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Summary and Recommendations

Introduction

Before outlining the main findings of the preliminary research it is worth noting that the area of Equity release through social lending is one which has not received the attention it deserves and as such there is a lot less international evidence than one might reasonable expect.  Considering the wide range of individuals and organisations that were contacted, it is disappointing that in the main the findings relate to the UK, Northern Ireland and the USA.

Social Lending

In general social lending has been strongest in the USA and has been slower to develop in Europe.  

USA

We noted the development of Community Development banks in the 1970s and the fact that CDB banks see their role as one of broad social and economic regeneration, rather than simply the provision of credit. 

Community Development Loan Funds (CDLF) are typically “not for profit organisations which raise investment capital from individuals, churches, charitable trusts and a variety of other sources.  They use this money to make loans to individuals, community enterprises and other  “not for profit” organisations in order to develop employment, housing and needed services for “marginalised” households and economically depressed and declining communities.

Community Development Credit Unions are different to mainstream credit unions in that they pro-actively target low-income household and communities, analyse their needs and develop appropriate responses.  An example is the Union Settlement FCU in Harlem, New York, whose products include home improvement loans. High risk areas are underwritten by a Government-backed guarantee fund, or provided from a Community Development Loan Fund which the credit unions manage.

We noted that The National Federation of Community Development Credit Unions (NFCCDCU) set up a Capitalisation Programme in 1992.

Another potential area of interest is Community Development Financial Institutions (CDFI's).

We noted that in Canada the use of the Social Audit by Van City Credit Union offers a potential way forward for Irish credit unions in that it evaluates on a yearly basis how much they are living up to their social obligations and objectives. 

At a European level we noted the use of Social Financial Institutions in Italy, specialising in ethical and alternative finance.  Social lending in the form of Municipal Credit Banks (MCB’s) in Holland mainly concentrates on personal loans to individuals. Another form of social in the Netherlands is in the form of a Social Fund which is administered through the MCB's.  This is subsidised by government and allows loans to be given to individuals at a zero rate of interest.

The Caisses de Credit Municipal (CCM’s) in France, operate like the MCB's in Holland.  Their social loans account for about 13 per cent of their business and generally recipients of these social loans are individuals who are experiencing financial difficulties such as an inability to meet rent or fuel payments. 

Regional government  funds and the Social Welfare Bank (SWB) in Germany has an annual fund of DM 3 million targets certain groups such as prostitutes, ex offenders and the homeless.

The UK has a range of social lending including, Community Development Loan Funds (CDLF), which are “not for profit” finance organisations who make loans available to develop employment, housing and other services needed by the underprivileged.

The Charity Bank is a radically new concept in banking and charity. Its sole business is to accept deposits in order to create a source for affordable loans to the charitable sector - for those who might otherwise find it difficult to access finance on terms they can meet.  Over the last six years it accumulated a fund through a returnable deposit scheme of £10 million, which was used several times over to loan money to over 200 charities with not one pound lost by charities which the general banking sector considered unbankable,

With regard to Credit Unions, their growth has only recently begun to be encouraged through local government funding,  as social commentators increasingly saw them as being an important way of providing low interest credit for the poor.  

The UK Social Fund was set up in 1988 and provides both crisis and budgeting loans at a zero rate of interest.  For social welfare recipients, repayments are automatically deducted from their weekly payment and we noted that this could be as high as 15 per cent of their weekly income.   This level of repayment compares unfavourably with the 6 per cent rate used by the NAA in the Netherlands.

We noted that the Irish experience of social lending has mainly been the credit union movement.  While pointing to the many positive achievements over the years, nonetheless there is a need for more pro-active targeting, analysis and development of loans for low-income families and individuals in need.

Clann Credo is a Social Finance Institution which operates in Ireland and over the last eight years they have successfully developed and promoted the concept of Social Finance in Ireland.  Community and voluntary groups and others without access to traditional forms of finance are advanced capital by Clann Credo once it has demonstrated that the project would deliver a Social as well as a Financial Dividend.

Social Housing

We finished this section by noting that all over Europe, local authorities and housing organisations have initiated hundreds of innovative projects, with a variety of economic, social or environmental objectives, in various cases assisted by EU funds or programmes.  Examples were given relating to Holland, Germany, Austria, Italy, France and Ireland.

Raising Equity through Social Lending 

We noted that the only areas which had examples which could usefully inform this paper were the USA and the UK.  

USA

Returning to the Community Development Credit Unions we noted the possibility of learning lessons from their use of the Capitalisation Programme which was set up in 1992 by the  National Federation of Community Development Credit Unions (NFCCDCU).

Funds are raised from social investors, financial institutions and Government, which it channels into CDCU’s.  A similar Programme in Ireland could possibly provide substantial funding which could be administered through the Irish League of Credit Unions.

Neighbourhood Housing Services grew out of a campaign in the late 60s against slum landlords and abandonment problems in Pennsylvania.  NHS services have broadened their remit which now includes: 

· Housing repair finance and support services;

· Energy Efficiency loans;

· Home safety loans (for rewiring and faulty heating systems)

While the NHS do not offer equity release products, from a Irish perspective the NHS model at least offers a structure for the delivery of the type of equity release product with which we are interested.

The UK and Northern Ireland

Aston Reinvestment Trust (ART)
The only special purpose lending vehicle operating in the UK is ART.  It is a pioneering CDFI based on American Community Development Loan Funds (CDLF).

Property Appreciation Loans (PAL) are based on a fixed share of the equity release over time and with no capital or interest payments in the interim, until the property is sold.

Purpose:  To help homeowners over 65 years of age who are unable to afford a Home Improvement loan or access an Interest only loan.

Features: 

· Equity release loan for home improvements only

· Loans from £1,500 to £25,000

· No capital or interest payments until homeowners die or the house is sold.

One of the main difficulties noted by ART was that it is complex and time consuming to set up local lending bodies especially for Equity sharing finance.

Home Improvement Plan for Older People - Pilot Scheme
The Energy Saving Trust (EST) piloted a pensioners energy plan in 5 locations, including Belfast and was aimed at elderly people who owned and lived in energy inefficient properties but did not have the financial means to improve them.  Elderly home owners who did not qualify for grant aid for certain improvements (e.g. central heating) could borrow against the asset value of their home, up to £3,000 to pay for works such as:

· Loft insulation, Cavity wall insulation, Draughtproofing, Hot water tank insulation, Damp-proof course, Repairs to leaking roof, Installation or upgrading of central heating, Installation of double-glazing where windows need replacement.

They then had a number of options:

(a)
Repay interest only redeeming the capital sum when the house was sold or the  estate on death;   

(b) Repay interest and capital in monthly instalments;

(c) Repay interest and capital on sale of property or from estate on death.

In both England and Northern Ireland they found that many of the applicants were actually able to have most of their needs met through existing grants schemes.  However for the small number that did not qualify this home improvement plan is the only means of making their home more comfortable in their later years.

Before applicants committed themselves to taking out a loan against the asset value of their home the HIE and Care and Repair staff convene a family conference with appropriate relatives to explain how the scheme works.  HIE also paid £150 towards legal expenses and £600 towards administrative costs.

It is interesting to note that the promoters felt that option c was only really suitable for those aged over 75 and that none of the applicants in the pilot project chose this option.  It was also noted that this type of scheme is extremely labour intensive.  Potential participants tend to require a great deal of support in reaching a decision to take out a loan for energy efficiency improvements.

Focus Group discussion on Equity Release

As part of their fieldwork for their 2000 report on removing financial barriers to homeowner maintenance and repair, Pat Conaty and his colleagues conducted a number of focus group discussions.

With regard to Equity release, this product generated both the most discussion and the greatest difference of opinion.  Once the product was explained to them and understood, most in the group felt it was basically a good idea but that it would be very difficult to persuade people to take it up for two related reasons:

· The elderly will instinctively be very wary about giving up any of their housing equity - not least because they view it as an asset for their children's benefit;

· Unfortunately many of the children of older people will hear about what is being contemplated and will not want their parents to take out a loan and thereby reduce the inheritance sum available.

In a later study on affordable home improvement solutions, Pat Conaty and Warren Garret again looked at the area of Equity release for pensioners wishing to carry out repairs on their houses.  The survey sought to explore the potential for equity release and asked a number of homeowners who could be categorised as "equity rich but cash poor".  There were similar responses to that received in the previous research, but nonetheless approximately half the respondents expressed an interest in using equity release to finance repairs on the house.

A number of participants had very negative perceptions of equity-release arising from inappropriate selling in the 1980's (particularly to pay for care) and there were comments about aggressive selling of products that took excessive profits from the homeowner or had no safeguards against re-possession.  

Homeowners said they would be more confident of the product if it had clear safeguards and that it was run on a not-for-profit basis (i.e. that the sum recovered on the sale of the property was the same a the equity released, plus a small proportion of the increase in value to cover administrative costs).  This would be in line with guidance from the Office of the Deputy Prime Minister.

Joseph Rowntree Foundation and Equity Release

In the late 1990's, they experimented with making reversion loans (equity release) available to lower-income homeowners who had been turned down for improvement grants.  The experiment failed for lack of take-up, and the Foundation concluded that some severe obstacles needed to be overcome in order to make small-scale equity release for this market a viable option.

Based on two pieces of current research the following observations are made:

· Difficulties associated with equity release products in the eighties which led to some homeowners having unsupportable debts has remained in the public consciousness and acts as a deterrent.

· With a number of equity release products, administrative costs are high in relation to returns.  This particularly effects the scope for drawing-down equity to fund relatively low-value, one-off expenditure - such as home improvements.  The average size of a loan for home improvements is £10,000 and a commercial lender would find these loans unviable, unless a third party undertakes all the administration and just presents the commercial lender with completed application forms.

· There is a need to ensure that set-up costs are no more than £600.

· Regulation that ensures, as a minimum, that advice is fairly given may be an important element in helping to rebuild confidence in the equity release market. 

· The direct involvement of one of the main organisations that represent the elderly would doubtless do much to raise the confidence among potential consumers.

· There is a need for Local Authorities to become more involved in this area.  In the UK many have prepared strategies that include the introduction of loans to owner-occupiers to finance major repairs.

· Ironically, it is those who are 80 years of age or more who would get best return from equity release products, but they are also the most resistant to the idea.

The Way Forward 

While the Irish League of Credit Unions has expressed an interest in discussing any proposal which might be forwarded they would have two particular difficulties which would need to be overcome:

· There would need to be some regular payment made or by definition loans would automatically become default by normal credit union procedures;

· Administrative costs for small equity loans might make them unworkable from their point of view.

In this regard there would be a need to find a source of finance which would underwrite administrative and legal costs.  

· Clann Credo would appear to be the perfect partner to involve in such an enterprise and their ability to attract funding for social projects such as this might make them workable.

As can be seen from many of the examples outlined above there is ample scope and precedence for government involvement in social lending in general and schemes for the elderly in particular.  

It is also the case that Local Authority involvement could assist in the process.

Overall the many lessons which have been learnt in relation to equity release, particularly in the UK would need to be taken on board if any such venture were to prove successful and there is ample opportunity to involve organisations such as the New Economics Foundation, Aston Reinvestment Trust and the London Rebuilding Society in the latter stages of the discussion.  

Based on the above conclusions there are a number of steps which would need to be taken if Energy Action were to successfully arrange for a suitable equity release product to become available.

· In order to achieve a successful outcome to the following three stages, Energy Action should consider hiring the services of a suitably qualified consultant to set up, organise, facilitate and report back on the conclusions of these meetings.

Step One

Energy Action should set up a meeting with Liam O'Dwyer, CEO of the Irish League of Credit Unions and Paul O'Sullivan of Clann Credo.  This meeting would be used to discuss the possibility of setting up a pilot equity release product.

Step Two 

Energy Action should set up a meeting with Liam Edwards, national co-ordinator of MABS and Michael Cullotty, social policy and communications officer.  This meeting would be used to discuss the possibility of the two organisations working together to meet the needs of their clients.  

In particular the meeting would look at the model of delivery in the UK which is called Factor Four.  This includes four services: money advice, energy advice, budgeting/bill payment and credit union loans.

Step Three

This would involve a meeting with representatives of organisations who might usefully come together to lobby the government to set up a social fund to provide equity loans for the elderly.  The attendance would include Jim Walsh (CPA), Daithi Downey (Credit and Debt Policy Group), Paul Joyce (FLAC), John Mark McCafferty (VDP), Liam Edwards and Michael Cullotty (MABS), Liam O'Dwyer (ILCU), Paul O'Sullivan (Clann Credo), Nuala ní Ghabhann (Exchange House Traveller MABS), a representative of the Elderly and Paul Quinn (Freelance Researcher).  

1.0
Introduction

This introduction covers the background, methodology and outline of the paper.

1.1
Background

Energy Action is seeking to investigate the possibility of raising equity on the owner occupied homes of its clients who are over the age of 64.  The purpose of the equity would be to upgrade the standard of insulation in the home and to install a central heating system.  It is hoped that this could be arranged through a social lending provider such as the Irish credit unions.

The purpose of this paper is to investigate if any similar initiatives have been undertaken in Canada, the USA, Great Britain, Northern Ireland and Europe.  Where such initiatives have taken place then a brief summary will be given covering the main aspects of the initiative including difficulties encountered.  It was agreed that in the case that no such initiatives were found by the researcher, then the paper will concentrate of putting together any information received through the research process in a presentation which will hopefully point the way forward. 

1.2
Methodology

The original methodology to be used for the research was to be mainly the Internet.  In addition the researcher was to e-mail a number of colleagues and contacts working in the area of social finance in Great Britain, the USA and Canada.  Finally, the researcher was to draw on his general knowledge of the area of social finance in order to inform the summary document.

However, it immediately became clear that there was little if any information on this subject to be gleaned from the Internet and as a result the researcher decided to widen the range of people and contacts that he would e-mail and phone with requests for information (these are outlined in Appendix 1).

Before outlining the main findings of the preliminary research it is worth noting that the area of Equity release through social lending is one which has not received the attention it deserves and as such there is a lot less international evidence than one might reasonable expect.  Considering the wide range of individuals and organisations that were contacted, it is disappointing that in the main the findings relate to the UK, Northern Ireland and the USA.

1.3
Outline of paper

Section two starts by briefly explaining what social lending is before giving relevant examples of the type of social lending that exists in the USA, Europe and Ireland which can inform the current topic under consideration. It notes a number of models which can assist our discussion before finishing with a brief outline of some examples of social housing that has taken place in Europe.   

Section three deals with those models which have been identified in the previous section before finishing with a number of observations which will hopefully be of use in the future.

2.0 Social Lending

People on low income are generally regarded as high risk in relation to credit by mainstream financial institutions, and at a global level, find it difficult to access credit. The growth of the community development movement has contributed to the development of the concept of social lending at local and regional levels.

"Social lending has a social purpose rather than merely a financial/profit purpose and has assumed greater importance in anti-poverty policy with the increased difficulties faced by low-income groups and communities in accessing mainline financial services. Social lending is different to other forms of lending in that it is generally local, personal, simple and transparent.  Perhaps as a result, loss rates on such loans have been shown to be lower than the commercial sector which indicates that the risk factor perceived in lending to low income families is much overstated - further it indicates the viability of social lending" (CDPG, 1996).
2.1
United States of America
Within the United States, as early as the mid 1970’s, the obligation that lending institutions had to their community was recognised.   This may partly have been as a result of developments in the Chicago area in 1973. At this time the South Shore Bank became the first Community Development Bank (CDB) and is now an icon of the “development banking movement”.  A small group of ethical investors took over a struggling bank in the deteriorating inner city neighbourhood of South Shore.  This was the last bank in the area and under its previous owners had stopped lending within the community.  Since the take-over the bank has financed the rehabilitation of 30 per cent of the areas housing units. 

CDB banks see their role as one of broad social and economic regeneration, rather than simply the provision of credit.  At present there are five CDB’s in the USA which have four key components:

· Holding companies that act as the creative centre of the model - being responsible for fund-raising, business planning and strategic development,

· insured deposits - allowing consumers to make deposits,

· proactive affiliates and subsidiaries

· targeted lending

While some lenders feared expanding lending into low to moderate income communities, in some cases targeted community reinvestment has out-performed conventional lending.
Community Development Loan Funds (CDLF)
CDLF’s have been in existence in the USA since the late 1970’s.  They typically are “not for profit organisations which raise investment capital from individuals, churches, charitable trusts and a variety of other sources.  They use this money to make loans to individuals, community enterprises and other  “not for profit” organisations in order to develop employment, housing and needed services for “marginalised” households and economically depressed and declining communities.  

While CDLF’s tend to be extremely flexible structures, in that they are able to tailor loans to the needs and situation of borrowers,  it has been noted that “they may face more difficulty in raising capital from social investors - partly because, in the USA, deposits in loan funds are not federally insured, and partly because loan funds face the classic development dilemma, of making what appear to be high-risk, low-return loans from an asset base funded by social investors who may be reluctant to make what they perceive to be long-term loans at high risk” ( Mayo, E. 1996). 

Credit Unions

While traditionally credit unions are associated with a social ethos and the poor, it has been noted “that there is no systematic focus on low-income households and communities in industrialised countries.  The exception to this is the 200 or so US Community Development Credit Unions (CDCU's) (Mayo, E. 1996). 

While there are other credit unions in the USA, for the purpose of this paper we concentrate on CDCU's because they pro-actively target, analyse and develop loans to suit the needs as they arise within low-income communities.  

Community Development Credit Unions (CDCU’s)

An example of the focus and range of CDCU’s is the second largest and oldest in New York, the Union Settlement FCU in Harlem which has assets approaching $5 million.  Types of finance available include personal loans, small business credit, home improvement loans, student loans and mortgages.  High risk areas like small business lending are underwritten by a Government-backed guarantee fund, or provided from a Community Development Loan Fund which the credit unions manage (Conaty, P. 1993).

In terms of ownership, CDCU’s are among the most participative and rooted of the development banking sector and tend to have close contact with other local community groups.

They do face difficulties in that they incur higher costs by lending to consumers and businesses in low-income communities and they tend to have low levels of individual and overall share balances.  It has been suggested that CDCU’s

"need to reach a sufficient level of reserves to play an active and sustainable role in meeting local credit needs, and that they will need support in the form of grants, location or technical assistance to do this” ( Mayo, E. 1996).

The National Federation of Community Development Credit Unions (NFCCDCU)

The NFCCDCU works to strengthen the credit unions that serve low-income communities and serves 200 community development credit unions in 40 states, the District of Columbia, and Puerto Rico (NFCDCU, 2001).
One particular aspect of the NFCCDCU, which can inform the current paper is their Capitalisation Programme which was set up in 1992.  This will be dealt with in section three.

Neighbourhood Housing Services (NHS)

Another potential area of interest is Community Development Financial Institutions (CDFI's).  The term CDFI is used to describe financial service providers whose mission specifically requires them to achieve social objectives.  We will look at three particular examples in the next section, namely, Chicago NHS, Pittsburgh NHS and New York City NHS.

2.2 Canada

The most interesting aspect of social lending in Canada which has a bearing on the topic in question is the use of Social Audits by one Credit Union in particular. 
VanCity Credit Union

In 2000 VanCity Credit Union in Canada put together a detailed Statement of Values and Commitments, which came about as result of a consultative process involving a broad cross-section of VanCity staff, their board, members and other representatives within the community.

Part of this Statement of Values and Commitments concerns their philosophy of leading by example and using their resources and expertise to effect positive change in their communities.  This includes the creation of solutions to social, environmental and economic issue.  The thrust of this includes a wider vision than just providing for their members but includes the whole community in which they live. In order to ensure that they are continually making progress in meeting their aims Van City conducts a Social Audit every two years, which is externally verified and published.  

As quoted in the introduction to their 1999 report "The Social Report is an account of our ongoing journey - a journey guided by our long-standing commitment to social and environmental responsibility, democratic decision-making, and outstanding member service.  It presents a reliable, transparent and balanced account of our social and environmental performance and the views of our stakeholders.  It is the product of our social audit process, which enables us to measure, understand, and report on how well we are doing.  The results of the process then indicate where we need to make improvements". 

2.3 Social Lending in Europe

The following point with regard to social lending in general and for the purpose of equity release in particular is worth noting.  Europe has been slower to recognise and respond to the problems associated with lack of access to financial services with appropriate policy responses and as such has much to learn from the developments that have taken place in the United States over the last twenty years.

There were no examples of moneys being made available through social lending for the purpose of upgrading the houses of the elderly and/or low-income families by way of improved insulation or the fitting of central heating systems.  As such the following information is provided mainly for the purpose of clarity with regard to this area of concern.

2.3.1 Italy

Social Finance Institutions demonstrate how banks at a national and regional level have the potential to become more involved in social lending and social investment and as such can lend for social as well as financial gains.  Bank Etica is an example of this.

It was set up in Italy in 1999, as a meeting point between responsible savers and non-profit organisations intent on improving common welfare.  This was the first time in Italy that a proper financial institution specialising in ethical and alternative finance was given the opportunity to operate.  The bank participates in the growth of non-profit organisations by improving their competitiveness. It 2002 it had E13 million of social capital and 18,300 members. 

Banca Etica accepts deposits from both individuals and organisations. It has branches in over 70 Italian towns, each having its own ethical committee.  Investors can indicate when they open their current account, which area they would like funds to be invested in, for example, ecology.  Transparency is an essential element of the bank. Banca Etica does not loan to individuals. However they finance Co-operatives who are engaged in micro enterprises for marginalised groups. Such Co-ops are made up of people from socially excluded groups, for example Banca Etica lends to co-ops for ex offenders, people with mental or physical handicaps, disabilities, the homeless etc. Such Co-ops aim to employ their target group in particular work activities, such as gardening in public areas or working in libraries.  Banca Etica may lend to such Co-ops for the purchase of equipment to assist in the profit making of the Co-op and thus the income of the individual. Banca Etica also funds projects abroad. They have lent to charities working in Iraq and are presently branching out to projects in Latin America and Africa.

However, from our perspective it is worth noting that they have not been involved in the area of equity release.

2.3.2
The Netherlands

Social lending in the form of municipal credit banks (MCB’s) has existed within the Netherlands since 1933 and presently operates under the 1972 Consumer Credit Act.  In the main they were set up by local authorities to wipe out the practice of usury.  In fact MCB’s were offering personal loans before the commercial banks saw the attraction of this business in the late 1950’s.

In relation to MCB’s it has been noted that “their main activity is giving personal loans to individuals both on a commercial basis (normal loans) and on a non-commercial basis, i.e. smaller loans which are not commercially viable (social loans).  In addition the credit banks are unique in offering loans to buy out debts and engaging in the unprofitable business of debt settlement, including negotiation and mediation with creditors” (Howells, G., Moroney M. 1993).

MCB’s are not funded by central government but maintain very close links with the local authorities, who borrow on the capital markets and lend the money on to the MCB’s, which repay with interest.

Another form of social in the Netherlands is in the form of a Social Fund which is administered through the MCB's.

The National Assistance Act (NAA) allows assistance in the form of a loan to be given to anyone who cannot pay for [unforeseen] basic needs such as consumer durables and other household goods.  In the case of individuals who were in receipt of social assistance, deductions made to pay off the loan cannot exceed 6 per cent of benefit over the 36 month period in which it is being repaid.  These loans are given at zero interest and are only available to individuals who have been refused a loan by their nearest MCB. 

The main criticisms of the MCB system as it operates in the Netherlands relates to the uneven application of rules according to the political will of the local authority and the flexibility or otherwise of the local social assistance office.  It has been noted that  “as many people have their applications rejected without any resolution as have their problem solved by the granting of a loan.  This is likely to be where creditors have refused to accept pro rata settlements” (Tester, S. 1987).

2.3.3
France
The Caisses de Credit Municipal (CCM’s), like the MCB’s in the Netherlands, were set up to prevent usury. Their origins lie in charitable institutions which were founded by the monk Barnable de Terni, in the fifteenth century.  Today, they have 10 per cent of the personal loan market in France and  there are 21 regional offices with a further 80 agencies in towns with a population of 100,000 or more.  In 1992, the Caisses made loans to over one million people.

They are now governed by the Banking Law of 1984 and as well as providing a full range of banking services would contend that they retain their commitment to social aims.  

The Credit Municipal in Paris is a CCM which operates from a head office with 10 branches.  Like its counterparts throughout France it is subject to local statutes, one of which requires that it must make a profit although it cannot borrow money itself.  It provides low cost loans to nominees of the municipality.  These loans which must be repaid over a 3 to 5 year period, are guaranteed by the municipality so that in the event of default the bank loses nothing.  These social loans account for approximately 13 per cent of the banks total business.  Generally recipients of these social loans are individuals who are experiencing financial difficulties such as an inability to meet rent or fuel payments.

It has been noted that  “while they appear to play an undoubted social role, there is no evidence of the extent to which they actually benefit low-income consumers”       ( Mayo, E. 1996).

2.3.4
Germany
One of the most important points to note in the context of Germany is that legislation prohibited interest rates that were twice the average, but more recently, it has prohibited interest rates to rise to more than 12 per cent above the average lending rate.  In most western economies one would expect this to have resulted in a large rise in illegal moneylending yet this does not appear to have happened.  This could be explained by two factors.  

Firstly, it is relatively easier to obtain loans in Germany than in most European countries because competition, together with the fact that there is a greater equality of wealth among the population, means that banks cannot afford to rule out lending money to those on social assistance.  Secondly, there is a general view within the banks that based on empirical evidence, it is not as easy to predict who will actually default as is sometimes suggested (Hormann, G. 1988).

Commercial banks
The large commercial banks do not tend to deal directly with the poor but use sister companies which operate with stricter conditions and charge interest rates that are only just below the maximum as allowed by law.

Sparda - Sparunddahleinskasse
This bank was originally only open to state employees but now anyone can join.  It has been universally acclaimed as having a positive attitude towards poorer people (Howells, G., Moroney M. 1993).

Regional government  funds and the Social Welfare Bank (SWB)
These funds are used to pay off the overindebtedness of certain groups such as ex-convicts or families in need, while Berlin has one for prostitutes as debt was identified as one of the reasons they ended up going on the streets in the first place.  These schemes completely pay off the debts involved on behalf of the recipients.

The SWB is owned by the German Welfare Organisations.  The annual fund of approximately DM 3 million is administered by social workers and bankers to help finance overindebtedness.   This is modelled in a similar way to those under the National Assistance Act in the Netherlands.  The have only lost 10 per cent of their funds and find that the majority of individuals pay back the loans once they have been rescheduled.  

While the SWB does help a number of individuals, the size of the fund, at a little over £1 million annually is tiny in relation to the size of the population.  It could not and does not cope with the full scale of the debt problem.

2.3.5 The  United Kingdom

Within the United Kingdom there has been a growth of ethical investments in recent years. This new social investment can be divided into two categories:

· Socially Responsible Investment, which aims to maximise financial returns to investors from socially acceptable investments. 

· Socially Directed Investment, which aims to create social wealth by developing the capacities of people as a resource.

The UK Social Investment Forum was founded in 1991 and it brings together a wide spectrum of individuals and organisations committed to the positive impact of social investment through both Equity investment screening and direct social lending activities.

Like America, the UK have a number of Community Development Loan Funds (CDLF), which are “not for profit” finance organisations who make loans available to develop employment, housing and other services needed by the underprivileged.  Aston Reinvestment Trust (ART) is a CDLF which was set up in 1995 in order to raise a £3.5 million fund to provide loans and guarantees for small businesses, new start enterprises, voluntary and inner city housing organisations

The Charity Bank

As of May 1st 2002 when the Bank became a legal entity "British investors will have the opportunity to combine savings and donations following the authorisation of the UK's first not-for-profit bank.

Charity Bank is a radically new concept in banking and charity.  Its sole business will be to accept deposits in order to create a source for affordable loans to the charitable sector - for those who might otherwise find it difficult to access finance on terms they can meet.  For people wanting to use their wealth to help benefit others, Charity Bank will be a secure and transparent solution that allows depositors to retrieve their savings when they need them - and offers a modest financial return on their investment but a greater social return.  And as a registered charity, all operating surpluses will be reinvested in the charity sector " (Charity Bank. 2002).

The bank evolved from a pilot initiative which was launched in 1996 called "Investors in Society".  Over the last six years it accumulated a fund through a returnable deposit scheme of £10 million, which was used several times over to loan money to over 200 charities with not one pound lost by charities which the general banking sector considered unbankable,

It is an excellent demonstration of what can be achieved in the banking sector if there is the willingness and the belief in the concept of socially responsible investments which can deliver a monetary but more importantly, a social return.

With regard to Credit Unions, their growth has only recently begun to be encouraged through local government funding,  as social commentators increasingly saw them as being an important way of providing low interest credit for the poor.  

The UK Social Fund was set up in 1988 and provides both crisis and budgeting loans at a zero rate of interest.  For social welfare recipients, repayments are automatically deducted from their weekly payment and we noted that this can be as high as 15 per cent of their weekly income.   This level of repayment compares unfavourably with the 6 per cent rate used by the NAA in the Netherlands.

While this section has shown that there is a wide range of social lending providers in the UK, section three outlines more specific examples which directly relate to the raising of equity.

2.3.6
Ireland
The Irish experience of social lending has traditionally taken the form of Credit Unions.  

The first credit union was set up in Ireland in 1958 in response to the cycle of deprivation visited on Dublin’s working class at the hands of the hire purchase companies, pawnbrokers and moneylenders.  A credit union is a financial co-operative owned and controlled by its members.  It is run to benefit its members who are joined in a common interest through the credit union common bond, which may be geographical or occupational.   Members, as shareholders in their credit union, receive dividends on their savings and are eligible to apply for loans.   While there are four categories of credit unions (Community, Industrial, Vocational, Association), the majority (90%) in Ireland are community credit unions with a geographical common bond.

The underlying philosophy of the credit union movement is seen in their operating principles and their stated goals in relation to social responsibility as put forward by the Irish League of Credit Unions (ILCU).

"These principles are founded in the philosophy of co-operation and its central values of equality, equity and mutual self-help.  Recognising, the varied practices in the implementation of credit union philosophy around the world, at the heart of these principles is the concept of human development and the brotherhood of man expressed through people working together to achieve a better life for themselves and their community" (ILCU, 1996)

As part of the social goals of credit unions we note that the “vision of social justice extends to the individual members and to the larger community in which they work and reside.  The credit union ideal is to extend service to all who need and can use it.  Every person is either a member or a potential member and appropriately part of the credit union sphere of interest and concern.  Decisions should be taken with full regard for the interest of the broader community within which the credit union and its members reside" (ILCU, 1996).

Credit Unions have served Irish Society well since the 1950s.  Although used by all income groups, they have played a vital role in providing many low-income families with affordable credit.  Many families and individuals continue to benefit from membership and the involvement of credit unions with the Money Advice and Budgeting Service is to be commended.  Nonetheless, there are a number of issues which need to be tackled and changes to be made if they are to truly provide a range of appropriate services to all who need and can use it as stated in their original goals.

For the purpose of the current discussion these include the following:

· Credit unions should consider the use of social audits as a way of evaluating existing practices and guiding their future actions in relation to the poorer and more disadvantaged members of the community;

· Credit unions need to be more pro-active in their dealings with low-income families and those who were living on social welfare payments.  This would involve the targeting, analysis and development of loans to suit the needs as they arise within low-income communities.

With regard to the topic under consideration both these developments would encourage credit unions to be more pro-active in their work and to participate in, and possibly initiate scheme such as equity release for the elderly.

This might best be accomplished by the Irish League of Credit Unions becoming involved at a national level. 

Clann Credo

We noted in section 2.3.1 that Social Finance Institutions demonstrate how banks at a national and regional level have the potential to become more involved in social lending and social investment and as such can lend for social as well as financial gains.

Clann Credo is one such Social Financial Institution.  Over the last eight years Clann Credo has successfully developed and promoted the concept of Social Finance in Ireland.  It has established a Social Investment Fund of E8.7 million, which is utilised to generate inclusive prosperity and contribute to the elimination of poverty and social exclusion.

It is a general aim of the organisation to promote the regeneration and empowerment of local communities. 

Clann Credo achieves this by, for example:

· Making socially directed investments in targeted sectors;

· Developing social investment products and investment mechanisms;

· Initiating and contributing to appropriate research to inform and compliment its work;

· Developing Joint Initiatives with other private and public organisations for effective Co-operation in promotional and investment work;

Community and voluntary groups and others without access to traditional forms of finance are advanced capital by Clann Credo once it has demonstrated that the project would deliver a Social as well as a Financial Dividend.

For the purpose of the current discussion Clann Credo would appear to be a perfect partner for such a scheme as indeed would the Irish League of Credit Unions. 

2.4
Social Housing in Europe

While there are no examples in mainland Europe of equity release through social lending, there are many examples of social housing initiatives, many of which involve the use of energy saving measures.

According to a recent report:

"All over Europe, local authorities and housing organisations have initiated hundreds of innovative projects, with a variety of economic, social or environmental objectives, in various cases assisted by EU funds or programmes." (EEB, ETUC and Social Platform, 2004). 

Netherlands

Examples include the Netherlands where in Amsterdam, a former municipal waterboard site was transformed into a green-free public space with 591 environmentally-friendly dwellings.  Of these homes, 273 are social housing and 214 are state-subsidised private homes, with 5 apartments for disabled people, a sheltered housing project for children with multiple disabilities, 17 commercial spaces and a community centre.  Old building such as the pump house were transformed into a café, offices, TV studio and work units.

Germany

The report noted that the level of investment needed for such projects is not necessarily always higher, as shown by a project of 64 rented homes in Langenhagen, Germany.  Construction costs were reduced while high social and environmental standards led to lower carbon dioxide emissions, higher resource efficiency, lower rental charges, lower heating costs, a positive community spirit and lower levels of vandalism.  Overall state funding of E1.8 billion generated an estimated E8 billion of private investment.

Austria

In Vienna (Austria) thermal rehabilitation for old, post war residential buildings (Thewosen) is in operation since 2000.  Around 28,000 housing units have been rehabilitated and heating requirements have been reduced by an average of 53 per cent in most cases.

Italy

Since 1998 the City of Torino has started several innovative projects in close co-operation with the regional government, housing agencies, business representatives, social organisations and residents.  The objective was to improve the living and working conditions of its citizens, especially in deprived areas with large numbers of immigrants, high unemployment and single-parent families.

Better housing and health services, training, job creation, urban renewal, waste recycling and promoting social inclusion are important elements in this approach.  The projects depended on large government investments, which were partly supplemented by EU funding and private investors.

France - Sustainable Social Housing

OPAC 38 is the biggest council housing provider in the Isère department (Rhône-Alps region) and manages 22,000 accommodation units covering half of the departments communes.  OPAC 38 aims to provide good quality housing at affordable cost to low and medium income households.

One of the main social objectives of OPAC 38 is the control of costs to tenants in terms of rent and service charges.  This in turn has an environmental protection dimension since lowering energy use is one way of controlling  costs.  Thus OPAC 38 has developed a strong policy in terms of energy efficiency of buildings and renewable energies.  The OPAC 38's sustainability policy also emphasises job creation and tenant's governance.    

Ireland

Nearer to home we note that the Irish Carbery Housing Association recently successfully completed the European Commission-funded RENEASE project - Renewable Energy Against Social Exclusion and has just started a similar European project with partners in 9 countries.
3.
Raising Equity through Social Lending 

3.0
Introduction

This section outlines a number of examples which can inform the discussion.  Unfortunately these relate to the USA and the UK.  While contacts in Europe were eager to discuss the idea and interested in hearing about developments, none had come across practical examples which might be of use to this paper.

3.1
USA

As mentioned in section two the USA offers a potential model in the form of Community Development Credit Unions in general and their Capitalisation Programme in particular.

The objective of the Capitalisation Programme established in 1982 is to assist member CDCU's throughout the country in fulfilling their mission of supplying financial products and services to underserved, low-income individuals. It therefore acts as the fundraiser for the NFCDCU, raising funds from social investors, financial institutions and Government, which it channels into CDCU’s. 

In this respect it is worth noting that the US Treasury Department's Community Development Financial Institutions Fund was established in 1994 and during its first five years of operation, more than 50 CDCUs received $19.2 million in awards from the fund, while $5 million was received by the NFCDCU Capitalisation Program.

A similar Programme in Ireland could possibly provide substantial funding which could be administered through the Irish League of Credit Unions.

Another interesting development in the USA is the Neighbourhood Housing Services.

Neighbourhood Housing Services grew out of a campaign in 1968 against slum landlords and abandonment problems in Pennsylvania.  A local community activist persuaded 16 financial institutions to help her make conventional loans to low and moderate income homeowners to repair their properties.  Her success inspired other initiatives and in 1973 the government provided capital for housing regeneration services known as Community Development Block Grants.

As noted in a recent report "until the mid-1980's, NHS bodies focused heavily on housing disrepair but as their expertise grew and their partnerships with the banks developed, they have expanded their services to encompass a far broader range of regeneration needs in low and moderate income communities" (Conaty, P. 2003).

These include:

· Housing repair finance and support services;

· Energy Efficiency loans;

· Home safety loans (for rewiring and faulty heating systems) 

An example of how a NHS operates would be Chicago.  Here offices are developed in consultation with both local communities and with the City of Chicago Housing Authority.  Each office develops and initiates a five year housing renewal plan with a local steering group, raises funds from diverse sources including public, private and charitable.

NHS Chicago lends between $2,500 up to $50,000 - all loans are secured by a first or second mortgage.  Unfortunately, they do not offer equity loans. It has been noted that "they have considered doing so but are loathe to be either accused or perceived as speculative property developers with an interest in gentrification" (Conaty et al, 2000).  

To tackle the asset rich/income poor household need for repair, they prefer to offer 30 year mortgages at affordable instalments to pensioner households.  These loans are also more understandable to pensioners than complex equity instruments which in the private market have had a chequered history in the USA and the UK.

From a Irish perspective the NHS model at least offers a structure for the delivery of the type of equity release product with which we are interested.

3.2
The UK and Northern Ireland

3.2 .1
Aston Reinvestment Trust (ART)

The only special purpose lending vehicle operating in the UK is ART.  It is a pioneering CDFI based on American Community Development Loan Funds (CDLF).

ART homes Ltd is a subsidiary of ART and since 2001 they have been providing home improvement loan services in both Birmingham and Coventry, and works closely with the Home Improvement Trust to provide a wider range of loan products.  

One of the products was the development of Property Appreciation Loans (PAL).  These are based on a fixed share of the equity release over time and with no capital or interest payments in the interim, until the property is sold.

Purpose:  To help homeowners over 65 years of age who are unable to afford a Home Improvement loan or access an Interest only loan.

Features: 

· Equity release loan for home improvements only

· Loans from £1,500 to £25,000

· No capital or interest payments until homeowners die or the house is sold.

The ART Homes Ltd product is best explained by an example:

· If a £5,000 loan is required on a £50,000 property, then ART Homes secures a loan by taking a charge against 10 per cent of the value of the home;

· When the repayment of the loan is triggered, 10 per cent of the new value of the property is repaid;

· If the property is sold for £60,000 then 10 per cent of the value is repaid, i.e. £6,000;

· The repayment of the loan is triggered by either the sale of the property, the transfer of ownership of the home , or by the homeowner deciding to repay the loan; 

· The homeowner still retains 100 per cent ownership of the property, as the loan is secured as an equitable charge against value.  A fine distinction, but one that seems to find favour with potential buyers.  

One of the main difficulties noted by ART was that it is complex and time consuming to set up local lending bodies especially for Equity sharing finance.  

However they stated that in the one and a half years that they have been operating they have not encountered too many problems.

3.2.2 Home Improvement Plan for Older People - Pilot Scheme

The Energy Saving Trust (EST) piloted a pensioners energy plan in 5 locations, namely North Belfast, Leicester, Burnley, London Borough of Croydon and Pendle.

The initial scheme in Belfast was approved in 1997 and the EST sought the assistance of the Executive's Home Improvement for the Elderly (HIE) Section in Belfast and Fold's Care and Repair Service.  The scheme was based on the equity release concept and was aimed at elderly people who owned and lived in energy inefficient properties but do not have the financial means to improve them.  Elderly home owners who did not qualify for grant aid for certain improvements (e.g. central heating) could borrow against the asset value of their home, up to £3,000 to pay for works such as:

· Loft insulation

· Cavity wall insulation

· Draughtproofing

· Hot water tank insulation

· Damp-proof course

· Repairs to leaking roof

· Installation or upgrading of central heating

· Installation of double-glazing where windows need replacement.

They then had a number of options:

(a)
Repay interest only redeeming the capital sum when the house was sold or the  estate on death; 

(d) Repay interest and capital in monthly instalments;

(e) Repay interest and capital on sale of property or from estate on death.

The experience in England was that many initial applicants were actually able to have most of their needs met through existing grants schemes.  However for the small number that did not qualify this home improvement plan is the only means of making their home more comfortable in their later years.  

An important point is that before applicants commit themselves to taking out a loan against the asset value of their home the HIE and Care and Repair staff convene a family conference with appropriate relatives to explain how the scheme works.

It is interesting to note that the promoters felt that option c was only really suitable for those aged over 75 and that none of the applicants in the pilot project chose this option.

It was also noted that this type of scheme is extremely labour intensive.  Potential participants tend to require a great deal of support in reaching a decision to take out a loan for energy efficiency improvements.

The main reason that the Belfast scheme had very few applicants was that the vast majority of the potential users of such a scheme were entitled to a range of grants which were available to assist older people to install energy efficiency and other measures where they were needed.

Finance 

Loans were financed through smaller locally based building societies and the EST provided £150 towards each applicants legal expenses and they paid the HIE or Care and Repair a £600 fee to cover the costs incurred in processing those cases that actually involve customers in taking out a loan. 

The following information relates to the 4 Pilot areas in England:

· The average age of the scheme participant was 71;

· Families and beneficiaries were involved in addition to pensioners in 45% of cases;

· 86% of dwellings had been built before 1930 with nearly half of those before 1900.  70% were mid terraced, and the rest end terraced or semi-detached;

· Energy ratings determined that SAP (Standard Assessment Procedure) levels rose by an average of 29 points

· 40% of loans included central heating as part of the work;

· Client feedback was overwhelmingly positive.

3.2.3
Focus Group discussion on Equity Release 

As part of their fieldwork for their 2000 report on removing financial barriers to homeowner maintenance and repair, Pat Conaty and his colleagues conducted a number of focus group discussions.

With regard to Equity release, this product generated both the most discussion and the greatest difference of opinion.  Once the product was explained to them and understood, most in the group felt it was basically a good idea but that it would be very difficult to persuade people to take it up for two related reasons:

· The elderly will instinctively be very wary about giving up any of their housing equity - not least because they view it as an asset for their children's benefit;

· Unfortunately many of the children of older people will hear about what is being contemplated and will not want their parents to take out a loan and thereby reduce the inheritance sum available.

In a later study on affordable home improvement solutions, Pat Conaty and Warren Garret again looked at the area of Equity release for pensioners wishing to carry out repairs on their houses.

The survey sought to explore the potential for equity release and asked a number of homeowners who could be categorised as "equity rich but cash poor".  There were similar responses to that received in the previous research, but nonetheless approximately half the respondents expressed an interest in using equity release to finance repairs on the house.

A number of participants had very negative perceptions of equity-release arising from inappropriate selling in the 1980's (particularly to pay for care) and there were comments about aggressive selling of products that took excessive profits from the homeowner or had no safeguards against re-possession.  

Homeowners said they would be more confident of the product if it had clear safeguards and that it was run on a not-for-profit basis (i.e. that the sum recovered on the sale of the property was the same a the equity released, plus a small proportion of the increase in value to cover administrative costs).  This would be in line with guidance from the Office of the Deputy Prime Minister.

3.2.4 Joseph Rowntree Foundation's perspective on Equity Release and home improvement

In the late 1990's, the Foundations housing association, the Joseph Rowntree Housing Trust, experimented with making reversion loans (equity release) available to lower-income homeowners in York who had been turned down for improvement grants.  The experiment failed for lack of take-up, and the Foundation concluded that some severe obstacles needed to be overcome in order to make small-scale equity release for this market a viable option.

Based on two pieces of current research the following observations are made:

· Difficulties associated with equity release products in the eighties which led to some homeowners having unsupportable debts has remained in the public consciousness and acts as a deterrent.

· With a number of equity release products, administrative costs are high in relation to returns.  This particularly effects the scope for drawing-down equity to fund relatively low-value, one-off expenditure - such as home improvements.  The average size of a loan for home improvements is £10,000 and a commercial lender would find these loans unviable, unless a third party undertakes all the administration and just presents the commercial lender with completed application forms.

· There is a need to ensure that set-up costs are no more than £600.

· Regulation that ensures, as a minimum, that advice is fairly given may be an important element in helping to rebuild confidence in the equity release market. 

· The direct involvement of one of the main organisations that represent the elderly would doubtless do much to raise the confidence among potential consumers.

· There is a need for Local Authorities to become more involved in this area.  In the UK many have prepared strategies that include the introduction of loans to owner-occupiers to finance major repairs.

· Ironically, it is those who are 80 years of age or more who would get best return from equity release products, but they are also the most resistant to the idea.
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