.

A range of factors combine to make employee owned businesses an asset to
the UK economy:*

1 Independent research suggests that a combination of shared
ownership and employee participation delivers superior business
performance.

1 Because they're co-owners, staff in employee owned businesses tend
to be more entrepreneurial and committed to the company and its
success.

1 Because they're run in an open way, employee owned businesses tend
to have a strong commitment to corporate social responsibility and
involvement with the communities they operate in.

1 The employee owned business sector adds to the diversity of Britain's
economy - by offering a vibrant and different model for achieving
business success.

1 Because they have high employment standards, involve staff and give
everyone a stake, employee owned businesses are good at recruiting
and retaining talented, committed staff.

1 Employee owned companies are good at innovation because
managers go out of their way to consult, share information about the
company, and give staff responsibility.

Multi-Stakeholder Focussed Service Mutual
Example: Local authority service providers

Greenwich Leisure Ltd (GLL)® is an innovative staff led 'leisure trust', with a
social enterprise structure. It manages over 50 leisure centres within the M25
area in partnership with nine London Boroughs, Epsom and Ewell Borough
Council and Bellingham Community Project. As a non-profit distributing
Organisation it re-invests any surpluses back into services.

* Source: Job Ownership Limited
® Source: Greenwich Leisure Ltd
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In 1993 Greenwich Council faced severe rate capping, and proposed an
additional 30 per cent cut in the funding of leisure centres. The service impact
of this was to be the closure of two or three leisure centres and a 28% loss of
permanent staff.

A review instigated by the Leisure Services Committee (in London Borough of
Greenwich) recommended a not-for-profit organisation was created, to
manage the Council's leisure facilities with continued influence rather than
control from the council.

A Society for the Benefit of the Community, registered under the Industrial &
Provident Societies (IPS) Act, was recommended and adopted. This structure
held particular appeal due to the ability for staff ownership of the Society and
the Council's long established co-operative tradition. The existing seven
leisure centres were transferred to the new organisation - Greenwich Leisure
Limited (GLL) in July 1993.

The new organisation quickly proved to be a great success in the London
Borough of Greenwich. Instead of cuts, new jobs were created and new
services delivered in the existing centres. In addition three new facilities have
been built since 1993 - two leisure centres and a health and fithess centre.
Membership levels at the centres in Greenwich rose rapidly from an initial
7,000 at the time of the transfer (1993) to around 70,000 paid memberships in
2004.

GLL's training and development opportunities are amongst the very best in
the leisure industry. GLL in partnership with Greenwich Community College
operate the London Leisure College. The London Leisure College is an
Institute of Sport and Recreation Management (ISRM) Teaching Centre and
has award winning 'beacon’ college status.

The leisure college provides state of the art vocational and industry training.
With over 3,000 students the College is now a major leisure trainer in the
capital, with further partnership being established with colleges in Merton,
Barnet and Waltham Forest to deliver local courses for the local communities.
In addition to courses available for the communities they serve, the leisure
college provides training for GLL's 800 full time staff and over 3,000 part time
and casual staff. It does this through a range of Academies, which are
specifically targeted at different organisation requirements.

GLL is owned by the contracted staff, who have taken the opportunity to
become its members. GLL is guided by a management board, which is
appointed on an annual basis by the staff members at the general meeting.
The board has representation from a number of stakeholders including
customers, council, trade union and the workforce. This stakeholder mix has
helped create empowerment, enthusiasm and ownership at all levels of the
organisation. In turn this has led to improved commitment and motivation of
staff, resulting in an improved quality of service for customers.
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8 Creating New Mutuals: Conversion or start-up?
Today, O6public administration and control 6

that exist to serve the public interest

that do not operate for private gain

where assets cannot be stripped from the public domain

where services are run in the interest of the relevant users
where those users may participate with other stakeholders in the
organisation and be heard by it

= =4 =4 -8 -9

The question is, not simply whether the public sector should continue to be a

public service provider or just a commissioner. We should explore whether

we can re-define the public sector to go beyond state or municipal bodies to

the third sector. This would be an inclusive public sector of a range of

providers that operate 6in the public inte:

It is clear that there is a potential for new public service mutuals to be
established in the Third Sector.

The options are either to create entirely new businesses by way of start-up
enterprises, or to convert existing public or private sector organisations to
benefit from the particular advantages that mutuals offer.

As has been shown, many of the potential gains that can be achieved through
outsourcing can also be achieved through the conversion of existing public
sector providers into new mutuals.

This is not a simple process of merely adopting a new constitutional form; to
succeed at this the new mutual needs to be a genuine business with suitable
management structures in place to operate independently from government.

Positive external pressures can be provided through the introduction of
regulators or through external lending bodies. The experience of NHS
foundation trusts for example shows the beneficial effects that this can bring.
There is also a need for a strong executive and non-executive corporate
board to drive the business forward. Inevitably this means that not all public
sector bodies will be able to be successfully transformed in this way.

It is our experience that the best way of quickly promoting the establishment
of new mutuals in public services is to:

9 Build on existing provider expertise and offer a new business
framework for this

1 Develop models that can be easily replicated/adapted by interested
parties

1 Provide a supportive environment to nurture their development
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It is clear that many existing public sector employed managers can and
should be supported to develop these new mutual models for specific public
services.

Mutuo is experienced in developing these. Its approach is to build a generic
model for a mutual organisation that can be tailored to address the specific
needs of a community or to address specific priorities that are identified by
Government. Once completed, this can then be rolled out in a range of
different applications.

Appetite for the mutual model is high among a cross section of public sector
managers and other stakeholders. The Government can assist this process
by supporting successful public sector managers to establish significant
mutual service providers.

The key advantage of this methodology is that it could deliver new providers
of significant scale much quicker than any alternative approaches.

It can be shown that many of the potential gains that can be achieved through
outsourcing can also be achieved through the conversion of existing public
sector providers into new mutuals.

In reality, only the best performers will be expected to qualify to reach the high
management and governance standards required in this new environment.

When they succeed however, the benefits of a mutual governance structure
with its inherent strength and accountability to its stakeholders, unique gains
can be made. So itis possible to harness the benefits offered by a
commercial environment whilst retaining the public sector ethos and the need

to remain close to the provideroés stakehol
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