Project Brief


Moneyline Devon – A financial institution for the County
Purpose

Since January 2008, personal lending (not including mortgages) made by banks for the everyday public has reduced by £9.9 Billion.

The introduction of the government’s financial Inclusion taskforce enabled the 3rd lending sector to make good progress in supporting deprived communities and was beginning to help to turn people’s financial fortunes around. As a result of this
· Credit Unions are seeing a growing membership (Devon’s membership now exceeds 3,500).
· Community Development Finance Institutions (CDFI’s) are providing more affordable loans and in particular taking advantage of taxable benefits to help small businesses and individual entrepreneurs.

However both the Credit Unions and CDFI’s are limited in their capacity to impact positively on the levels of lending activity provided by doorstep loans companies and loan sharks in our communities.  The credit crunch has resulted in a change in the client groups now using doorstep loans companies and as a result has seen vulnerable people using loan sharks in order to finance everyday living.  

The banks have reduced personal lending activity and yet a well known doorstep loans company reported an increase in lending activity to £991.7M in the first 6 months of 2009 against £851.5M in the same period in 2008.

The purpose of this project, through the Devon Economic Partnership, is to consider the options for establishing a Devonwide financial institution for attracting investment from local business for use as personal and business lending in Devon.

Vision

South West Pound and Plough and Share Credit Union already share a common vision which is to establish a Devonwide Community Based Banking Solution with branches of a total economic inclusion solution in all market town areas of Devon, and a number of sub- branches in more remote communities.  The Irish Credit Union model demonstrates that strategic placement and effectively managed localised banking solutions can be both profitable and beneficial to our communities.

A bank is heavily regulated and following on from the recent credit crunch some investors, and customers, are looking at alternative solutions which supports the notion that financial solutions relying on global markets may not be the right model for the delivery of banking services in the long term.

South West Pound would be keen to ensure that any potential Devonwide solution would avoid the need to link into the global markets, which may restrict the potential return for investors in the short-term but it would ensure that any global market downturn should not affect the local delivery model.

To avoid over regulation there would be a need to create a complex company infrastructure which a Community Banking Partnership model could provide (the South Yorkshire model is illustrated in appendix 2).  There would be a need for a charity, Credit Union, Industrial and Provident Society, and potentially an investment IPS to all co-exist to deliver the total solution. However, a mainly common board, shared staff, shared resources etc. would provide for a seamless structure to the individual and to the investors with all of these complexities operating through a single workforce.

Requirements

South West Pound is considering establishing a delivery model similar to that of South Yorkshire.  The model brings a charity, Credit Union and a Community Development Finance Institution (CDFI) together for the delivery of all economic inclusion services.  The CDFI element is all that is missing from the partnership at this time and is now necessary for several reasons:

· Credit Unions are limited in where they can draw funds from in order to on lend,

· Credit Unions are also limited in who they can lend to,

· CDFI’s are able to charge greater interest rates making them more sustainable,

· CDFI’s can also provide business, affordable warmth and home improvement lending opportunities,
· Greater investment is needed now to respond to the lack of investment being by banks in existing and new business, to individuals and to social enterprise.

The first step to achieve the full business model is to convert South West Pound from a limited company to a Charity, this should happen by the spring/summer of 2010.  The second element is almost complete with three of the five Devon Credit Unions now merged, a forth is due to merge in April 2010
.  The final phase of this model is the need to establish a CDFI which this project brief is based on. 

The limitations place on where Credit Unions can draw their finances limits their immediate potential for sustainability and growth.  In addition Money Advice is core to providing an affordable loan for someone in financial difficulty but it is not a requirement of the Credit Union to provide this service and can cause conflicts of interest.  The need to operate effective Money Advice and budgeting alongside any form of affordable lending is of benefit to individuals and of an economic benefit to our communities in the medium to long term.

A Devonwide CDFI would have to be registered as an Industrial and Provident Society and would be the delivery model for affordable loans made through finance raised through investments.  Potentially the CDFI could be the holder of investment bonds; however for effective risk management it may be prudent to have a separately managed capital bond scheme for the county, one example of such a scheme is included in appendix 1 (Sheffield Bonds).

It should be noted that there are limited resource needs in the short-term to enable the development and establishment of the CDFI since most resources in the infrastructure at South West Pound and the Devon Credit Unions have previously been made though Devon County Council.  The eventual operational processes for any new CDFI could mirror the policies and procedures already in place through the credit union as piggy back onto the current ICT infrastructure to deliver this solution.

Next Steps for the DEP to consider
South West Pound would like to invite individual members of the Devon Economic Partnership to help to answer the following points in a series of discussions / meetings over the next few months.
· Would members of the DEP support a Devonwide financial institution of this type?
· What do you feel are the risks?
· Where could the finance come from, what would make it an attractive scheme to investors?
· Who could provide the “knowledge” base?
I have agreed to facilitate and co-ordinate those discussions over the next few months in order to prepare a full business prospectus for potential investors by the late spring/early summer.  It will require a commitment of approximately three or four meetings over this period for which I am inviting members of the DEP to put themselves forward for to work alongside myself, Andrew Lightfoot and Tim Jones in this project.
If you are interested please contact me on 07856 68 77 00 or kevinosborne@devonpound.com 

Campaign to rid city of doorstep debt
 A major citywide campaign is to be launched to fight the problems caused by high-interest doorstep debt in Sheffield.
Moneyline Yorkshire is to be the beneficiary of a major campaign launched to fight the problems caused by high-interest doorstep debt in Sheffield. Sheffield City Council, is helping to lead the campaign targeting key businesses and individuals to raise the money. They will be asked to invest money in the Sheffield Investment Bond, which guarantees their money back after five years. The interest generated from the investments will be used to expand the Moneyline services. Tim Jones, Chief Executive of Citylife who will manage the bond explained that Moneyline Yorkshire offered a tried and tested model to build on.
For more information on the Sheffield Investment Bond go to http://www.citylifeltd.org/news.21.htm 
At a launch event on Monday, October 17th at the refurbished City Hall, the new Sheffield Investment Bond was introduced to a high profile audience of the city’s businesses, public sector, church and community leaders.  Individuals and employers were asked to invest money in the Sheffield Investment Bond with the guarantee of getting their money back after five years. The interest generated from the investments will be used to provide unique ‘joined-up’ services to those whose lives are blighted by debt. These services will include affordable loans, money advice and counselling and access to savings schemes.
Sir Robert explained: “Sheffield is a vibrant city which is now seeing the benefits of improved prosperity. However, a significant number of people still have to get by on very low incomes and it is these people who are particularly vulnerable to getting into debt.  People in such extreme circumstances do not have the opportunity to borrow at an affordable low rate of interest and often have no access to a bank. It is estimated that about 25,000 households face extortionate rates of interest, which may be over 1,000%, charged by doorstep lenders who they can never hope to pay off.
 “Debt is a very private issue - it brings with it feelings of shame and hopelessness and once people are trapped in a spiral of debt so many other problems can follow - stress-related health problems, deteriorating family relationships and in the worst cases this can lead to violence and intimidation.  The Sheffield Investment Bond can be a powerful weapon in the war on debt. What we are suggesting is ‘tough love’ - to give people the knowledge and the support they need to get on their feet again and to help them return to a normal life.”
The Sheffield Investment Bond will be managed by the ‘Citylife’ charity to provide funds to expand the work of Moneyline Yorkshire.  Tim Jones, Chief Executive of Citylife explained that Moneyline Yorkshire offered a tried and tested model to build on.
“Moneyline is highly successful in reaching ‘hard to reach’ families. But the demand is already overwhelming and there is a clear need to provide substantial funding to allow this work to expand in Sheffield. For instance, people wanting an interview for face-to-face money advice, prior to any loan offer, are currently facing a 12 week wait and they currently have no capacity for emergency cases,” he said.
Tim said that exclusion from mainstream financial services causes serious hardship for people on low incomes. “Unless you are in long term employment, long term residence at the same address and have a reasonable income, your only choice of lender may be a loan shark.”
He said it was important that people forgot their pre-conceived ideas “People talk about ‘loan sharks’ lending money at such high rates of interest, but it is important to realise that the people selling such loans may be the only helpful friendly face these people know of when it comes to borrowing money.  The city of Sheffield needs to provide these people with an effective alternative.”
Sir Robert concluded: “This is our chance to take pride in our city by getting together to take responsibility for this problem ourselves. The money we can raise together through the Sheffield Investment Bond will be used in this groundbreaking citywide initiative to tackle this problem once and for all. We will work to free people caught in a cycle of debt and help them to help themselves to build a brighter future for their families and their communities.”
How can you help?
Businesses and individuals can help the campaign in a variety of ways: -
· Invest in the Sheffield Investment Bond 

· Gift aid 

· Payroll giving 

· Donation 

How does the scheme work?

Citylife's Charitable Bonds work by providing a combination of grant funding and capital loans (click here to download this explanation with a visual illustration).

At the request of one or more charities, Citylife may create an offer of bonds on their behalf. The bonds are available to purchase for a fixed period, usually three to six months, and may be bought by organisations and individuals in return for a bond certificate.

When the offer period closes, around 80 per cent* of the total raised is loaned at a commercial rate to Registered Social Landlords (RSLs). These are not-for-profit housing providers regulated by the Tenant Services Authority, who use the loans to create urgently needed affordable housing for local communities and key workers.

The remaining 20 per cent or so after costs is immediately given as a tax exempt grant to the charity (or charities).

After five years, the housing providers repay their loans with interest - taking the fund to its original 100 per cent level - and bondholders are repaid in full. 

So on an investment of £1000 for example, around £200 will immediately go to charity while the rest will work to create affordable places to live. In effect, what you give is the interest you might have received over five years had you put the money in a bank or invested it elsewhere.

* Exact figure depends on commercial interest rates at time of issuing the loan.

 

For more information see investing in a Bond 
Citylife is registered with, but not regulated by the Financial Services Authority (Industrial and Provident Societies Act 1965 no. 28861R) and is recognised as a charity by HM Revenue and Customs (No. XR29468).

Note for potential subscribers to Citylife bonds
Citylife is not an institution that is authorised to sell financial services under the Financial Services and Markets Act 2000 and does not accept deposits. Citylife is permitted to offer and issue certain bonds to the public in the United Kingdom based on the exemption under the Financial Services and Markets Act (section 85(5) and Schedule 11A).

Applications for any Bond will only be considered on the basis of the offer documents published by Citylife.

Note for potential members considering investment in share capital
Investment in Citylife is a social investment in the share capital of a charitable society that exists for the benefit of the community. It is withdrawable risk capital. The right to withdraw may be suspended by resolution of the directors either wholly or partially and either indefinitely or for a fixed period. If Citylife ceases to trade, you may not have all, or any, of your investment returned to you. Citylife is not a member of any financial compensation scheme and is not subject to prudential supervision by the Financial Services Authority. In assisting Citylife financially it is advisable to consult your Accountant, Tax Adviser or Investment Adviser as we are unable to advise on any aspect of tax law that might be relevant to each supporter in the light of their particular circumstances. The shares of Citylife are not a controlled or specified investment under the Financial Services and Markets Act 2000. Citylife Ltd is exempt from The Public Offer of Securities Regulations 1995 under exemptions 7(2)(q)(iii).
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� The new credit union will provide member based savings and loans solutions throughout Devon, Torbay and Plymouth reaching a potential audience of 1.2M people.  A 5% membership of Devon’s residents would make the Devon Credit Union the largest in the country with 60,000 members.  
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