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There is growing recognition amongst policy-makers of the importance for children’s
development of the first few years of their lives. The right support in these early years
makes it significantly more likely that a child will grow up to be a healthy, happy contributor
to the economy and society around them. Its absence, by contrast, increases the likelihood
of poor health, low attainment, and anti-social behaviour, storing up vast costs to the public
purse further down the line.

In many ways the voluntary sector has been ahead of policy-makers on this issue. Thousands
of voluntary organisations up and down the country provide support to pre-school children
and their families, and many have been at the forefront of developing new ways of working
in this field. 

We therefore see huge opportunities in greater collaboration between the voluntary sector
and Government in early years provision. But Government – national and local – will have
to change the way it does business and the voluntary sector will need to rise to the
challenge.

The task before us is clear. Despite progress over the past decade, 1 million children remain
at risk of intergenerational deprivation and neglect, and without reform public spending cuts
are likely to mean a reduction in the quality or availability of early years services. We have a
window of opportunity now for the Government and voluntary sector to work together in
addressing that challenge. We need to seize it. 

Sir Stephen Bubb, 
CEO, ACEVO 

Foreword
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Anne Longfield OBE, 
CEO, 4Children and 
Chair, ACEVO Early Years Taskforce 
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ACEVO Early Years Taskforce Report
The ACEVO Early Years Taskforce was established in early 2011 to consider the
opportunities, challenges and solutions to voluntary sector delivery of early years services,
with a particular focus on children’s centres. 

The Taskforce was made up of civil society leaders who had been involved in shaping and
delivering early years policy and services in communities across the country. A full list of
those involved is in the Annex to this report. The findings were fed into the DfE/DoH co-
production process for developing a Foundation Years policy statement.  

The Early Years Taskforce aimed to identify the benefits of the voluntary sector taking a
greater role in the delivery of services for children and families in the early years, and the
opportunities and barriers to them doing so. The Taskforce’s purpose was to:

• Propose a set of outcomes that early years services should be looking to achieve and
highlight effective ways of evidencing these

• Review the barriers and challenges facing the voluntary sector in increasing their role
in delivering early years services and explore the opportunities for overcoming these

• Investigate the potential for payment by results funding models to drive up quality,
while not challenging the sustainability of voluntary sector providers

‘Early Years’ was defined as children in the Early Years Foundation Stage (aged five years and
under) for the purposes of this report.
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1. Executive summary
The experience and development of children in the early years has a crucial impact on all
aspects of their life chances, with significant social and economic cost to those who get left
behind.   

Growing recognition of this fact has led to a major increase in early years services over the
last 10 years, including the creation of 3,600 Children’s Centres to provide early
intervention support.  

Yet the number of children and families who are experiencing complex and multiple
problems remains high – around 1 million children remain at risk of intergenerational
deprivation and neglect. The costs to those children will be enormous in human terms, but
taxpayers will also have to foot a multi-billion pound bill as a result. Children who start life
at a disadvantage are highly at risk of experiencing similar life chances to their parents:
educational failure, mental and physical ill health, social isolation, drug and alcohol abuse,
crime, financial hardship and early death.

At a time of public spending cuts, we are unlikely to see this challenge met through
significant extra investment. Instead the challenge is one of reform - to maximise the
potential of early years services to ensure that children and families, especially those with
complex needs, get the support they need to flourish.

This report argues that the voluntary sector has the track record and potential to be
central to this change – but only if Government is proactive in removing the barriers that
currently restrict its engagement. Every one of the 1 million children at risk of
intergenerational deprivation and neglect is a reason to carry out that reform. We
recommend that the Government: 

• Changes the culture across Government to consistently engage the voluntary sector
in policy making and implementation. We have enjoyed good engagement with DfE
throughout the life of this taskforce, but this needs to be mainstreamed and
consistently applied. The emergence of a new Children’s Improvement Board in
helping design and implement reform of early years, without any voluntary sector
representation, shows that old habits die hard. If the Government is serious about
transformation, and serious about voluntary sector engagement, it needs to ensure
that voluntary organisations are around the top table as well as traditional players
such as local authorities. 

• Ring-fences the Early Intervention Grant to ensure funding gets to its intended
target. The recommendations in this report are largely about a change of culture and
priority rather than funding.  However, despite widespread agreement that early
intervention leads to better outcomes for children and families, and saves money in
the long term, funding for early intervention is not reaching services.  Many are closing
as a result.  A ring-fence on the Early Intervention Grant is needed to prevent further
reductions in this crucial area of work.

• Works with councils to achieve a step change in commissioning practice. Local
councils need to improve their commissioning, with a specific focus on better
engagement with the voluntary sector.  DfE should work with councils to support,
challenge, monitor change, and take action should poor practice continue.   

One million reasons for reform: unleashing the potential of the voluntary sector in early years services6
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• Creates a level playing field on VAT and pensions. There are major barriers to
voluntary organisations competing fairly with large public bodies and private
companies. Voluntary organisations are disadvantaged by their inability to reclaim VAT,
unlike council-run services, and disincentivised from working in partnership by VAT
rules. We recommend that the Government extend section 33 of the VAT Act, or set
aside a similar fund to that set aside for academies to reclaim VAT.   Similarly, rules
around public sector pensions put voluntary sector providers at a disadvantage when
bidding to run services where there are TUPE implications, and we recommend that
DfE work with the Treasury to address these barriers. 

• Ensures that new processes such as payment by results do not further disadvantage
the voluntary sector, by developing key principles for implementation of  payment by
results to ensure payment genuinely rewards those who achieve results. This means
payment by results (PbR) must be additional, not a final payment, to enable all
organisations to take part. Funds must get to the frontline delivery organisation and
not be spent on local authority administration. Payment by results must be based on
outcomes, not short-term outputs. A proportion of PbR budgets should be reserved
for investment in evaluation to improve the evidence base about what works in the
Foundation Years.  Government must ensure all these are tested in PbR trials, to
ensure that unintended consequences are avoided.

One million reasons for reform: unleashing the potential of the voluntary sector in early years services 7
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2. T
he need for reform

Chapter Two

The need for reform



“The earliest years in a child’s life are absolutely critical, providing the essential
foundations for healthy development. If  these foundations are not secure,
children can experience long-term problems which often present wider social
consequences. Children’s attainment, wellbeing, happiness and resilience are
profoundly affected by the quality of  the guidance, love and care they receive
during the first years of  their lives”. 

Dame Clare Tickell, Chief Executive,  Action for Children

10 One million reasons for reform: unleashing the potential of the voluntary sector in early years services

2.1 There is growing recognition of the importance of early years services

Recent Government-sponsored reviews by Graham Allen MP1, Frank Field MP2,  Dame
Clare Tickell3 and Professor Eileen Munro4 have highlighted the benefits of supporting
children at an early age in breaking the cycle of wasted potential, low achievement, drink
and drug misuse, unintended teenage pregnancy, low work aspirations, anti-social
behaviour and lifetimes on benefits. These reviews reaffirm many of the messages of  Sir
Michael Marmot’s 2010 review into health inequalities and the Government’s recent
Social Mobility Report, lending strength to the growing consensus that early
intervention services to support children’s development, improve parenting skills, and
support the development of resilient families are cost effective and can produce
positive outcomes for children and families. 

The early years are far and away the greatest period of growth in the human brain. It has
been estimated that the connections or synapses in a baby’s brain grow 20-fold, from
roughly 10 trillion at birth to 200 trillion at age 35.

Children who start life at a disadvantage are highly at risk of experiencing similar life
chances as their parents: educational failure, mental and physical ill health, social isolation,
drug and alcohol abuse, crime, financial hardship and early death, unless there is positive
intervention to prevent this happening.

By the age of 22 months children who have not been nurtured and cared for begin to fall
behind on all developmental fronts, so that by the age of three they are likely to be a full
year behind their contemporaries in social and cognitive development. The 1997
Millennium Cohort Study showed that a child’s development score at 22 months can
serve as an accurate predictor for educational outcomes at 26 years, the first indicator of
intergenerational disadvantage. 

The positive impact of high quality support in the early years is well evidenced. The
Graham Allen Review cites a number of studies, including the Effective Provision of Pre-
School Education (EPPE) study, which found that high quality pre-school experience
enhances all-round development in children6. Research also shows the benefits of early

2. T
he need for reform
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1  Graham Allen, Early Intervention: the Next Steps 2011
2  Frank Field, Independent Review on Poverty and Life Chances, 2010
3  The Early Years: Foundations for life, health and learning, Dame Clare Tickell, 2011
4  A Child Centred System, Professor Eileen Munro, 2011
5  National Scientific Council on the Developing Child (2004) Young children develop in an environment of  relationships,  quoted in Graham

Allen, Early Intervention: the Next Steps 2011
6  Sylva K, Melhuish E, Sammons P, Siraj-Blatchford I and Taggart B (2004) The Effective Provision of  Pre-School Education(EPPE) Project: Final

Report. Findings from Pre-school to the end of  Key Stage 1
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intervention in improving long term life chances. One example where benefits have
been well-documented in research is the Nurse Family Partnership in the US, which
led to the roll out of the Family Nurse Partnership programme by the DoH in
England. This programme supports at-risk teenage mothers to develop emotional
attunement with their children, and confident non-violent parenting. At the time of
writing the UK programme is still being evaluated, but US evidence indicates that by
the time the children concerned are 15, the programme is estimated to have
provided benefits of up to five times greater than its cost, in terms of reduced welfare
and criminal justice expenditure, higher tax revenues, and improved physical and
mental health. 

2.2 There has therefore been a significant expansion of early years and
childcare services in the UK over the last 10 years.

Once lagging behind its European neighbours, the UK now has a burgeoning system
of early years support for children and families.  

3,600 Children’s Centres have been created over the last 10 years to offer a new
infrastructure of support for pre-school children and their families.  Catering for
parents from pregnancy and children up to the age of  five, the centres are designed
to bring together a wide range of professionals and support services, from universal
drop-in sessions to targeted specialist support for vulnerable children. The centres
bring together childcare, family support and health services to create ‘one-stop-
shops’ for families, with the aim of reducing the number of children living in poverty,
and increasing their life chances.  Centres act as a ‘hub’ for the whole community,
and encourage parent involvement and management. In addition:

•There are early years and childcare places for 1,300,929 children under 5

•Universal free early education is available to all 3 and 4 year olds for 15 hours per
week

•Support for all disadvantaged 2 year olds is being rolled out by 2015

•4,200 new health visitors are being recruited to work with children’s centres to
improve early intervention

•The Family Nurse Partnership is being rolled out to 13,000 families

•A statutory Early Years Foundation Stage Framework is in place to ensure high
quality developmental and learning opportunities.  The framework has recently
been reviewed to simplify and strengthen the system.

2.3 But we continue to fail many children, at enormous cost 

Despite a rapid expansion of early years services, current figures show that around
one million children are still at risk of intergenerational deprivation and neglect.
Children who start life at a disadvantage are highly at risk of experiencing similar life
chances to their parents: educational failure, mental and physical ill health, social
isolation, drug and alcohol abuse, crime, financial hardship and early death.  Families
with complex and multiple problems can become incubators for the generational
transfer of mental and physical ill-health and chaotic lifestyles that inhibit children’s
ability to lead a fulfilled life.

2. T
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The cost to the individual is well-documented, but the economic cost to the public
purse is also considerable.  Cumulative cost to public services of children with troubled
or difficult behaviour is ten times that for other children, with the mean extra cost being
more than £315,000 a year. Of this the families involved bear a third (mainly through
reduced earnings); education services bear a third; health services and the benefit
system each bear 15% and social services bear 6%. It is also estimated that by the age
of 28, an individual with conduct disorder has cost an additional £60,000 to public
services, compared to an individual without. Where children have to be removed from
the family home, foster care costs are approximately £25k per annum and residential
care up to £100k per annum per child.

Backing the Future, a joint report from Action for Children and the new economics
foundation showed the huge economic cost of failing to address endemic problems
such as this. Over a 20 year period, continuing to address issues such as crime, mental ill
health, family breakdown, drug abuse and obesity in the way we currently are will cost
the UK economy £4 trillion. It is clear a new approach is needed if we are going to
address some of the most fundamental issues facing the UK in a sustainable way. 

2. T
he need for reform
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The cost of not getting it right

Research shows that up to 10% of  children have a long-term, persistent
communication disability, and approximately 50% in socially disadvantaged areas
have significant language delay on entry to school7. There is a strong correlation
between communication difficulties and low attainment, mental health issues, poor
employment or training prospects and youth crime.   

50% of  the UK prison population has literacy difficulties, compared with 17% of
the general population, and 35% of  offenders have only basic level speaking and
listening skill8 . With the right support, many children with language delay go on to
catch up with their peers9. 

The Communication Trust, which represents 40 organisations, is asking the
Government to ensure that the Foundation Years Strategy includes early
communication support for all children and families.

7 The Cost to the Nation of  Children’s Poor Communication I CAN Talk Series Issue 2, 2006
8 Basic Skills Agency in Prisons (1994) Assessing the Needs 
9 The Cost to the Nation of  Children’s Poor Communication I CAN Talk Series Issue 2, 2006

2.4 In the absence of extra investment, progress will rely on reform  

We want early years services to give children a better start in life and thereby avoid
some of the social and financial costs outlined above, but we are unlikely to see that
happen through significant growth in investment at present.  

In many areas spending on early years provision is likely to fall rather than rise. 
The London Borough of Haringey, for example, has closed 4 of its 16 children’s
centres in 2011. Figures released by the House of Commons library suggest that
funding for children’s centres is being cut by an average £50 a child in 2011/12.  
A 4Children/Daycare Trust survey of children’s centres in 2011 found that 86% had
had their funding cut by the local authority.  In some of the most deprived areas of



the country, such as Merseyside’s Knowsley and London’s Hackney, the budgets
included in the Early Intervention Grant appear to have been cut by around £100 a
child. Funding for breakfast/after school and holiday childcare is now part of school
budgets – so although parents are clear that more out-of-school childcare is needed,
it only happens where schools can see the value and afford the service. 

Improvements in early years provision will therefore depend on reform – ensuring
that every pound spent on early years services has the maximum possible impact. 

2.5 The voluntary sector can be central to that reform 

This is a seminal time for the development of early years services, as they move from
a system in its infancy to a system which is mature, recognised and capable of
providing the vital support that the most disadvantaged children and their families
need. The voluntary sector has the potential to play a leading role in transforming
these services as advocates of innovative approaches with an evidenced track record
of success.

The voluntary sector has traditionally played a key role in developing innovative early
years services that are led by the needs of users. Throughout the last century, the
voluntary sector initiated early years services, in response to the needs of children
and parents. More recently, the sector has shown that it can provide high quality,
innovative provision in a sustainable way in children’s centres. 

An estimated 577,105 children attended UK voluntary and private sector nurseries in
2009, with the not-for-profit sector accounting for a quarter of these nursery places10.
A growing proportion of early years services – including children’s centres  – are now
managed by organisations like Action for Children, Barnardo’s, PLA and 4Children.  In
addition, voluntary organisations play a wider role in targeted family support, quality
improvement and policy development. 

Voluntary sector organisations have led on a wide range of policy developments,
including children’s centres and out of school childcare, and have played a key role in
evidence-based practice and research in early intervention and the changing policy
agenda. 

Many early years services (like pre-schools, family support services and nursery
schools) were started up by parents and pioneers, and now deliver accessible early
education and childcare that meets parents and children’s needs on a large scale.
Home-Start, a parent-to-parent volunteer family support charity, started as one local
Home-Start in Leicester and was so effective and so popular with families that it has
expanded to more than 300 within 30 years. Parents are often very involved in
voluntary sector services, and there tends to be a strong emphasis on child and youth
participation in planning and evaluating services.  The voluntary sector has an
unparalleled track record to build upon.

The voluntary sector has successfully campaigned for more emphasis on engaging
communities in the development and delivery of their own centres and services. This
builds local community skills, encourages, trains and supports volunteers, and ensures
that services are responsive to local needs.  

2. T
he need for reform
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“Our Centres are rooted within the communities we serve and are
recognised as an asset within the community. We have higher levels of
community engagement that those run by the public sector. Our ability to be
flexible to the needs of  communities makes it possible for us to respond
more readily, as does our ability to add value to our core offer by accessing
additional funding streams to support these needs.” 

The Children’s Society

2. T
he need for reform
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Volunteering plays a key role in the voluntary sector,  including training and
supporting parents to volunteer, and can provide a more cost effective - and
therefore sustainable -  service as well as offering volunteers support with
parenting skills and routes into employment, and encouraging the self-confidence
that underpins them.

Voluntary organisations - unlike local authorities - can raise funding from a variety
of sources, and charities can attract rate relief – which can be key to sustainability.
Many voluntary sector organisations are cost effective as they reinvest any ‘profits’
in services for local people.

Voluntary organisations are able to offer highly specialised support. Contact a
Family, for example, a charity that provides support, advice and information for
families with disabled children, is the only organisation that offers specialist advice
on specific conditions and rare disorders to families. Early years organisations have
often been started up by parents, to fill a gap in services. In 1946, a mother of a
child with a learning disability formed a National Association which later became
Mencap. She wrote to 'Nursery World' magazine inviting other parents to contact
her – and the organisation launched a ground-breaking project called the
Brooklands Experiment. This compared the progress of children with a learning
disability who lived in hospital with a group of children who were moved to a small
family environment and cared for using educational activities modelled on those in
'mainstream' nurseries. After two years, the children in the home-like environment
showed marked improvements in social, emotional and verbal skills. The success of
the experiment was published around the world, and influenced government policy. 

The relatively small size of most voluntary organisations, and concomitant lack of
bureaucracy, can enable us to respond quickly and flexibly – bringing the passion
and innovation to users’ problems that is characteristic of the sector at its best.

2.6 But action will be needed for the voluntary sector’s potential to be
realised 

However, despite its track record and undoubted potential, the voluntary sector
remains a marginal force in early years provision, which is not able to contribute its
full potential.    

Whilst an increasing number of local authorities are beginning to commission their
Children’s Centres to external providers, the percentage of centres run by the
voluntary sector remains a relatively small minority, with approximately 10-20%
currently being delivered in this way.   
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The Parliamentary Select Committee on Children, Schools and Families emphasised the
huge benefits children’s centres can accrue by tapping into the skills, expertise and
distinctive approach of voluntary sector organisations. However, they were able to point
to numerous voluntary sector organisations which had felt they were excluded either
from opportunities to run centres on behalf of local authorities, or opportunities to
contribute to the range of services on offer. 

If the voluntary sector’s potential is to be tapped, such barriers will need to be
dismantled. We outline some of the major barriers we see to that happening in the
following chapter. 

2. T
he need for reform
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Chapter Three

Reform to unleash 
the voluntary sector’s
potential

R
eform

 to unleash the voluntary sector’s potential
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3.1 Unleashing the potential

There is widespread agreement that the core purpose of early childhood services is to
improve outcomes for young children and their families, particularly the most
disadvantaged families. We broadly welcome the Government’s focus on outcomes in
the proposed core purpose of children’s centres: to improve child development and
reduce inequalities. This includes identifying, reaching and supporting the most
disadvantaged families to improve family outcomes in order to improve child outcomes,
by raising parenting aspirations and skills and  promoting family health and life chances.

We also welcome the findings of the Early Years Foundation Stage (EYFS) review, in
particular the focus on 'prime' areas of learning: Personal, Social and Emotional
Development, Communication and Language, and Physical Development. In all three of
these areas voluntary sector organisations have developed innovative programmes
designed to better support children and families.  The Government's foundation years
statement needs to centre on the three prime areas,  to set out a long term vision for
children over the course of the next generation. It must set out a clear plan for the
development of services for the Foundation Years, with children's rights, perspectives
and involvement at its heart.

The voluntary sector can play a significant role in helping to achieve such a vision.
However, there remain major barriers to unleashing the full potential of the sector that
will not be overcome without intervention. The early years sector has the potential to
be a flagship for voluntary sector engagement, building on the strong voluntary sector
base in a diverse sector. If the Government is serious about driving quality and efficiency
across early years services, it must remove the barriers that prevent voluntary sector
providers from consistent engagement in co-production of policy, and competing on a
level playing field with public and private sector providers to deliver better outcomes for
children and families. 

The key challenges include: 

• engagement in policy design and implementation

• the sustainability and viability of services in a time of cuts    

• poor commissioning practice 

• an uneven playing field for commissioning services

• getting the design of payment by results right

3.2 Engagement in policy design and implementation

We have enjoyed good engagement with DfE throughout the life of this taskforce, but
this needs to be mainstreamed and consistently applied. The emergence of a new
Children’s Improvement Board in helping design and implement reform of early years,
without any voluntary sector representation, shows that old habits die hard. If the
Government is serious about transformation, and serious about voluntary sector
engagement, it needs to ensure that voluntary organisations are around the top table as
well as traditional players such as local authorities.

3 Reform to unleash the voluntary 
sector’s potential

3.  R
eform

 to unleash the voluntary sector’s potential
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We recommend that the voluntary sector be consistently engaged in co-production
of  early years policy and implementation.

3.3 Sustainability

The small scale business model and reduction in parental ability to pay due to losses
in their own personal finances, combined with significant reductions in central and
local government funding, are having an impact on the viability of early years services.
The national roll-out of Government funding for the most disadvantaged two year
olds by 2013 is welcome, but many nurseries and children’s centres are closing, and
most estimate that the funding – like the Nursery Education Grant – will not cover
costs. Nurseries run by small charities are particularly at risk.

Evidence from a joint 4Children and Daycare Trust survey of children’s centres
suggests that approximately 250 children’s centres will be closed by local authorities in
2011-12, although some centres may merge or stay open with reduced services. 

Hampshire County Council and Hammersmith and Fulham Council are both facing
legal action from parents in the High Court following Hampshire’s recently reported
decision to reduce their children’s centres budget by £20 million, and Hammersmith’s
proposal to reduce their children’s centre budget by £1.7 million.

In addition, under current proposals for the Universal Credit low income parents may
have to pay substantial extra costs towards childcare, and the maximum support
available to help with childcare fees through Working Tax Credits has already been
reduced from 80 to 70%.

The government has made a clear policy commitment to early intervention. It is a
flagship policy area for the Coalition, and one where investment will reap enormous
savings in the long-term. Yet in practice the Government risks finding that the
investment it has made available for the purpose of early years services will not reach
its target. 

In the similar case of public health (an area on which the incoming Government
decided to place greater priority, and where investment reaps significant long-term
savings) the Government has ring-fenced investment whilst giving councils significant
flexibility in how they spend the money. We believe the Government should do the
same with the Early Intervention Grant. 

We recommend that the Department for Education and the Treasury negotiate a
new ring-fence for the Early Intervention Grant, ensuring investment goes where it is
intended whilst offering councils flexibility as to how they spend the money. 

We also recommend that the EU Directive on VAT on shared services be
implemented,  which would make it easier for voluntary organisations to collaborate
in seeking efficiencies, without facing financial penalties for doing so.

3.4 Commissioning 

Local authorities are commissioning more of the early years services that they used to
manage themselves, but there remains significant room for improvement in the way
councils carry out their commissioning function. 

Good commissioning is about much more than procurement. It involves assessing the
needs of service users, designing ways to meet them, sourcing the best provider to

3.  R
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meet those needs, working with them during delivery, and monitoring and evaluation.
Increasingly commissioners are being urged to take an ‘asset-based approach’, so that in
addition to identifying needs and addressing them, they also identify the assets or strengths
in a local area and seek to foster them. Capacity-building voluntary organisations is
therefore a core part of good commissioning – fostering the assets of a community, and
building an effective provider market from which to secure high-quality services. 

While some of the larger voluntary organisations have developed a process for tendering,
smaller organisations can find it difficult to allocate resources to the tendering process, and
to take on the financial risks involved. 

Partnerships and consortia between local authorities and the voluntary sector can be an
effective way forward to deliver the best outcomes for children and families. Groups of
employees may also set up mutuals, but these and many smaller voluntary organisations
need training and support to develop the capacity to tender for early years services
contracts, especially around needs and outcomes assessments, commissioning and
payment by results.

Many councils, however, do little of this kind of activity, focusing predominantly on
procuring services. Even here voluntary sector organisations cite a number of difficulties 
with current local authority commissioning processes, including: 

• Unreasonable and changing timescales, making it hard for voluntary organisations to
prepare bids

• Short term contracts, making it hard to recoup bidding costs and set-up costs and to
drive ambitious improvement in service quality over time

• Poor service specifications

• Focus on outputs, not outcomes 

• No allowance for inflation

• No allowance for TUPE costs, or lack of early information and transparency on TUPE

• No recognition of working capital costs

• No sharing of risk

• Late decisions

Many of these procurement problems are particularly difficult for smaller organisations,
and can effectively shut them out of service delivery.

The result of such poor commissioning practice is that money is wasted throughout the
commissioning process, and at the end of it councils do not necessarily get the best
possible services for children.

We recommend that councils seek to achieve a step-change in commissioning practice,
focusing on the following key areas. DfE should work with councils to support them,
challenge, monitor change, and take action should poor practice continue, to achieve:

• Better engagement with the voluntary sector

• More emphasis on innovation, including through the voluntary sector

• Moving to long-term (minimum five-year) contracts for early years services to ensure
cost effectiveness, staff retention, evaluation of local impact and delivery of payment by
results

• Enabling full cost recovery by ensuring that costs such as evaluation costs and TUPE
implications are reflected transparently in tendering and contract processes for early years
and childcare services 

3.  R
eform

 to unleash the voluntary sector’s potential

One million reasons for reform: unleashing the potential of the voluntary sector in early years services20



21One million reasons for reform: unleashing the potential of the voluntary sector in early years services

• Capacity-building the voluntary sector, especially in relation to evaluating outcomes and
payment by results.

3.5 A level playing field 

If the Government wants to realise the benefits that the voluntary sector can bring to
early years provision, it will need to ensure that those organisations are not put at a
disadvantage when bidding to deliver services – in other words, it needs to ensure a fair
playing field between different providers. We recommend action on two major issues to
address this – VAT and pensions. 

The tax system (specifically VAT) creates a powerful countervailing force to the
Government’s reforms by making in-house, public sector bids to deliver public services
appear cheaper than those of voluntary sector or mutual spin-out providers.

Under sections 33 and 41 of the VAT Act, when public bodies (local authorities, PCTs
etc.) incur costs in providing public services, they are able to get the VAT they pay on
those costs rebated by the Treasury. Where voluntary sector organisations (including
mutual spin outs) are providing exactly the same kind of services, and incurring exactly
the same kind of costs, they get no such rebate. The VAT they pay is irrecoverable. 

The cost to the taxpayer is ultimately the same. The costs of providing the service,
including VAT, will be recovered by the provider and paid for by the taxpayer – in the
first case, via the Treasury rebate, in the second, through external providers being forced
to charge the full cost of the service plus VAT to the local commissioner.

However, to the local public body commissioning services, the effect is to make the
costs of voluntary sector services appear significantly more expensive than those of in-
house provision. In other words, the VAT regime constitutes a powerful market
distortion, leading commissioners of public services to favour existing public sector
provision over that of voluntary sector organisations or new mutual spin-outs (and
thereby also creating a big disincentive to public sector staff to form such mutuals). In so
doing, it means service users and taxpayers do not get the full benefits of competition
or greater plurality in public service provision - namely more efficient, higher quality
public services.  The rise in VAT only exacerbates the problem. 

Under the VAT Act, the Government can, without the need for primary legislation,
extend the VAT rebate that public sector agencies benefit from to other organisations,
so that it ceases to favour in-house public sector provision.  

Governments have in the past taken advantage of this provision – for instance,
extending the rebate to museums and galleries (Section 33(a) of the VAT Act). The
Department for Education has also recognised, and moved to mitigate, this problem in
the draft Finance Bill, proposing a ₤275 million fund for the Department for Education
to provide VAT rebates to academies.  We see no reason for the Department for
Education to act to create a fair playing field on VAT for academies but not for
children’s centres.

We recommend:

a.  Either the Department for Education introduces a similar fund to that it has set
aside for academies, to enable voluntary organisations to reclaim VAT in the same
way that public sector organisations do, or

b.  The Government extends Section 33 of  the VAT Act, providing for irrecoverable
VAT to be rebated for any not-for-profit organisation (including new ‘spin out’
mutuals from the public sector) delivering services paid for by the state. 

3.  R
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Similarly, rules around public sector pensions (“Fair Deal” rules) put voluntary sector
providers at a disadvantage when bidding to run services where there are TUPE
implications, and promote situations where organisations are asked to take on
unpredictable, unclear or unknowable liabilities. It thereby acts as a significant barrier to
charities and social enterprises running better public services, including early years
services (with the result that, in a context of public spending cuts, some of the most
vulnerable people in society dependent on public services lose out). 

In more detail: providers are required to offer staff transferred from the public sector as
part of a TUPE transfer ‘broadly comparable’ pensions to those that they already have,
but to do so without the implicit funding advantages that some public sector providers
effectively enjoy. This in turn results in a non-level playing field in the competition to
deliver public services, ultimately depriving taxpayers and service users of the best
possible deal. In addition, staff can transfer accrued pension liabilities to their new
employers, requiring the latter to shoulder unknown risks if they wish to undertake
service delivery. These risks deter many organisations from undertaking the provision of
services, even where they could deliver them at better value for money for service
users and taxpayers. Members of the ACEVO early years taskforce have had to walk
away from local council contracts to deliver early years services because the risks
associated with them were simply too great. 

Partly for this reason, the Treasury has recently concluded a consultation on reforming
“Fair Deal”. 

We are committed to staff getting fair and decent pensions, but believe the status quo
needs reform.

We recommend that DfE work with the Treasury to address these barriers by
reforming Fair Deal rules on treatment of  pensions as part of  a TUPE transfer.

3.6 Payment by results 

We support the principle of payment by results (PbR), understood as payment going to
organisations that achieve results. But the Government needs to implement it in such a
way as to ensure that is what actually happens. There is scope for PbR to have
unintended consequences if the design of the scheme is not right. Unless care is taken
during the planning and testing phase, early years voluntary organisations could suffer
considerably as a result.

We therefore recommend that payment by results be based on the following
principles. These principles should be built into the trials DfE is planning in 15-30 local
authority areas: 

3.6.1 Payment needs to go to providers who achieve results, not just local council
commissioners 
Payment needs to go to providers who achieve results, not just local council
commissioners, so Government needs to ensure commissioners pass PbR on to
providers, the pilots need to be monitored  to ensure this happens and if it doesn’t,
then DfE will need to ensure it does happen for roll-out.  The Government should
ensure that local authorities that take part in trials pass the additional payment on to
providers, if payment by results is to be an effective mechanism to improve delivery.

We recommend PbR trials for children’s centres ensure that at least 80% of the
payment is passed to the service provider, or the trial will only obtain results about what
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works in local authorities, rather than how children’s centres can improve outcomes
for children and families.

3.6.2 Payment needs to go to providers capable of  achieving results, not just those who are
capable of  bridging working capital gaps
A key aspect is the payment arrangement: it will be crucial that an additional payment
approach is used rather than a final withheld payment. If the scheme adopts a payment
in arrears approach, small organisations may not have the resources to deliver, gather
evidence, or survive lack of payment if results are hard to prove.

3.6.3 Payment needs to reward people for achieving the right results, not for cherry-
picking
Poorly designed measures could result in incentives for services to cherry-pick easier
interventions – if PbR is not designed appropriately to measure better outcomes for
the most disadvantaged, then services may pick the most obtainable, rather than the
most desirable outcomes.

Payment needs to reward the right results (and not encourage cherry-picking or
perverse behaviours).There needs to be an element of distance travelled when using a
child development check, for example – not just an assessment of need. There will also
need to be measures of ‘reach’ to prevent perverse incentives where providers could
achieve good results by cherry-picking users.

3.6.4 Payment by Results should reward outcomes, not outputs
Payment by results should be based on long term outcomes (changes in behaviour,
development and achievement) rather than short term outputs (e.g. numbers of
children attending ‘stay and play’ sessions)

3.6.5 Payment by results needs to be accompanied by investment in evaluation and
evidence-gathering, so that we combine the incentive to do what works with
knowledge of  what is effective
We would suggest that a proportion of PbR budgets should be reserved for
investment in evaluation to improve the evidence base about what works in the
Foundation Years.

The costs of rigorous evaluation may be prohibitive for smaller organisations, so will
need to be included in the commissioning process. Sharing of evaluation data in the
possession of the commissioners with providers will also be key, and will help to make
PbR more effective.

While resources must be focused on what works, there is some concern that
commissioners, and PbR, will focus on the programmes recommended in the Graham
Allen review to the exclusion of local projects that cannot afford a randomised control
trial. PbR should include a full spectrum of evidence, including the views of parents and
children, and practitioners’ experience of effectiveness.

We recommend that the payment by results trials: 

•  should be based on the principles above

•  should be monitored to assess the degree to which they are able to translate those
principles into reality and avoid unintended consequences

•  should involve voluntary sector engagement, both at a local level and at national
oversight 
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While the voluntary sector plays a significant role in achieving better outcomes for children
and families, this report shows that there remain major barriers to unleashing the full
potential of the sector that will not be overcome without intervention. We recommend that
the Government:

4.1 Consistently engage the voluntary sector in policy-making and
implementation 

The early years sector has the potential to be a flagship for voluntary sector
engagement, building on the strong voluntary base in a diverse sector. If the
Government is serious about driving quality and efficiency across early years services,
it must remove the barriers that prevent voluntary sector providers from consistent
engagement in co-production of policy and implementation. 

4.2 Ring-fence the Early Intervention Grant 

The government has made a clear policy commitment to early intervention, and this
needs to be delivered in practice by ring-fencing the Early Intervention Grant to local
authorities.

4.3 Work with councils to achieve a step change in commissioning practice 

Current commissioning practice is a significant barrier to appointing the best provider.
Local councils need to improve their commissioning, with a specific focus on better
engagement with the voluntary sector, including:

•Moving to long-term (minimum five-year) contracts for early years services to
ensure cost effectiveness, staff retention, evaluation of local impact and delivery of
payment by results.

• Enabling full cost recovery by ensuring that costs such as evaluation costs and TUPE
implications are reflected transparently in tendering and contract processes for early
years and childcare services. 

• Capacity-building the voluntary sector, especially in relation to evaluating outcomes
and payment by results.

4.4 Create a level playing field on VAT and pensions

We recommend that the Government extend section 33 of the VAT Act, or set aside
a similar fund to that set aside for academies to reclaim VAT, and implement the EU
Directive on VAT.   

Similarly, rules around public sector pensions (“Fair Deal” rules) put voluntary sector
providers at a disadvantage when bidding to run services where there are TUPE
implications, and we recommend DfE work with the Treasury to address this. 
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4.5 Ensure that new processes such as payment by results do not further
disadvantage the voluntary sector, by developing key principles for
implementation of payment by results to ensure payment rewards
those who achieve results 

Some key principles should be developed to ensure PbR is effective, and these should
be built into the trials DfE is planning in 15-30 local authority areas. We recommend
that the payment by results trials should be monitored to assess the degree to which
they are able to translate these principles into reality and avoid unintended
consequences, and should involve voluntary sector engagement, both at a local and
national level. We recommend the following key principles:

• Payment needs to go to providers who achieve results, not just local council
commissioners. The Government should ensure that local authorities that take part
in trials pass the additional payment on to providers, if payment by results is to be
an effective mechanism to improve delivery.

• Payment needs to go to providers who are capable of  achieving results, not just
those who are capable of  bridging significant working capital gaps. It will be crucial
that an additional payment approach is used rather than a final withheld payment.   If
the scheme adopts a payment in arrears approach, small organisations may not have
the resources to deliver, gather evidence, or survive lack of payment if results are
hard to prove.

• Payment needs to reward the right results (and not encourage cherry-picking or
perverse behaviours).There needs to be an element of ‘distance travelled’ when
using a child development check, for example – not just an assessment of need.
There will also need to be measures of ‘reach’ to prevent perverse incentives where
providers could achieve good results by cherry picking users.

• Payment by results should reward outcomes, not outputs. Payment by results
should be based on long term outcomes (changes in behaviour, development and
achievement) rather than short term outputs (e.g. numbers of children attending
‘stay and play’ sessions) 

• Payment by results needs to be accompanied by investment in evaluation and
evidence-gathering. A proportion of PbR budgets should be reserved for
investment in evaluation to improve the evidence base about what works in the
Foundation Years.
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Annex: Membership of the ACEVO Early Years and Childcare Taskforce

The ACEVO Early Years Taskforce was made up of representatives of the following
organisations:

• 4Children

• Action for Children

• Barnardo’s 

• The Children’s Society

• Daycare Trust

• Family Action

• I CAN

• The Innovation Unit

• London Early Years Foundation (LEYF)

• National Children’s Bureau

• Parenting UK

• PLA

• Spurgeons

• Thomas Coram Early Childhood Centre

• Watford YMCA
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ACEVO is the professional body for third sector chief executives. 
We connect, develop, support and represent our members, to increase
the sector’s impact and efficiency. 

We promote a modern, enterprising third sector, and call upon
organisations to be:

•  Professional and passionate in achieving change and delivering
results

•  Well-led, with a commitment to professional development, training
and diversity

•  Well-governed and accountable, with robust and fit-for-purpose
systems to protect independence and enable effective decision-making

•  Enterprising and innovative, taking an entrepreneurial approach to
funding issues and striving for continuous improvement and sustainable
development.

For more information, visit www.acevo.org.uk
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