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Executive summary

Introduction

This study assesses the feasibility of establishing a no-interestloans scheme in UK (‘the
scheme’ or ‘the NILS’). The study was conducted for HM Treasury (HMT) by London
Economics between Apriland August 2019. The stated objective of the scheme would be
to assist lower-income consumers who would benefit from short-term credit but cannot
afford to repay interest, even fromlenders that offer more affordable credit. Therefore,
the target users should be those who would be able to afford to repay a loan without
interest but not with interest, ideally distinguished from those who can access loans
from social and community lenders.

The study involved widespread stakeholder engagement. Overall, we engaged with
more than 60 organisations including banks, credit unions, CDFIs?, industry associations,
debtadvice charities, researchinstitutes, social housing providers, university academics
and organisationsinvolved in the Good Shepherd Microfinance2 (GSM) no-interest loans
scheme. Stakeholders were engaged via a range of channels, including workshops,
written responses to our questions, replies toinformation requests and interviews.

We also reviewed publications from a wide range of organisations and sourcesincluding
regulators, the Bank of England, debt advice and support charities, GSM, independent
organisations conducting research into the NILS target group, government departments,
industry associations and academia. Analysis of various datasetsis also used to support
the findings of the study, including the microdata from the Financial Conduct Authority’s
Financial Lives Survey (FLS) and data from the debt advice charities.

Key findings

Overall, the findings of the study suggest that establishinga no-interestloans scheme in
the UK is feasible. However, anumber of factors and aspects of the scheme require
careful considerationin light of the findings of the study. The key findings of the study
are summarised below.

Eligibility for the scheme and market size

To realise the stated aim that NILS borrowers should be those who could afford to repay
aloan withoutinterest but not with interest, it is necessary to specify an interest rate at
which it is assessed whether an applicant cannot afford a loan with interest. Paragraphs
3.29 to 3.37 discuss the issues around setting the level of this rate. A moderately-sized

group of potential borrowers would qualify if this rate were setat the CDFI average rate

1 Community development financial institutions.

2 Good Shepherd Microfinance administer a no-interest loans scheme in Australia and New Zealand. This scheme is a collaboration
between a bank and a social enterprise, with some financial support from government. The present study draws on learnings from this

scheme but does not aim to see how it could be replicated in the UK.



(7.2% in 20183). Thus, to meetthe scheme’s stated aim, the eligibility criteria could be
that, based on an assessment of theirincome and outgoings, the borrower:4

e s able to repaytheloan principal; but

e cannot afford to repay the principal plus interest at the prevailing average CDFI
rate.

Using a rate that is above the CDFl average rate would increase the population of
eligible borrowers but would also mean that the scheme encroaches to a greater extent
on the market of responsible and community lenders, which the scheme should aim to
avoid. In addition to these affordability criteria, the scheme should also set credit risk
criteria calibrated to ensure an acceptable risk of non-repayment.

Our analysis (see paragraphs 3.54 to 3.57) suggests that, for a £500 loan repaid over1
year, around 274,000 people would be able to afford to repay a no-interestloan but not
to repaya loan carrying interest at the CDFI average rate of 7.2% permonth. For a loan
of £1,000 repaid over1 year, the numberis around 408,000 people.

Characteristics of the NILS loan product

Regarding whetherthe scheme should offer cash loans or provide specificgoods and
services, a number of advantages and disadvantages of each approach are identified
(see paragraphs 3.69 to 3.78). On balance, our view is that the scheme should focus on
providing cash loans, at least in the first instance. That said, the application process
could aim to influence how borrowers spend NILS loans by informing them of the types
of usesthata loan should be used for, telling them how others have used NILS loans,
and asking them to make commitmentsto use a loan for such a purpose, leveraging
various insights from behavioural economics.

In term of the size and durations of loans available through the scheme, a range of loan
amounts between £100 and £2,000 with durations between 3monthsand 3 years would
serve wellthe needs of the target user group.

It will be important to putin place balanced policies regarding flexibility in terms of the
repayment schedule to ensure the long-term sustainability of repayment arrangements.
Repayment policies —encompassing rules on how missed payments will be followed-up,
repayment holidays, and write-off — should allow flexibility for the borrower while
ensuring that borrowers know what to expect at the outset, maintaining the integrity of
the scheme and protecting funders’ money (whether publicor private).

Possible organisational structures of the scheme

Three possible organisational models are identified:

e Underthe ‘centralised model’ (see paragraphs 4.8 to 4.17) a central body
would undertake most of the functions of the scheme including beingthe
lender, with ‘access partners’ assisting to provide access to the scheme for
customers (in particular via telephone and face-to-face channels).

3 This figure for the average CDFl rate is from Responsible Finance’s publication ‘The Industry in 2018’ (page 28).

4 However, a number of caveats and consequences of these criteria must be noted, and there are further eligibility criteria that could be

applied. A full discussion is provided in paragraphs 3.15 to 3.51.



e Underthe ‘regulated lenders model’ (paragraphs 4.18 to 4.26) the central body
would have a coordination, rule-setting and monitoring role, while ‘regulated
lender partners’ would be the lenders of NILS loans.

e The ‘hybrid model’ (paragraphs 4.29 to 4.37) would be a combination of the
othertwo, with both the central body and regulated lender partners extending
NILS loans, and access partners helping to provide access.

Underall three models, funds forthe loan capital and operational costs of the scheme
would be provided by the funders to the central body, who would then channelthese
fundsto the various partners.

The regulated lenders modelis expected to be the most straightforward approach for
piloting the scheme, since it makes use of existing lending know-how, infrastructureand
regulatory permissions. Depending on the results of and learnings from the pilot, the
scheme mightthen be scaled-up alongthe lines of the same model, or transition to an
alternative model.

Regulatory considerations

Underthe different organisational structures (above), the various parties that would be
involved in delivering the scheme may fall within the scope of FCA regulation (see
paragraphs 4.44 to 4.59 for a detailed discussion), including for credit brokering.
Therefore, the FCAand HMT would need to consider whether possible regulatory
easements might facilitate this scheme (in particular for “access partners” and
signposting of the scheme).

State Aid and legislation

Depending onthe final design of the scheme and the role of government, State Aid rules
may apply, and further work would be required to ensure the scheme is compliant with
these. Furthermore, government would need to consider what legislative powers exist
or would be neededin orderto implement the scheme.

Funding the scheme

Aside from government funding, there is a range of potential (non-government) sources
of funding for the scheme, including for the loan capital and operational costs, that
might be considered. These range from the Bank Levy to the National Lottery, dormant
assets, or social investment, all of which were raised in the stakeholderworkshops.

Depending onthe fundingarrangement, any private sectorinvolvement would likely
require some government guarantees, forexample losses above an agreed level being
covered by the Government, and properincentives.

A small number of funders each providing large contributions would be most practical.
Hence, a limited number of committed funding partners should be soughtwho have a
clear, aligned purpose for contributing to the scheme, ratherthan seekingfunding from
multiple sources onan “opportunistic” basis.

Potentialfunders should be involved at an early stage in the development of the scheme
and they should ideally be approached via trade associations. The CSR value of the
scheme could be important to potential funders, but there are a number of caveats and
complications around this (see paragraph 5.21). The key to securing funding would be to
demonstrate thatthe value to the funder, such as in terms of social impact outcomes



that could be leveraged for CSR purposes, would be commensurate with the level of
funding requested. This implies that a pilot would be important to first demonstrate that
the scheme works and its impacts. The timeframe of the pilot would have to be
sufficiently long that it would demonstrate success for both borrowers and funders.



Chapter 1

Introduction & research approach

Introduction

1.1 This report presents the findings of a feasibility study into the viability of
establishinga no-interestloans scheme in UK (hereafter ‘the scheme’ or ‘the
NILS’) conducted by London Economics for HM Treasury (HMT) between April
and August 2019.1

1.2 As setoutin the brief of the study, the aim of the scheme would be to assist
lower-income consumers who would benefit from short-term credit to meet
unexpected costs but cannot afford to repay interest even from social and
community lenders that provide more affordable credit. The target users should
therefore be consumers who would be able to afford to repay a loan without
interest but not with interest, ideally distinguished from those who can access
loans from social and community lenders.

1.3 The present study draws on learnings from an existing no-interestloan scheme
which is delivered in Australia and New Zealand by the charity Good Shepherd
Microfinance (GSM) (hereafter ‘the GSM scheme’).2 The GSM schemeis a
collaboration between abank and a social enterprise, with some financial
support from government. In 2018, it provided AUD $25 million through 26,648
no-interestloans. The aim of the present study is not to see how the GSM
scheme could be replicated, but rather to take lessons from this scheme where
these can provide insights for how to design such a scheme in the UK context.

1.4 The scope of the present study encompasses the following topics:

e Access and eligibility: the study seeks to define the needs and characteristics
of the target users of the scheme, quantify the size of the potential target user
group and determine how access to the scheme should be made available.

e Structure, delivery and management: the study identifies and assesses
options for the structure, delivery and management of the scheme.

o Funding, costs and repayments: the study examines funding options for the
scheme, considering the role of government, the private sectorand
philanthropy, and models the costs of running the scheme.

1 In the Autumn Budget 2018, a package of measures was announced to increase the provision of credit to lower-income and financially
excluded consumers and support the growth of social and community lenders. As part of that package, HMT committed launching the

present study, with a view to designing a pilot. See: https://www.gov.uk/government/publications/budget-2018-documents

2 See: https://goodshepherdmicrofinance.org.au/services/no-interest-loan-scheme-nils/.
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Approach to the research

1.5

Overall, we engaged with more than 60 organisations for the study. These
included organisations involved in GSM scheme3; banks, credit unions and
community development financial institutions (CDFls); industry associations
(including from both the mainstream and social/community lending sectors) ; the
public sector; debt advice charities; research institutes; a credit rating agency;
social housing providers and university academics. These organisations were
engaged via a range of channels, including workshops, written responses to our
guestions, replies to information requests, interviews, telephone conversations
and email correspondence.

Workshops and stakeholder engagement

1.6

1.7

1.8

1.9

Central to the engagement of stakeholders was aseries of workshops. We
carried out four workshops for the study to understand stakeholders’ opinions
on a wide range of topics, including the eligibility criteria, delivery structure and
funding options for the scheme:

e Workshops1 and 2: The first and second workshops examined eligibility and
access to the scheme including the application process, whetherthe scheme
should offer cash loans or fund purchases of specific goods and services for its
customers, and options for the structure, delivery and management of the
scheme. The first workshop was held in London while the second covered the
same topics with another group in Manchester.

o Workshops 3: The third workshop built on the insights from workshops 1 and
2, exploring specific options for the loan product to be offered by the scheme,
eligibility criteria, the application process, and the organisational structure and
frontline delivery of the scheme.

o Workshops 4: The final workshop focused on funding options forthe scheme.
It explored options for funding the loan capital and the operational costs of the
scheme, how funders could be mobilised and incentivised, what form should
the funding should take (grants or loans), and whether contributions in kind
should be sought from providers.

Following each workshop, we circulated a report on the findings so that
participants could provide clarifications or any furtherinsights on the topics
covered. This ensured that we understood the views of stakeholders correctly
and that insights would not be missed.

In addition to the workshops, we also gathered furtherinformation via
interviews, meetings and/or email correspondence with various stakeholders
(e.g. the Financial Conduct Authority) and received in-depth written submissions
froma few stakeholders.

Furthermore, we made information requests seekinginformation onlenders’
eligibility criteria, creditworthiness checks, loan approval rates and application
processes, as wellas the operational costs of making loans to social and
community lenders.

3 Specifically, Good Shepherd Microfinance and National Australia Bank.



Desk research

1.10

A key part of the research that underpins this study is a review of relevant
publications. We identified and reviewed publications from a wide range of
organisations and sources including studies by regulators, the Bank of England,
debtadvice and support charities, independent organisations conducting
research into the NILS target group, Good Shepard Microfinance, government
departments, industry associations and studies from academia. In total, around
50 publications are used to informin this report (see the bibliography).

Collection and analysis of data

1.11

1.12

A final key part of the research was collection and analysis of various datasets.
For the purposes of the research we acquired and analysed the microdata from
the Financial Conduct Authority’s Financial Lives Survey (FLS). Thisis a nationally
representative dataset with observations for approximately 13,000 consumers.
It includes a wide array of variables relating to respondents’ financial situations
and their use of financial products, as wellas many demographicvariables.

We also obtained and analysed fully anonymised datafrom the debt advice
charities. These datasets contain fully anonymised information on individuals
that have sought help from these charities, including information on their
incomes and outgoings and the debts they have. These datasets proved usefulin
helping us to gauge the size of the target marketand the amounts NILS
customers may wish to borrow.

Outline of this report

1.13

This report contains the following chapters:

Chapter 2 provides an overview of the credit market and information on no-
interestloans and grants currently available from the state in the UK;

Chapter 3 coversthe eligibility criteria of the scheme, the size and
characteristics of the target market, the loan product to be offered by the
scheme, and the NILS application process;

Chapter4 presentsalternative organisational models forthe scheme and
discussesvarious issues, advantages and disadvantages of these models;

Chapter5 addresses possible funding options for the scheme and considers
possible ways to maximise repaymentrates;



Chapter 2
Overview of the credit market

2.1 This chapter provides context to the feasibility study by presenting an overview
of the consumer credit market, with a focus on the high-cost credit marketand
the social and community lending sector, and information on no-interestloans
and grants currently available from the state in the UK.

Overview of the consumer credit market

2.2 Around three quarters of UK adults hold at least one consumer credit product
(FCA, 2017a) and the amount of outstanding consumer credit stood at £216.7
billion in the first quarter of 2019 (Bank of England, 2019).

2.3 Mainstream products (credit cards, motor finance, unsecured personalloans
and overdrafts4) accounted for 90% of consumers’ outstanding personaldebtin
2016 (FCA, 2017b), while the remaining 10% was accounted for by products that
typically have a higherborrowing costand are therefore also known as high-cost
credit (HCC). In 2016, almost 19 million UK adults had outstandingdebton an
HCC product and 6.7 million people took out 11.8 million HCC products.

The high-cost credit market

2.4 The HCC marketis diverse, consisting of different products serving different
needs. Forexample, itincludes high cost short term credit> (HCSTC) which
allows consumersto borrow money quickly to meetan urgent need, medium-
sized home-collected credité loans, and typically larger (£1,090 on average?)
rent-to-own (RTO) loans? allowing consumers to purchase durable goods.?

2.5 HCSTCincludes payday loans and short-term instalmentloans. There were 1.46
million HCSTC loans made in the second quarter of 2018, an increase of 11% on
the first quarter of that year (FCA, 2019a). Consumers borrow £1.3 billion per
yearand repay over £2 billion (ibid). In 2016, the average amount of outstanding
HCSTC debtamongborrowers was around £690 (FCA, 2017b).

2.6 In 2015, the FCA introduced a price cap on HCSTC loans, requiring that the
interestand fees charged on a loan cannot exceed 0.8% perday, defaultfees
cannot exceed £15, and the total interest and fees paid cannot exceed 100% of
the amountborrowed. This reduced the interest rate in the HCSTC market from

4 Although, it is worth noting all of these can be deemed ‘high-cost’ in certain circumstances.

5 Defined as an unsecured loan with an annual percentage rate (APR) of 100% or more and repayment period within 12 months (FCA,

2019a).
6 Loans where lenders collect repayments from borrowers at their homes, typically for amounts up to £1,000, repaid within a year.
7 ECA (2017b).

8 Rent-to-own loans are hire purchase agreements where the consumer buys a durable good, such as a white good or television, from an

RTO retailer. The ownership of the good is only transferred to the consumer when the final payment has been made.

9 Collectively these products together account for 50% of loan originations in the HCC market (FCA, 2017b) .



an average APR of between 1,990% and 5,850% for the five largest payday
lendersin 2013, to a marketaverage of 1,250% over the period 2017 to 2018
(FCA, 2019).

2.7 The value of outstanding debtin the UK home-collected credit marketis around
£1.1 billion, held by 1.6 million people (FCA, 2018). The APR in this market
rangesfrom 62% to 1558% and defaultfees or additional interest are typically
not charged as a result of missed payments (Citizen Advice, 2018b).

2.8 In 2016, there was £500 million-worth of outstanding RTO debt held by 400,000
people in the UK, meaningthat the average consumerheld £1,250 in RTO debt
(FCA, 2017b). Some stakeholders (e.g. Citizens Advice 2018a) have expressed
concerns aboutthe RTO market. Inresponse, the FCA launched a consultation
on the impact of RTO and found that, on average, consumers pay considerably
more for durable consumer goods when they buy from RTO sellers compared to
typical high streetretailers (FCA, 2018). Consequently, the FCAintroduced a
credit cap of 100% from 1 April 2019 (FCA, 2019b).10

2.9 In terms of borrowers’ characteristics, HCC users tend to:

e Have lower thanaverage creditworthiness, meaningthey have reduced access
to mainstream credit (FCA, 2017b and House of Lords, 2017): HCC users had
median credit scores between 32and 69 in 2016 (see Table 2.A), while most
people holding credit card, motor finance or unsecured loan debt had credit
scores between 60and 80 (FCA, 2017b).

e Have below average incomes: HCC consumers had median annual netincomes
below £25,000 in 2016 (Table 2.A), compared to the UK medianin 2016 of
£26,300 (Office for National Statistics, 2016).

e Be youngerthanaverage: HCSTC borrowers, in particular, are overrepresented
in the youngerage groups (under45, see Chart 2.A).

e Be morevulnerable: Consumerswho are vulnerable, e.g. interms of health,
financial capability and resilience and life events, are twice as likely as other UK
adults to use HCC (FCA, 2017a).

10 ynder the cap, credit charges, which include interest, delivery and installation costs, must not exceed more than the base price of the

product. Moreover, RTO firms need to benchmark the RTO base price against the retail price.



Table 2.A: Median profile of high cost credit users in 2016

High cost credit product Median credit score (0 — Median annual net
100) income
Catalogue credit 63 £17,700
Retail finance 69 £24,700
Store card 65 £17,500
HCSTC 42 £20,000
Home credit 41 £15,500
Rent-to-own 35 £16,100
Otherrunning account 54 £21,900
Guarantor 40 £20,800
Logbook 32 £23,300

Source: FCA (2017b)

Chart 2.A: Share of HCSTC users in each age group

40%

18t024 25to34 35t044 45to54 55t064 65t074 75t084

m All UK adults Short-term instalment loan borrowers m Payday loan borrowers

Source: FCA, 2019a

2.10

2.11

Consumers use HCCfor a range of differentreasons. Borrowers choose HCSTC
because they thinkit is the only kind of credit they can access and becauseit is
quick and easy to access (University of Bristol, 2013). These consumers often
need a quick approvalsince most HCSTC loans (71%) are used to cover an
unexpectedincrease in expenses ordecrease inincome (CMA, 2015). The FCA
(2014a) noted that because theirneeds are urgentand they believe they have
no alternatives, HCSTC consumers are insensitive to fees and chargesrelated to
default.

RTO loans, onthe otherhand, are used tofinance purchases of household items,
such as fridges and furniture, while FCA (2018) research suggests thathome-
collected credit borrowers often use this type of credit repeatedly to meet
occasional emergency expenses or recurring expenditure. Followingan FCA
(2018) consultation on home-collected credit which found that most users gave

10



positive feedback aboutit, the FCA concluded that they would not extend the
HCSTC price cap to home-collected credit but expressed concern about repeated
use amongits users.

The social and community lending sector

2.12

2.13

2.14

2.15

2.16

2.17

2.18

A number of non-profit organisations in the UK aim to provide affordable credit
to people who have limited access to mainstream finance. The sector collectively
is referred to here as the social and community lending sector and includes
credit unions, community development and finance institutions (CDFIs) and a
small number of otherlenders such as housing associations.

In 2017, there were more than 400 credit unions with over 1.9 million members
(Bank of England, 2018). The value of outstanding credit unionloans in the same
yearwas £1.4 billion and an estimated 50% of credit union members borrow
fromtheir credit union (Financial inclusion centre, 2018a). The interestrate on
credit unionloans is capped at 3% per month (or42.6% APR)in Great Britain and
1% a monthin Northern Ireland (The Money Advice Service, 2019).

There were 50 CDFIsin the UK in 2018 (Responsible Finance, 2018) of which 10
offer personalloans (most focus on small businesseslending). These CDFls lent
£26 million in 45,900 personalloans to 34,050 customersin 2018 (Responsible
Finance, 2018). The interest rates of CDFIl loans are not capped (unlike credit
union loans) and therefore are higher on average. This reflects the higherrisk of
their borrowers, since CDFls lend to high-risk consumers who are not served by
mainstream lenders and even some HCC lenders (FCA, 2019c). Interestratesare
therefore often above 100% APR (ibid) and the average APRwas 129.45% in
2018 (Responsible Finance, 2018).

While credit unions and CDFls play an importantrole in providing affordable
credit to some consumers, there are limitations to the extentthatthese lenders
can meetthe demand and needs of all consumers.

Factors that limit access to credit unionsinclude the legal need fora common
bond between members, savings requirements set by unions themselves (see
Lee and Brierley, 2017), and low awareness. Hence, credit union membership in
the UK as awhole is low, at just 2.9% of the population (althoughin Northern
Ireland it is much higher, at 35.6%). Chart 2.B below shows that the penetration
of credit unions in the UK, in particular in England, Wales and Scotland, is
substantially lowerthan in other countries.

Regarding CDFls, as mentioned above there are only 10 that offer personalloans
and, moreover, consumer awareness of CDFIsis low (FCA, 2019c). The Financial
Inclusion Centre (2018b) identifies raising awareness as a key challenge for the
growth of CDFl personallending.

Anotherobstacle to CDFIs providing affordable credit on a large scale is their
sources of funding (see FCA, 2019c). CDFIs’ capital and otheroperational costs
are covered grants and loans from charitable trusts, public bodies and donors,
and the FCA argues that since CDFls are not self-sustaining they are likely to
struggle to attract investmentand access revolving credit from banks. Asa
result, CDFIs may be unable to meet high levels of demand. However, the
Government has launched an initiative to channel(via Fairdall Finance) £55

11



million of funding from dormant assets/bank accounts to support the growth of
affordable credit providers (Fairdall finance, 2019; Financial inclusion report,
2019).

2.19 To conclude, while there are social and community lenders that provide
alternatives to high-cost credit in the UK, there are gaps in this supply because
of the reach and availability of the sector, which is further complicated by the
existence of common bonds on credit unions and funding structure of CDFls.

Chart 2.B: Credit union penetration rate (members divided by population)
by country
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Chapter 3
Access and eligibility

3.1 This chapter covers the eligibility criteria of the scheme, the size and
characteristics of the target market, the loan product to be offered by the
scheme, and the NILS application process. The table below summarises the key
finding with respect to these issues. However, it should be noted thatit is crucial
to read these conclusionsin conjunction with the relevant paragraphs below.

Table 3.A: Key findings with respect to access and eligibility

Issue Key findings
Eligibility To implement the stated aim of the scheme —that the target users
criteria should be those who could afford to repay a loan withoutinterest

but not with interest—an interest rate must be specified at which it
is assessed whether an applicant cannot afford a loan with interest.
If this rate is set at the CDF| average rate, we can expectthere to be
a moderately-sized population of potential borrowerst who qualify
for the target user group. Thus, the eligibility criteria could be that,
based on an assessment of theirincome and outgoings, the
borrower:

e s able to repaythe loan principal; but
e cannot afford to repay the principal plus interest at the
prevailing average CDFl rate.

In addition to these affordability criteria, the scheme should also
set credit risk criteria calibrated to ensure an acceptable rate of
repayment/risk of non-repayment.

However, anumber of caveats and consequences of these criteria
must be noted, and there are further eligibility criteria that could be
applied. A full discussion is provided in paragraphs 3.15 to 3.51.

Size of the Our analysis setout in paragraphs 3.54 to 3.57 suggeststhat, fora

target market £500 loan repaid over1 year, around 274,000 people would be able
to afford to repay a no-interestloan but notto repay a loan carrying
interest at the CDFl average rate of 7.2% per month.12 For a loan of
£1,000 loan repaid over 1 year, the numberis around 408,000

people.
Cash loans or The study identifies arange of advantages and disadvantages of
payments to each approach, as discussed in paragraphs 3.69 to 3.78. On balance
suppliers our view is that the scheme should focus on providing cash loans, at

least in the first instance.

However, the application process could be used to influence how
borrowers spend NILS loans by (i) informing them of the types of

11 Around 274,000 people fora £500 loan repaid over 1 year

12 The FCA recredit worthiness rules in the Consumer Credit sourcebook (CONC 5.2A) will be applicable.
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usesthat a loan should be used, (ii) telling them how others have
usedthe loans, (iii) asking them to commit to usinga loan forsuch a
purpose andideally (iv) asking them to write this down. Suggestions
(i)-(iv) leverage various concepts from behavioural economics,
namely (respectively) authority bias, social proofing, commitment
and consistency bias, and self-generation.

Loan amount The needs of the target usergroup would be well served by offering

and duration a range of loan amounts between £100 and £2,000, with durations
between 3monthsand 3 years and some flexibility policies putin
place around the repayment period.

Repayment Stakeholders stressed the importance of flexibility in terms of the
frequency and repaymentschedule and argued that this is vital to the long-term
flexibility sustainability of repaymentarrangements. That being said, there

would need to be clear policies on repayment to ensure that
borrowers know what to expectand to maintain the integrity of the
scheme.13 These policies should encompass rules on how missed
payments will be followed-up (including what practices will not be
used), repayment holidays, and write-off.14

Recovering We expectthat recovering repayments directly would increase
repayments repaymentrates, which would be beneficial for the sustainability of
directly from the scheme. Forthis reason, some stakeholders we engaged with
benefits

were in favour of this, although there were also dissenting views as
it could push people into hardship. The GSM scheme in Australia
gives borrowers the choice of making repayments directly from
their social security payments (via a service called Centrepay), but
does not make it mandatory, and most customers take this up
voluntarily since it helps them to budget effectively. GSM told us
that this is a crucial feature of theirscheme. Such an approach
could be trialled in the UK.

(Note that this issue is in fact discussed in Chapter5, from
paragraph 5.32 onwards.)

The NILS The key insights with respect to access and the application process
application are that (i) it needs tobe as efficient as possible, without coming at
process the expense of consumers having sufficient time to make informed

decisions, so as to be a viable option when people need money
quickly and (ii) there needsto be an option for customersto
approach the scheme and apply forloans face-to-face (which has
implications forthe organisational structure (see the next chapter)).

Giventhis, we outline five generalstepsforthe application process,
as explainedin paragraphs 3.107 to 3.110. The points made above
about using insights from behaviouraleconomics in the application
process to encourage appropriate use of NILS loans should also be
noted here.

13 Here it should be noted that, as NILS loans would be regulated credit agreements, it would be necessary to comply with the form and

content requirements under the Consumer Credit Act rules, including in relation to pre-contract information and adequate explanations.

14 1t would be necessary for these polices to comply with the FCA rules in chapter 7 of the Consumer Credit sourcebook (CONC 7) regarding

arrears handling and forbearance.
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Defining the NILS target user group

3.2

3.3

3.4

Before considering the NILS target user group and how this group could be
identified via eligibility criteria first it is importantto considerthe scheme’s
overall purpose. This allows us to consider the extent that different possible
eligibility criteria are aligned with this purpose.

The brief forthe feasibility study indicates that the aim of the scheme should be
to assist lower-income consumers who would benefit from short-term credit to
meet unexpected costs, but who cannot afford to repay interesteven from
social and community lenders that provide more affordable credit. Similarly, in
the 2018 Autumn Budget the NILS feasibility study was announcedinthe
context of “new policies to help households manage unexpected costs by
increasing access to fair and affordable credit”, noting that “for some people,
even borrowing from social and community lenders can be unaffordable ”.15
Thus, the brief specifies that the target users should be consumers who would
be able to afford to repay a loan without interest but not with interest, ideally
distinguished from those who can access loans from social and community
lenders.

Two possible purposes forthe scheme emerged from our engagement with
stakeholders (including workshops and written submissions). One relates to
availability of affordable credit to certain consumers while the otherfocuseson
need and the benefitthata no-interestloan could have forthe recipient. These
two (related and not mutually exclusive) purposes can be summarised as:

e to provide access to credit at an affordable costto those who otherwise would
not have this access; and

e to addressacute individual needs and solve acute individual problems/crises.

Eligibility criteria

3.5

3.6

3.7

The eligibility criteria of the Good Shepherd Microfinance (GSM) no-interest
loans scheme in Australia include being ona low income or in possession of a
healthcare or pension card, and being willing and able to repay the loans as
determined duringaninterview (aswell as a residency check). However, these
criteria do not suit the aim of identifyingthose people who cannot afford to
repay interest.

Discussion of the eligibility criteria for the NILS at the initial workshopsfocused
on the general principles that should apply. It was argued that the criteria should
take into account what a no-interestloan could do forthe financial wellbeing of
the customer.

There was a generalconsensus that affordability checks should be part of the
eligibility criteria. In this respect, affordability should be assessed based on
sufficiently long repayment periods (so that the instalments are viable for the
customer) and the principle of allowing flexibility in the repaymentschedule. 16

15 see: https://www.gov.u k/government/publications/budget-2018-documents

16 It should be noted here that the FCA creditworthiness rules in CONC 5.2A will apply.
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3.8

3.9

3.10

3.11

3.12

3.13

It was also argued that, ideally, there should be a high degree of certainty about
the likely outcome of applications to create confidence among potential users,
meaning that the eligibility criteria should be clear and unambiguous. Moreover,
if the criteria are too complex this would resultin a time-consumingapplication
processthat would be detrimentalto the effectiveness of the scheme (seethe
discussion below regarding the application process).

Potentialfactors that eligibility criteria could be based on as suggested by
workshop participantsinclude:

affordability checks (taking into account income and outgoings and the fact
that incomes of the target group are likely to be irregular)

income;

employmentstatus;

entitlementto certain income-related benefits;
aresidency check (i.e. proof of address);

whetherthe applicantis experiencingacrisis or emergency situation (e.g.
linked to housing or children);

whetherthe applicant has sought help from a debt charity; and

whetherthe applicant has been turned down for other sources of credit (in
particular from social and community lenders).

However, we were cautioned against restricting eligibility to only those on low
incomes or receiving a certain benefit since in some cases this may exclude
those who need accessto emergency support despite beingon ahigherincome
or not claiming the relevant benefit.

Regardingincome, it was argued that the individual’s circumstances should be
considered. Forexample, apersonin multiple debt (and thus with high credit
commitments) or with a disability may be on a relatively high income but
nonetheless unable to afford an emergency expenditure. Such a person may not
qualify fora NILS loan if eligibility is based on objective low income and benefit
factors.

A further point raised was that the eligibility should not be restricted to the
same groups who are already eligible for grants or interest free loans from
existing government schemes, such as Budgeting Advances?’, Budgeting Loans'®,
or grants through the Scottish Welfare Fund and Welsh Discretionary Assistance
Fund. The NILS should dovetail with these government schemes as well as local
authorities’ welfare support schemes, especially in terms of eligibility.

Hence it is important note that Budgeting Advances are available only to those
who have been claiming Universal Credit for at least six months and have earnt

17 Budgeting Advances are no interest loans provided to cover costs relating to essential household items and services that are available to

those receiving Universal Credit claimants.

18 Budgeting Loans are the equivalent of Budgeting Advances except linked with the legacy benefits (Income Support, Income-based

Jobseekers Allowance, and Income-related Employment and Support Allowance) as opposed to universal credit.
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3.14

lessthan £2,600 in the last six months.® All existing UK-wide no-interestloan
schemes?® link the amount that can be borrowed to the level of a person’s
savings, with loweramounts available to those with savings above £1,000.
Grants and no-interestloan schemes administered by English local authorities or
devolved administrations in Scotland, Wales and Northern Ireland have different
eligibility criteria; in particular, unlike the UK-wide loans, eligibility forthese
schemes does notalways depend on beingin receipt of benefits. 2

A stakeholder suggested that the NILS should not replicate the feature of
Budgeting Advances that effectively (due to the income threshold) restricts
these loans to those who have been out of work for at least six months, given
that 687,000 Universal Credit Claimants are employed (DWP, 2019).

Specific options for the eligibility criteria

3.15

3.16

In light of insights provided by stakeholders and considering the aims of the
scheme as per the brief, we identified two types of potential eligibility criteria
(notnecessarily to be applied simultaneously): (i) criteria related to affordability
and access to credit and (ii) criteria related to the borrower’sincome and
situation.

Potential criteria to be furtherexplored include:

e C(Criteria related to affordability and access to creditinclude:

o Basedon an assessmentof theirincome and outgoings, the borroweris
able to repay the loan principal (a non-negotiable criterion);

o Basedon an assessmentof theirincome and outgoings, the borrower
cannot afford to repay the principal plus interest at some specified rate,
hereafterreferredtoasthe ‘reverse-affordability test’;

o Theborrowercannot access credit from an affordable lender;
o Theborrow hasbeenturned down by an affordable lender.??
e (riteria related to the borrower’s income and situation include:

o Theborrower’sincome is below a certain threshold, with some
exceptions in specific circumstances (e.g. a disability meaning they have
high essential costs);

19 Moreover, a second Budgeting Advance cannot be taken until the first has been repaid in full. Regarding Budgeting Lo ans, the amount

available is lower if the person has an outstanding loan.

20 That is, Budgeting Advances, Budgeting Loans and Universal Credit Advances (which are paid at the start of a Universal Credit claim to

help cover essential costs during the 5-week assessment period).

21 |n wales and Scotland grants are available which, unlike the UK-wide schemes, are not always linked to benefits. In Wales, eligibility for

Emergency Assistance Payments does not depend on receiving benefits, and nor does eligibility for Crisis Grants or Community Care

Grants in Scotland. In Northern Ireland, Discretionary Support and Short-term Benefit Advances are available as interest-free loans (or

grants in cases where the individual is considered to be unable to repay the loan). The latter is only available to those who are claiming

certain benefits and income criteria are such that the person’s income cannot exceed the national living wage, while savings are also

taken into account. In England, the provision of Local Welfare Assistance is at the discretion of the local council (see Gibbons and

Walkers, 2019 that provides a review of the provision of such ascheme by English local councils).

22 |t should be noted that the latter two above are substitutes for one another. The former is better as a general principle while the latter

would be easier to verify.
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3.17

3.18

3.19

3.20

o Theborroweris experiencing some “crisis situation’ (e.g. imminent
eviction, domesticabuse, inability to continue working, inability to get
medical care).

These criteria were examined in a further workshop both individually and in
various combinations. The main feedback from this workshop was as follows:

There were reservations about using a single interest rate to assess whether
the borrower cannot afford a loan with interestin the reverse-affordability
test, since the rate on offerto any individual would be specific to them.

The income criterion should referto equivalised household income, and
savings should be takeninto account as well as income.

There would be significant practical difficulties to assessingwhetheran
individual could access affordable credit from elsewhere (the third criterion in
paragraph 3.16). This is a key issue that was raised severaltimes in different
workshops. Itis furtheraddressed in paragraphs 3.22 to 3.28 below.

Credit risk needs to be explicitly incorporated into the criteria.?3

Ifit is used, the ‘crisis situation’ criterion should be reframed as ‘a life event’ to
focuson a ‘life event’.

A workshop exercise assessed various options for combining the eligibility
criteria above.24 Amongthese options, the criteriathat the borrower can afford
to repay the principal but cannot afford to repay the principal plusinterestat
some given rate were preferred by the participants, specifically with this rate set
at the level of the FCA’s payday lending price cap.2s

However, if these criteria are adopted with the rate setat such a high level, the
eligibility criteria would not distinguish at all betweenthose who canaccess
affordable credit from social and community lenders and those who cannot do
so, which is specified as an objective of the scheme. There is a clear trade-off
between settingthe rate at a high level meaningthat more people are eligible
for/can benefit from a NILS loan, and settingit at a lower levelmeaning that
fewerpeople willbenefit but the scheme encroaches less on the market of
responsible and community lenders. Paragraphs 3.29 to 3.32 assessthe impact
of differentrates on affordability and the numbers of people who would be able
to afford a loan without interested but not afford it with interest.

As noted above there were reservations about the idea of using a single interest
rate to assess affordability for all potential borrowers. Workshop participants
suggested that eligibility should be based on affordability, the rate of interest

23 Borrowers may be turned down by affordable lenders because they are high risk, not due to affordability. If these individuals are eligible

for a NILS loan, there would be an adverse selection problem since the scheme would predominantly lend to higher risk individuals.

24 Participants were asked to assess these options with respect to four attributes: (i) the effectiveness of the eligibility criteria in terms of

identifying the right people that the scheme should help, (ii) whether the different groups that the scheme should help are treated fairly,

(iii) whether potential borrowers would be able to judge whether they are eligible and (iv) whether would it be practical to assess people

against the criteria.

25 0ne workshop group suggested two possibilities for the rate — firstly where it is equal to 3% per month (i.e. the legal maximum for

credit unions), and secondly where it is set at the FCA’s payday loans price cap (i.e. where the amount paid back is twice the amount

borrowed) — then assessed these specific alternatives.
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that an individual can afford and their credit rating. Based on this, a further
possible set of eligibility criteria might be built on three assessments:

e First, an assessment to establish what rate would be affordable forthe
borrower, based ontheirincome and outgoings.?®

e Next, anassessmentof whetherthe individual has a realistic chance of
borrowing at that rate from the market (it may be that they would be lent to,
but at a higher rate than they can afford).

e Finally, an assessment of whetherthey are an acceptable credit risk to the
scheme.

3.21 However, there would be significant practical difficulties to assessing whetheran
individual has a realistic chance of borrowing at a rate that is afford able to them
(as there would be for assessing that the borrower cannot access credit froman
affordable lender (the third criterion listed in paragraph 3.16 above). Paragraphs
3.22 to 3.28 elaborate onthese challenges.

Practical difficulties to assessing whether an individual could access
affordable credit from elsewhere

3.22  Astakeholdersuggested thatthe scheme could partner with CDFls and credit
unions who would share their eligibility criteria in orderto check whetheran
individual could access affordable credit from elsewhere (i.e. the third criterion
in paragraph 3.16). They suggested that we consider what might be required to
enable this to be done in practice.

3.23  Inorderto truly assess whethera person could access affordable credit from
elsewhere, a universal process (which could be used forany personand all
affordable lenders) would have to be established to check whether affordable
credit is accessible forany givenindividual. The difficulty of creating such a
process would be affected by:

e theextentthat processesvaryacrosslenders;
e theextentthatlenders’ processesvaryovertime;and

e the extentof manualdecision-makingin agreeing or refusingloans and, when
manual decision-makingis involved, the degree of discretion allowed to staff.?’

3.24  Toinform our assessment of these difficulties we use evidence from various
sources including views of stakeholders, responses to information requests from
credit unions and CDFls and an analysis of firms’ processes forassessing
creditworthiness published by the FCA.

3.25 A credit union association explained thatthere is a lack of consistency across
credit unions and CDFls as regards affordability assessments and that many
credit unions do not have rigid assessment criteriaand rely on tacit knowledge
of loan officers, which they believe would make the operationalisation of some

26 \while existing affordability checks examine whether a loan is affordable for the borrower or not, the result of the NILS affordability

assessment would be arate.

27 This is because we expect processes to be more diverse and unpredictable if there is a high degree of manual decision-making with a

high degree of discretion.
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of the conceptsin the brief very challenging. An assessment of information
provided to us by credit unions and CDFlsin response to one of our information
requests suggeststhatindeedtheir processes are heterogeneous, and this was
also a view expressed in the workshops.

3.26  FCAresearchin 2017 examined creditworthiness assessments in consumer
credit, including for affordability and credit risk (FCA, 2017c). This research
showsthat in the personalloans sector most decision-making is not fully
automated and processes vary across providers, which would make the task of
creating a universal process for checking whetherany person could access
affordable credit from some source more challenging.28

3.27  Onthe otherhand, where some manual decision-makingis involved, it is rare
that those involved have ‘wide or unlimited discretion’ (17% of cases), making
decisions more predictable. Furthermore, although most decision-makingis not
fully automated, automated decisions that are reviewed are usually not
overturned.2° This would imply that an automated acceptance orrejection
would be a good proxy for actual eligibility.

3.28 Overall, based onthis evidence we assess that it would be very challenging to
create a universal process for checking whethersomeone could access
affordable credit from some source. In future it may be possible to work with
the sector and credit rating agencies to create an automated toolthat givesa
decent proxyforgeneralacross-the-board eligibility for loans from the
affordable credit sector that works for the NILS targetaudience (we believe that
one CRA is currently working on such as tool), butthis would be challenging.

Impact of interest on affordability and setting the rate used to
determine that a loan with interest is unaffordable for an individual

3.29 Thechart below shows the extent that the monthly repaymentfora£500 loan
repaid over 1 year (what might be considered a typical loan for the scheme)
variesdepending on whetherinterestis charged at zero perce ntinstead of the
credit union cap levelin Great Britain (3% per months3o) or the average interest
charged by CDFIs (7.2% per month). The differences are £8.56 and £21.84 per
month respectively. The difference between repayments on a no-interestloan
and a loan carrying the credit union average rate of 1% is smaller, at £2.75 per
month.

28 Among the 12 personal loans firms in the FCA’s sample (the FCA’s research examined the wider consumer credit sector, but here we
focus on the results for the personal loans firms in their sample) half stated that although they use automated decisions the outcome is
‘sometimes’ reviewed manually and may be overridden, a further two reported that decisions are always reviewed manually, and one
stated that they do not use automated decision-making at all. The personal loans firms estimated that 54% of decisions are either

automated but reviewed manually (36%) or the decision is made entirely manually (18%).

29 The FCA found that in the personal loans sector where decisions are reviewed manually the automated decision is not changed in three-
quarters of cases. In 11% of cases an automated accept becomes arefusal, in 2% of cases an automated refusal becomes an accept on

different terms, and in 12% of cases an automated refusal becomes an accept on the same terms

30 A lower cap of 1% applies in Northern Ireland.
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Chart 3.A: Impact of different interest rates on monthly repayments: £500
loan for 1 year3!
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3.30 Althoughthese differences may appearsmall, it is important to considerthe
numbers of people forwhomthese differences would mean being able to afford
to repay a loan versus not beingable to afford to do so.

3.31 Toanalyse this, we used a fully anonymised dataset provided by a debt charity
which includes data on the incomes and outgoings of over 330,000 individuals
that have sought help from the charity. The results of this analysis are presented
in the section below on the size and characteristics of the NILS target usergroup
(see paragraph 3.54 onwards).

3.32  Insummary, the results show that provided that the rate used to determine that
an individual cannot afford to repay a loan with interestis set at around the
average CDFlrate (7.2%)32 we can expect that there will be a reasonably sized
population of potentialborrowers who would meet this eligibility criterion,
while also beingable to repay a loan at zerointerest (see Table 3.C below). Fora
loan of £500 repaid over 1 year, we estimate that around 274,000 people would
meet this criterion if the rate used is setat 7.2%, while for a £1,000 loan repaid
over1 yearit would be around 408,000 people (see Table 3.C below).

3.33  Thus, to implementthe stated aim of the scheme the eligibility criteria could be:

e Basedon an assessment of theirincome and outgoings, the borroweris able to
repay the loan principal; and

31 The average credit union rate is from Money Advice Service information on ‘Borrowing from a credit union’ at

https://www.monevyadviceservice.org.uk/en/articles/credit-unions (accessed 23/07/19), which states that “Most credit unions will

charge you an average of 1% interest a month”. The average CDFI rate is from Responsible Finance’s publication ‘The Industry in 2018’,
available at https://responsiblefinance.org.uk/wp-content/uploads/2019/01/Responsible-Finance The-Industry-in-2018.pdf (accessed
23/07/19).

32 1hjs figure for the average CDFlrate is from Responsible Finance’s publication ‘The Industry in 2018’. The corresponding average loan

amount was £569, over aterm of 10 months (see page 28).
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3.34

Based on an assessment of theirincome and outgoings, the borrower cannot
afford to repay the principal plus interest at the prevailing average CDFl rate
(the ‘reverse-affordability test’).

In addition to these affordability criteria, the scheme should also set separate
credit risk criteria calibrated to ensure an acceptable rate of repayment/risk of
non-repayment. The level of this risk will depend on the appetite of funders
(including government) to coverlosses from unrepaid loans, so settingthese
credit risk criteria should be part of the next step of government decision-
making and discussions with funders.

Consequences of setting the rate used in the reverse-affordability test at the
CDFl average

3.35

3.36

3.37

Setting the rate for the ‘reverse-affordability test’ at this level would mean that
some people who are eligible for a NILS loan would still be able to afford a loan
from some responsible and community lenders. This is important since: (i) it
means the scheme may encroach on these lenders’ markets and (ii) two of the
possible delivery models presented in the next chapterrely on suchlenders as
delivery partners, soit would be necessary to carefully consider how providing
NILS loans would sit alongside their commercial interest-bearing loans.

These issues are especially true for credit unions, who are obliged to charge a
lowerinterest rate than the CDFlaverage. However, thatis notto say that the
NILS should use an even lower rate in the reverse-affordability test. As discussed
in paragraphs 2.12 to 2.19, access to credit unionsis limited by various factors
and membership stands at just 2.9% of the population acrossthe UK as a
whole.33 Hence, the fact that credit unions charge less than the CDFl average
should not prevent the scheme from using this benchmark.

That said, if the ‘regulated lenders model’ described in the next chapteris
adopted fordelivering the scheme, it will have to be considered how the scheme
can fit togetherwith (and minimise disruption to) the lenders’ core businesses.34
For example, when aperson approachesalenderforaloan, they would have to
be assessed first fora commercial loan fromthe lenderthen, if they do not
qualify, assessed fora NILS loan. For lenders (like some credit unions) that offer
loans at very low rates, this would mean that few of those who are declined for
a commercial loan will then qualify for a NILS loan (as the affordability tests
would be almost equivalent).

Practical challenges in operationalising these eligibility criteria

3.38

3.39

An effective affordability testis essential for operationalising these eligibility
criteria. A practical challenge forthe implementation of the scheme would be to
design an appropriate testthat examined both what an individual can afford to
pay and how much they cannot afford to pay.

Importantly, it needsto be acknowledged here thatanumber of people in the
target group are likely have variable incomes (e.g. because they work on zero-

33

34 This issue was highlighted to us by the sector in their responses to our information requests.
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3.40

hours contracts), making affordability tests more difficult. Hence, the challenge
would be to design an effective affordability test that works for these people.

It would also need to be decided how the rate for the reverse-affordability test
should be determined on a month-by-month basis. Forexample, in practice this
rate could be setvia a regular survey of the relevantlenders. Eligibility could be
easily loosened ortightened by adjusting how the benchmark rate is calculated.

Further eligibility criteria in addition to the affordability tests

3.41

3.42

3.43

3.44

3.45

Thresholds forincome and savings might be considered as additional eligibility
criteria to checkingthat the borrower can afford to repay the principal but not
the principal plus interestat the chosen benchmark rate (i.e. the personwould
have to be below these thresholds and meet the affordability criteria).

The purpose of an income threshold would be to align the scheme with the
objective as stated in the brief to assist lower-income consumers. It was also the
most commonly suggested criterion by stakeholders in the workshops, although
the warnings raised in paragraphs 3.10 and 3.11 should be noted.

A savings threshold was suggested by workshop participants and makes sense in
that we would wish to avoid a scenario where someone can borrow at zero
interest (atthe expense of the funders of the scheme) while earningintereston
savings. The savings threshold might, for example, be set at the amount the
consumer wishesto borrow.

These criteria would also have the benefit of differentiating the scheme from
the marketserved by responsible and community lenders by limiting availability
on socioeconomicgrounds.

In practice different combinations of criteria could be tested in the pilot or the
criteria could be loosened during the pilot by dropping the income and/or
savings threshold.

Eligibility criteria related to the borrower’s situation

3.46

3.47

An alternative direction that the eligibility criteria could be takenin is to target
those facing particular ‘crisis/life situations’, for example eviction or domestic
abuse.35 Although this would not meetthe aims of the scheme as setout in the
brief (i.e. to make credit available to those who cannot afford to payinterest),
we give it some further consideration since there are a number of potential
benefits to this approach.

Firstly, we note that there is an example of this approach having worked in the
past/working at present. Lee and Carlisle (2019) examined the benefits of ano-
interestloan scheme operated by Lewisham Plus Credit Union to prevent
homelessness and found that the scheme saved families from eviction and saved
the Lewisham Council overa £1 million of expenditure on people who would
otherwise have been made homelessin return for a comparatively small initial
investment of £85,000.

35 As noted above such criteria were proposed during the initial workshops, although participants who were asked to assess such a

criterion in alater workshop were not very in favour of it.
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3.48 This approach may lead to more enthusiasm from partners and funders than
focussing on people in a specific affordability band in the credit market. Inthe
funding workshop?3® it was emphasised that in order for some potentialfunders
to back the scheme it would need to be aligned with the issuesthey are
interestedin (e.g.the issuesa bank’s CSR programme is focussed on or the
issues a philanthropic organisation focusses on). Focussing on particular life
situations may potentially be more relatable to funders’ interests. Moreover,
dealing with some life situations can be clearly linked to financial benefits for
certain organisations (an example being the Lewisham scheme) meaning that
acquiring funding from these sources may be more easily justified.

3.49 Regardingthe enthusiasm of delivery partners, we note that two credit unions
already operate no-interestloan schemes to address homelessness/evictions:
Lewisham Plus Credit Union as mentioned above and also East Sussex Credit
Union who administer no-interest loans on behalf of three charities, two of
which are concerned with homelessness.

3.50 Furthermore, this approachto eligibility would meanthat the schemeisless in
conflict with the business of responsible and community lenders who offerloans
at low interestrates to the general population.

3.51 However, if this approach were to be adopted government would need to
decide which situations should qualify borrowers forthe scheme.

Size and characteristics of the NILS target user group

3.52  This section sets out our analysis of the size and characteristics of the NILS target
usergroup.

3.53  Althoughthe impact on monthly repayments due to charging zerointerest, as
opposedtothe rates typically charged by responsible and community lenders,
appearsto be small (see Chart3.A above), itis important to assess as bestwe
can for how many people this would mean being able to afford to repay a loan
versus not being able to do so.

3.54 Toanalyse this, we used a fully anonymised dataset provided by a debt charity
which includes data on the incomes and outgoings of over 330,000 individuals
who have sought full debtadvice in 2018 from the charity.3? Table 3.B below
showsthe numbers and shares of people in the dataset who could afford to
repay a no-interestloan but could not afford to repay a loan with interest, for
various differentbenchmarkinterest rates. These numbers (unsurprisingly) vary
considerably dependingon the interestrate.

36 The findings of the workshop are discussed in detail in Chapter 5.

37 Extreme values (the top and bottom 2.5% in terms of individuals’ monthly surplus/deficit) were trimmed from the dataset for the

analysis (the full dataset comprised of around 350,000 individuals).
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Table 3.B: Number of people in a dataset of debt advice recipients who
could afford to repay a no-interest loan but not a loan with interestss

Interest rate Monthly Number who Share who
repayment cannot afford the @ cannot afford the
loan due to the loan due to the
interest interest

For a £500loan over 12 months:

NILS 0.0% £41.67 n.a. n.a.
Credit union average 1.0% £44.42 1,792 0.6%
Credit union cap 3.0% £50.23 6,714 2.0%
CDFI average 7.2% £63.51 15,765 4.8%
For a £1,000 loan over 12 months:

NILS 0.0% £83.33 n.a. n.a.
Credit union average 1.0% £88.86 2,971 0.9%
Credit union cap 3.0% £100.47 10,044 3.0%
CDFI average 7.2% £127.02 23,530 7.1%

3.55  This debtcharity accounts for around 32% of the debt advice market, meaning
that we can scale-up the numbersin Table 3.B to get an approximate estimate of
how many people who have sought debt advice would be able to afford to repay
a no-interestloan but notto repay a loan with interest for differentinterest
rates. The resultingnumbers are presented in the second column of Table 3.C
below.

3.56 However, many people who may need debt advice do not seekit. In fact, around
one-fifth (18%) of individuals who fell behind with credit commitments or bills in
2016 actually sought debt advice3? suggesting that around four-fifths of people
who may need debt advice do notseekit.40 In otherwords, we can furtherscale-
up (by a factor of around 5) the numbersin the second column of Table 3.C to
getan approximate estimate of the number of eligible borrowers, including
those who do not seek debt advice but might benefit from doing so.

3.57  This analysis suggests that, for a £500 loan repaid over 1 year, around 274
thousand people would be able to afford to repay a no-interestloan but not to
repay a loan carrying interest at the CDFI average rate of 7.2% (in line with the

38 The dataset includes data on monthly expenditure and income for clients who had sought advice from a debt charity. The monthly
‘Surplus’ of each person in the dataset is calculated as their income less their expenditure. If their Surplus multiplied by 0.9 exceeds the
monthly repayment on agiven loan (defined by the interest rate, loan amount and repayment period) then they are considered to be
able to afford that loan. We multiply by 0.9 as we believe it is sensible to leave people with at least some buffer, i.e. they must have 10%
of their surplus remaining after monthly repayments. To calculate the number of pe ople and the proportion of the sample who could
afford to repay a no-interest loan but not aloan that is otherwise the same but carries interest at rate X, the following inequality is used:
Repaymentno interest loan < Surplus*0.9 <Repaymentioanatratex. If an individual’s monthly surplus multiplied by 0.9 lies within this boundary,

they are recorded as being able to afford the no-interest but not the interest-bearing loan.
39 London Economics analysis of microdata for Financial Conduct Authority’s 2017 Financial Lives Survey.

40 There are anumber of ways to define the population who should seek debt advice based on the FLS data. The definition that we use
above may be too broad since, for example, some people who have fallen behind with credit commitments or bills may be able to easily
deal with these arrears and so not need to seek debt advice. One could argue that a better definition of the population who should seek
debt advice is those who have fallen behind on credit commitments or bills and have low financial resilience (i.e. could cover their living
costs without their main source of income for less than a month). Using this definition in fact gives us a very similar scaling factor to the

one we have used: 20% of individuals who should seek debt advice (based on this definition) actually do so.
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eligibility criteria setout in paragraph 3.33). For a loan of £1,000 loan repaid
over1 year, the numberis around 408 thousand.

Table 3.C: Estimated number of eligible borrowers among the population
who have sought debt advice

Minimumrate at which the Eligible borrowers who | Eligible borrowers
borrower cannot afford to have sought debt including those who
repay the principal plus advice (tonearest 100) = have not sought debt
interest: advice (to nearest 100)
For a £500 loan over 12 months:
Credit unionaverage: 1.0% 5,600 31,100
Credit union cap: 3.0% 21,000 116,700
CDFI average: 7.2% 49,300 273,900
For a £1,000 loan over 12 months:
Credit unionaverage: 1.0% 9,300 51,700
Credit union cap: 3.0% 31,400 174,400
CDFI average: 7.2% 73,500 408,300

3.58 Datafrom debtadvice agencies (such as that usedin the analysis presented

3.59

3.60

above) is not nationally representative (as it comprises only of people who have
sought help from these charities), meaning that extrapolations to the general
population are tentative and incomplete. The best nationally representative
dataset that we have is the microdata from the Financial Conduct Authority’s
Financial Lives Survey (FLS), a survey conducted in 2016 with approximately
13,000 consumers across the UK.41 Hence, we use the FLS to furtherinvestigate
the potential size and composition of the NILS target user group.

Since the FLS does not contain variables that allow us to precisely identify who
could afford to repay the principal of a loan but not the principal plusinterest,

we instead use the variables fromthe FLS that are the best proxiesfor the NILS
target audience:

Low financial resilience, i.e. the consumer could covertheir living costs for less
than a week orbetweenaweekanda month. This implies that the consumer
has a low budget surplus, sothey would have limited ability to meetlarge
additional credit commitments.

Inability to access conventional or responsible credit, meaning that the
person would need to access otherforms of credit which are likely be higher
cost (e.g. high cost short term credit, rent-to-own etc.) and so less affordable.
Inability to access conventional or responsible credit may be explored viatwo
variables:

o Having applied for credit and been rejected; and
o Ownership of high-cost credit products.

In terms of financial resilience, approximately 7% of the FLS respondents in
2016 reported thatthey could cover their living costs for less thana week if they
lost their main source of income, which translates to approximately 3.7 million

41 pca (2017), Understanding the financial lives of UK adults: results of the Financial Lives Survey
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UK adults.42 Around 13% of respondents could cover their living costs between a
week and a month if they lost their main source of income, translating to 6.7
million UK adults.

3.61 The NILS target user group identified via our analysis reported in paragraphs
3.54 to 3.57 have similarly low financial resilience. All the debt advice recipients
in the dataset withinthe target user group had a financial resilience of less than
amonth and 96% had resilience of less than a week (i.e. theirbudget surplus
could coverless than a quarter of their monthly expenditure).

3.62 Regardinginability to access conventional or responsible credit, around 2% of
FLS respondents reported that they had been turned down for credit, which
translates to approximately 1 million UK adults, and around 8% held products
that could be classified as high cost credit43, translating to approximately 4.4
million UK adults.

Characteristics of the NILS target user group

3.63 A furtheradvantage of the FLS data is that it includes a wealth of socio-
demographicinformation that can be used to understand the target audience.
Amongthe many variablesincluded in the FLS, we focus specifically on those
that could inform the design or delivery of the scheme, namely the following:

o Age: the age profile of the targetaudience is relevant for the delivery of the
scheme since, forexample, different channels of communication may be more
suitable for younger consumers compared to older consumers.

e Income: workshop participants suggested that low income may be a relevant
eligibility criterion for the scheme. While low income does not necessarily
translate to low affordability (orvice versa), it may be a useful proxy that can
be relatively easily verified by organisations assessing loan eligibility claims.

e Health conditions or disability: it is importantto understand to what extent
the target audience have health conditions or disabilities as this will have an
impact on the which access channels are important and the types of products
and servicesthat users may need loansfor.

o Property tenure: this characteristic helps us to understand if NILS users may
face eviction if they cannot geta loan due to notbeingable to keep up with
rentor mortgage payments.

o Life events precipitating a situation of vulnerability: stakeholders have
suggested that a potential eligibility criterion may relate to whetherindividuals
have experienced anincome shock or event generating vulnerability.

e Confidence usingthe internet: if many target users are not confident usingthe
internetit will be important to offer otheraccess channels (i.e. telephone or
face-to-face.

42 This is calculated by multiplying the total UK population of approximately 66 million by the adult percentage of the population, which

stands at 79% (ONS, 2019), then multiplying by the 7% share of FLS respondents with financial resilience of less than a week.

43 High-cost short-term credit, store card, catalogue credit, rent-to-own, home-collected credit, and unarranged overdrafts. These
products were classified as high-cost credit in the speech “High-cost credit: what next?” delivered by Andrew Bailey, Chief Executive at

the FCA.
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3.64

Irrespective of which of the various measuresfromthe FLS is used to proxy for
the NILS target group, the same picture emergesinterms of the characteristics
of this group. As can be seen from Table 3.D, the NILS target group tends to be:

relatively young;

more likely to be ona low income;

more likely to be living in rented accommodation;

more likely than average to have a long-term disability or health condition;

more likely that average to have experienced alife event that could create a
situation of vulnerability; and

more confident than average in using the internet.

Table 3.D: Characteristics of the NILS target user group

Characteristic Financial Financial Has been Owns a Whole
resilience resilience rejected high-cost population
lessthan1l | 1 weekto @ for credit credit
week 1 month product

Aged under 35 43% 40% 46% 32% 28%

Income below £20,000 66% 43% 38% 30% 29%

Lives in rented 70% 56% 70% 43% 29%

accommodation

Long-term disability or 38% 28% 28% 26% 24%

health condition

Experienceda life event | 42% 39% 56% 41% 31%

with potential to create

situation of vulnerability

Good or excellent 80% 83% 91% 85% 79%

confidence using the

internet

Low financial resilience combined with other characteristics

3.65

3.66

3.67

As noted in paragraph 3.59, the variables from the FLS that we presentabove
are proxies forthe targetaudience. However, it may be more appropriate to
combine characteristics rather than examine them individually to arrive at a
better estimate of the NILS target user group, since the figures above may
overestimate the size of the targetaudience.

For example, some individuals with low financial resilience may have accessto
conventional or responsible credit at affordable rates and so may not needa
NILS loan. Conversely, high cost credit borrowers may have healthy budget
surpluses, meaningthey are able to repay loans with interest (indeed, less than
half (45%) of FLS respondents who held HCC products reported low financial
resilience).

Therefore, the table below shows the share and estimate d size of the population
who have specific combinations of characteristics, including low financial
resilience combined with (i) being rejected for credit, (ii) holding HCC products,
(iii) low income, (iv) zero savings and (v) a life eventthat could create a situation
of vulnerability.
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Table 3.E: Estimates of the population with low financial resilience and

other characteristics

Characteristics

Proportion of
population (%)

Estimated size
of population

(UK adults)
Financial resilience of &, rejected forcreditin 0.62% 343,000
lessthan a week the past 12 months
Financial resilience of &, rejectedforcreditin 0.68% 355,000
1 weekto1 month the past 12 months
Financial resilience of &, holding HCC products | 1.4% 734,000
lessthan a week
Financial resilience of &, holding HCC products | 2.14% 1.1 million
1 weekto1 month
Financial resilience of &, income below 3.8% 2 million
lessthan a week £20,000
Financial resilience of &, income below 4.6% 2.4 million
1 weekto1 month £20,000
Financial resilience of &, zero savings in 3.1% 1.6 million
lessthan a week common products
Financial resilience of &, zerosavings in 3.3% 1.7 million
1 weekto1 month common products
Financial resilience of &, experienced life event | 2.8% 1.5 million
lessthan a week creating vulnerability
Financial resilience of &, experienced life event | 4.9% 2.6 million

1 weekto1 month

creating vulnerability

The loan product to be offered by the NILS

3.68  This section considersissues around the loan product thatthe scheme should
offer, including whetherit should offer cash loans or make direct paymentsto
suppliers of goods and services, the loan amountand duration and repayment

frequency and flexibility.

Cash loans or payments direct to suppliers

3.69 Loans made via the GSM scheme in Australia are explicitly linked to specific
purchasesand, likewise, the existing small-scale no-interestloans scheme in
Herefordshire, Shropshire and Worcestershire44 (NILS-HSW) operates on the
same model (this scheme purchases products on behalf of its borrowers).
Drawing on the expertise of stakeholders we consider the advantages and
disadvantages of NILS loans being paid in cash or being available only to
purchase specific products or services (and potentially being transferred directly

to suppliers).

3.70 Theworkshopsidentified advantages and disadvantagesto each approach. The

advantages of offering cash loans include that this approach would:

44
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e treat borrowers “like adults” by giving them choice and individual
responsibility;

e give borrowers more choice and flexibility allowing them to use the moneyto
better meettheirneeds;

e beeasierand cheaperto set-up and administer; and

e resultin a quicker application and approval process and delivery of the funds
(which as discussed below is seen as key to the scheme’s success).

3.71 Conversely, the advantages of linking loans to purchases of specific goods or
services on behalf of customersinclude that this approach:

e offers more controlin terms of targetingthe loans at particular borrower
needs and avoiding potential misuse of the funds;

e might be expectedtoresultin a lowerlikelihood of default (however, this was
suggested by a workshop participant, we are unaware of any evidence that this
is the case);

¢ might allow goods and services to be bought at lower cost (as the buyer may
be exemptfrom VAT or due to buyingin bulk);

e can still offerthe borrower choice in terms of which specific product (e.g. make
and model) is purchased with the loan; and

e may be more attractive to funders (due to factors mentioned above such as
more control and lower defaults).

3.72  Overall, a compromise with reasonably broad support was that loans linked to
specific products could be made for a defined set of products, while cash loans
are also available as an alternative for needs that fall outside of this list.

3.73  Akeyissue hereis the likely impact onthe costs and efficiency of the scheme. As
noted above, if the scheme were to provide borrowers with goods and services,
instead of offering cash loans, this may mean that the goods and services can be
obtained forlower prices, meaning the loan capital could go further.45

3.74  However, clearly the processes and tasks involved would increase the
operational costs of the scheme. Depending on the precise set-up, these tasks
could include defininga list of eligible goods and services (which may be
contentious), arranging purchases on behalf of borrowers, establishingand
maintaining links with suppliers, and making payments to suppliers. Moreover,
since some borrowers may only be able to get some products they need from
very specific outlets (e.g. schooluniforms) it may be very inefficient for the
scheme to have links with all the relevant suppliers.

3.75 Althoughitis difficult to determine the size of the impact on the operational
costs, we note that the operational costs of the GSM scheme, which does link

45 It was suggested by workshop participants that if loans are linked to purchasing a particular product, the scheme could partn er with

affordable suppliers (such as Homekind or Fair For You) to bring down costs.
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loans to specific purchases, amount to around 68%4¢ of the value of loans made,
comparedto between 15% and 57% amongthe credit unions and CDFls that
respondedtoourinformation requests.

3.76  Furthermore, setting up a pilot would be more complicated and costly if it is
decided to explicitly link loans to products (due to the additional tasks required
as elaborated in paragraph 3.74).

3.77 Therefore, on balance our view is that the scheme should focus on providing
cash loans, at leastin the first instance.4?

3.78 Asan alternative to stipulating that a NILS loan must be linked to a specific
purchase, stakeholders suggested that the application process could inform
borrowers of the types of uses that a NILS loan should be used forand to tell
borrowers how others have used the loans (this would make use of the concept
of ‘social proofing’ from behavioural economics). Moreover, asking how the loan
was spent could form part of follow-up communications with the borrower post-
disbursement.

Loan amount and duration

3.79  Statistics on borrowing from the high-cost credit and social and community
lending sectors, as well as data on borrowing by those who have sought debt
advice, can be usedto guide our thinking regarding the appropriate range of
loan amounts and durations that the scheme should offer. Furthermore, we can
also take a steerfromthe range of loans currently on offerfromsocial and
community lenders.

3.80 Forexample, adebtadvice charity provided us with fully anonymised dataon
the debts of individuals seeking debt advice from them overthe last 12 months.
The amounts of these debts give us a broad steeras to how much the NILS
target user group may needto borrow. The data shows that half of theirdebt
advice clients owe less than £600, while 90% owe amounts below £3,300 (see
Chart 3.B below). The average amount owed by those below the median was
approximately £290, a furtherthree-tenths had an average debt of
approximately £1,000 and the remainder had an average debt of approximately
£2,000. However, itshould be noted that the debtsin this data include a wide
range of differenttypes of debt notlimited to personalloans, including debts to
banks, water, energy and internet providers and government (including DWP,
HMRC and local councils).

46 Three-year average over 2016,2017 and 2018 based on information from GSM’s 2018 annual report. This report does not give
operating costs specific to GSM’s no-interest loans scheme but rather to their no-interest loans scheme and interest-charging loans
combined. The 68%is calculated by multiplying the GSM’s total operating costs by the share of NILS loans in the total number of loans

made by GSM to arrive the share of operating costs arising due to the NILS.

47 It should be noted that the discussion relating to the regulatory framework assumes that this will be the case. There may be other

regulatory considerations if the loans are linked to purchases of specific products.
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There is evidence that payday loan amountstendto be lower. The Competition
and Markets Authority’s payday lending investigation found that the average
payday loan value (forthe 12 monthsto August 2013) was £260, with half of all
payday loans at or below £200 and 90% at or below £570 (see Chart3.C). These
lower values may reflect the typically shorter durations of payday loans
compared to othertypes of credit, including other forms of high cost credit
(Table 3.F).

3.C: Payday loan values (12 months to August 2013)

! T I
0 500 1,000 1,500
Loan value, £

Competition and Markets Authority (2015), Payday lending market investigation: Final report

3.82

Table 3.F shows information on typical loan amounts and durations for various
types of credit, drawn from a range of different sources. In the high cost credit
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market average loan amounts range between £260 and £1,120, and average
durations range from undera year to up to five years (Table 3.F).

Table 3.F: Average loan amounts and typical loan durations

Product Average loan amount Loan duration

Payday loans £260 48 12 months or less 49
Rent-to-own £1,120 s0 Typically 1 to 3 years>?
Home credit £760 52 Typically up to 1year 53
Catalogue credit £320 54 Typically 1 to 2 years 55
CDFls £569 56 10 monthss?

Credit Unions £2,625 58 Typically up to 5 years 5°

3.83 Notethat the average loan amounts and durations shown in Table 3.F do not
illustrate the wide range of choice currently offered by the responsible lending
sector. Loan amounts offered by CDFIs range from £50 to £5,000 and loan
durations range from 4 weeksto 5 years. Table 3.G below shows the maximum
and minimum loan amounts and maximum loan durations offered by ten CDFls
that offerloans to consumers.

48 Competition and Markets Authority (2015), Payday lending market investigation: Final report
49 Ibid.

50 Financial Conduct Authority (2017), High-Cost Credit Review Technical Annex 1: Credit reference agency (CRA) data analysis of UK

personal debt

51 Money Advice Service website: https://www.moneyadviceservice.org.uk/en/articles/rent-to-own.

52 Financial Conduct Authority (2017), High-Cost Credit Review Technical Annex 1: Credit reference agency (CRA) data analysis of UK

personal debt

53 Financial Conduct Authority (2018), High-cost Credit Review: Consultation on rent-to-own, home-collected credit, catalogue credit and

store cards, and alternatives to high-cost credit Discussion on rent-to-own pricing

54 Financial Conduct Authority (2017), High-Cost Credit Review Technical Annex 1: Credit reference agency (CRA) data analysis of UK

personal debt

55 Money Advice Service website: https://www.monevyadviceservice.org.uk/en/articles/catalogue -credit-or-shopping-accounts.

56 Responsible Finance (2018), Responsible Finance: The Industry in 2018
57 Ibid.

58 Figure is average outstanding loan balance in 2017 — total value of loans outstanding at financial year 2017 end divided by number of
loans outstanding. Bank of England (2017) Credit Union Annual Statistics 2017. Available at:
https://www.bankofengland.co.uk/statistics/credit-union/2017/2017 (accessed 14 June 2019).

59 Money Advice Service website: https://www.moneyadviceservice.org.uk/en/articles/credit-unions.
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Table 3.G: Loan amounts and durations offered by CDFls

Lender Min loan Max loan Max duration (weeks)
amount amount For smallest | For all

amount other loans

Adage £300 £1,000* 48 48

CreditSpring £250 £1,000 17 26

CWRT £300 £1,000* 52 52

Fair Finance £100 £3,000* 78 78

Five Lamps £100 £1,000 26 52

Headrow Money Line £250 £1,250 Unknown | Unknown

Lancashire Community Finance | £400 £5,000 Unknown | 261

Moneyline £100 £1,500* 32 52

Places for People £250 £3,000 104 156

Scotcash £50 £2,000 52 52

Information taken from lenders websites in July 2019. * These are the maximum amounts available to

existing customers. Lower maximum amounts are available to new customers: Adage: £300; CWRT: £500;
Fair Finance: £1,000; Moneyline: £500.

3.84

3.85

3.86

3.87

3.88

This approach of offering the borrower a choice from a range of loan amounts
and durationsis in line with the consensus at the workshopsand among
stakeholders who provided feedback: loan amounts and durations should be
flexible and set on a case-by-case basis, so as to meet the customer’s varying
needs and ability to afford the instalments.

One stakeholderargued thatthe range of possible loan amounts should be
based on considering the different uses that borrowers might need aNILS loan
for, which would mean a range from small amounts (e.g. for school uniforms) to
amountsin the region of a couple of thousand pounds (e.g. forrent deposits).

It was argued by one stakeholder that there should be flexibility regarding the
maximum loan amountif there is a genuine need (e.g. if £2,400 is genuinely
needed the scheme should not only offer £2,000 because thatis the limit).
However, another stakeholderargued that this would come at the cost of a
more complex (and so more time-consuming and costly) application process (as
officers would have to considerrequests forloans above the maximumona
case-by-case basis) and weighed against this setting a fixed maximum would be
preferable.

However, smallerloans are more costly to provide per pound lent (this point
was made by the responsible and community lending sector, with onlender
saying that they do not offerloans of less than £250 for this reason).

In terms of the repayment period, one stakeholderargued in their written
response that rigid deadlines (such as 12 months etc.) should not be set. They
arguedthat it haslong beena feature of successful debt advice that affordable
repayments even where theseare fora small amounts per month (implying
longer repayment periods), are more sustainable in the long term than setting
up high repayments for ashort time period. Repayment frequency and flexibility
is discussed further below.
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3.89  On balance our suggestion would be to offera range of loan amounts between
£100 and £2,000¢°0, with flexibility for the borrowerto choose a repayment
duration between 3monthsand 3 years. The maximum duration that can be
chosen by the borrower could be limited forthe lowestloan amounts, in line
with the practices of some CDFls. If the ‘regulated lenders model’ (presented in
the next chapter) is adopted for the pilot it might be worthwhile aligning the
parameters of the NILS loan offering with the offerings of the partnerlenders, so
as to avoid burden in the implementation (this could be explored with candidate
partnersin the set-up phase).

Repayment frequency and flexibility

3.90 It will beimportant to putin place balanced policies regarding flexibility in terms
of the repayment schedule to ensure the long-run sustainability of repayments.

3.91 Atthe workshops, participants stressed the importance of flexibility in terms of
the repayment schedule. Some participants argued that the scheme should
follow the approach taken by the GSM scheme where borrowers are not
required to make up for missed payments, only to resume paying with the loan
term extended by the number of missed payments (GSM, 2014). The borroweris
contacted when a GSM loan repaymentis missed and then again after2 and 4
months of no contact and the loan is automatically written off if repayments
cease for more than a year (without affecting the borrower’s credit score 61). This
should not be misinterpreted to mean that there is not a clear obligation and
understanding at the outset that the loan should be repaid (afact that was
emphasised to us by GSM when we spoke tothem).

3.92 Onestakeholdernotedintheir written response that payment breaks are
generally recognised within debt advice as beingvital to the long-term
sustainability of repayment arrangements and this conceptis built into debt
options such as individual voluntary arrangements and the government
breathing space and statutory debt repayment scheme.

3.93  Furthersuggestions made inthe focus groups were that the borrower should be
permitted to repay “what they can” in any given period as opposed to a certain
fixed amountsolong as they keep repaying, linking repaymentlevelstoincome
(similar to studentloan repayments), or a pay-as-you-spend system (i.e. for
every pound spent (possibly exempting certain items) a certain amount goesto
paying off the loan). It was argued that these types of arrangements would help
to accommodate the irregular incomes that NILS users may have (such as those
on zero hours contracts).

3.94 This all being said, there would need to be clear, formal policies on repaymentin
orderto ensure that borrowers know what to expect at the outset, maintain the
integrity of the scheme and protect funders’ money (whether publicor private).
These policies should encompass rules on how missed payments are followed-
up, repaymentholidays (e.g. how long these can be and whetherthe borrower
needsto explain the reason) and write-offs. It will be necessary to work with the

60 This would be a further differentiating factor compared to existing no-interest loans schemes in the UK, since the maximum amount of a

Budgeting Advance or Budgeting Loan ranges from £384 for a single claimant to £812 if the claimant or their partner claims child benefit.

61 Note that if NILS loans are to be reported with credit rating agencies, there will be an obligation to comply with SCOR and the Principles

for Reporting arrears, defaults, etc. at credit rating agencies.

35



FCAto ensure that any flexibility policies are in line with credit market
regulations.62

Setting an appropriate repayment frequency at the outset

3.95

3.96

Workshop participants also argued that the borrower should also be allowed to
choose the date at which they start repayingand the frequency of payments.
The rationale given forthis was that settinga repaymentfrequency that does
not match the borrowers’ circumstance (i.e. notlinked to the regularity/pattern
of theirincome) would increase the cost of the scheme in terms of monitoring
and collection (due to the cost of sending reminder letters and chasing
repayments). Thus, the scheme should offer more granular choicesin terms of
repaymentfrequencies than simply weekly ormonthly.

However, with such a range of choices for the borrowerto make (loan amount,
duration and repayment frequency) there may need to be some assistance
available to borrowers (forthose who need it) to navigate these choices.

The NILS application process

3.97

3.98

3.99

Stakeholders strongly emphasised (in the workshops and written submissions)
that the application process must be sufficiently quick, since how NILS loans
compare in this respectto the alternative of high cost credit (e.g. from payday
lenders) will be important for the attractiveness/take-up of NILS loans. Thus, due
to its complexity (as well as operating cost) the application process of the GSM
scheme was not favoured by workshop participants as a model. 63

Indeed, an evaluation of the GSM scheme (GSM, 2014) found that gettingloans
to peoplein a timely manneris key. This evaluation found that in the past the
turnaround time for GSM loans has not been fast enough with an approval
process that takes between four days and severalweeks. Itis also noted,
though, that innovationsin the delivery process, such as making GSM loans
available online in Western Australia and through Good Money Hubs in Victoria,
have improved accessibility.

Previous research has shown that amongthose who turn to high-cost credit, the
efficiency with which the lender makes the decision is key (Big Lottery Fund,
2018). These people often need money urgently meaning that shoppingaround
for a betterdealis not always feasible. The figure below shows that the speed of
decision-makingis in the top tier of factors affectingwhere people turnwhen
they needtoborrow, whereas costis in the second tier.

62 Notably CONC 7 of the FCA Handbook covering arears handling and forbearance (as well as CREDS 7 and the PRA rulebook if credit

unions are involved in delivery, as discussed in the next chapter).

63 The GSM application process comprises of five stages: (i) an initial inquiry during which the applicant receives information about the NIL

scheme (eligibility criteria, purposes, documentation required), (i) an interview during which the applicant’s willingness and financial

capability to repay the loan are assessed (including a review of the applicant’s expenses and income), (iii) an assessment of the

application by a loan assessment committee (LAC) if the applicant is deemed eligible at the interview stage, (iv) a final meeting during

which the applicant signs the loan contract and receives a cheque if the LAC approves the loan and (v) the loan repayment period starts.
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Chart 3.D: Payday loan values (12 months to August 2013)

Tier 1

Tier 2

Tier 3

Flexibility in
repayments

Speed of decision-

making Trust & Experience

Headspace to make Likelihood of
decisions acceptance

Big Lottery Fund (2018), ‘Understanding the decision making of people who are experiencing financial
exclusion’, page 14.
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This highlights the importance of offering efficient application routes forthe
NILS, while ensuring that this does not come at the expense of consumers
having sufficient time to make informed decisions. One stakeholder
consequently noted in their written submission that they expect there would
needto be an online route if the scheme is to meetthe needs of those currently
using high-cost credit.

Workshop participants were wary of the requirement fora compulsory face-to-
face elementforall customers. The needto attend an interview in person is
seenasa barrier to the GSM scheme (GSM told us that in the past all applicants
were seen face-to-face, whereas now most are seen face-to-face while around
20% apply online) and it was also noted that such a requirementwould greatly
increase the operating costs of the scheme ifimplemented at scale. It was also
noted that online algorithms and online and telephone channels are key to
operating on a national scale.

That said, one workshop participant noted that being willing and able to repay
theloan is crucial and the interview processis key to establishing this (“it’s the
personalconnection [....] the labour intensiveness of itis key to the success”).

The workshop groups advocated an online portal to check eligibility and make
applications combined with local agencies offering face-to-face ortelephone
options for customers that would preferthese channels. Serving many
customers face-to-facewould be expected toincrease the costs of the scheme,
although if customers are given the option of applying online we would expect
most to use this channel(this channel has worked for payday lenders and one
CDFI told us that increasingly people wish to deal with lenders online).

It was also recommended by workshop participants that the process should not
simply yield an accept or decline outcome butalso a ‘furtherdiscussion needed’
outcome if the initial result is ambiguous. This suggestion appearsto bein line
with the many lenders’ current practices according to a recent FCA survey which
foundthat lenders use automated decision-making but then manually review
some cases (FCA, 2017c).

With all this in mind, it is necessary to consider what the application process
should ideally achieve. Ideally, the process should:
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3.106

3.107

3.108

1. Establishthat the borrower is eligible: This is an essential objective of the
application process and would include ensuring that the customer can afford
the loan.

2. Ensure a NILS loan is the right option for the customer: Dependingon their

circumstances there may be other options available to the individual that are
more beneficialfor them (e.g. grants). However, given the importance of the
speed of the application process and the fact that other organisations (e.g.
Turn2Us) already help people to assess their options, it may be betterto link
customers tothese organisations rather than reinventing this service. If the
borrowertakesa NILSloan and a betteroption (like a grant) is subsequently
identified, thenthey should be able to repay the NILS loan without a fee.

3. Ensure the customer is aware of theirrights and obligations underthe credit
agreement: This is an essential part of the application process andthere are
regulatory requirements concerning information that must be provided to
consumer credit customers, which we assume would apply for a no-interest
loan (e.g. pre-contractinformation, adequate explanations and the form and
content of credit agreements).

4. Build a good relationship with the customer: Building a good relationship with
the customer would be expected to have benefits for both the customerand
the scheme in terms of encouraging good future behaviour. Forexample,
when we asked GSM what they believe leads to their high repayment rates,
theytold us that building trust and treating people with dignity are key.

Regarding the second point, it was argued in the workshops that it is essential to
provide or link the customerto other support, whereas simple signposting was
not viewed as effective. This support helps build loyalty, which enhances
repaymentrates. Regarding building a good relationship, this would imply that a
face-to-face oratleast telephone conversation should be had where possible.

Giventhe objectives listed above we see the process as comprising of four key
steps:

1. Contact: The applicant makes contact and arrangements are made forstep 2;64
2. Information: Necessary information is gathered from the applicant;

3. Furtherinformation: If necessary, the applicant provides furtherinformation;
4. Assessment: The application is assessed; and

5. Decision: A decisionis made andrelayed to the applicant.

We view these steps as necessary irrespective of the eligibility criteria. The
differences depending on the eligibility criteria would be the information that
must be collected at steps 2 and 3 and assessment process atstep 4. Ideally step
3 would not be required in most cases, but we believe it is prudentto plan for
the fact that some borrowers will not provide all the necessary information at
step 2 or due to individual circumstances additional information may be
required to assess eligibility.

64 Ideally, the first and second steps would be combined, but we think it is unlikely that the customers will have the necessary information

to hand at the outset
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3.109 Onthescheme’sside, underthe possible organisational structures discussed in
the next chapter, these steps could be undertaken by the central body (all
steps), aregulatedlender partner (all steps) or an access partner (steps 1and 2

only).

3.110

The table below describes the steps. Since the process needs to be as quick as

possible the table includes target deadlines for completing each step. If the
consumer’sneedis urgent, they could reasonably be expected to act quickly,
meaning that the indicated timeframes for steps 2 and 3 are realistic.

Table 3.H: Steps of the application process

Step

1. Contact

2. Information

3. Further
information

4. Assessment

5. Decision

Target
deadline

t=0

t=24hrs

t=36hrs

t=48hrs

t=48hrs

Possible
channels

Online,
telephone,
or in-person

Telephone,
in-person, or
online

Online or in-
person

n/a

Email and
telephone,
or by post
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Actions

Provide information and instructions to
the applicant, including what supporting
evidence they will need to provide and
how they will need to provide it.

Begin building the relationship.

Arrange a call back or meetingforstep 2.

Gatherthe information neededto
conduct the affordability check and
assess the application against any other
eligibility criteria.

Provide necessary information to the
borrower.

Continue to build the relationship with
the customer. Establish their purpose for
the loan.

If furtherinformation is required which
the applicant cannot provide at this
stage, arrange a call back or meeting.

Borrower submits furtherinformation if
necessary.

Assess application against the criteria.

Inform the applicant of the outcome.

Provide the borrowerwith documents,
helpline information, etc.



Chapter 4

Structure, delivery & management

4.1 This chapter presents alternative organisational models for the scheme and
discussesvariousissues, advantages and disadvantages of these models. The
table below summarises the key findings. However, these conclusions should be
read in conjunction with the relevant paragraphs below.

Table 4.A: Key findings with respect to the structure, delivery and
management of the scheme

Issue
Alternative

organisational
models

Possible
structure for the
pilot

Potential
structure
beyond the pilot

Key findings

Three alternative organisational models are presented. Underthe
first model, the ‘centralised model’ (see paragraphs 4.8 to 4.17), a
NILS central body®s would undertake most of the functions of the
scheme including being the lender, with ‘access partners’ helpingto
provide access to the scheme forcustomers (in particular via
telephone and face-to-face channels). Under the second model, the
‘regulated lenders model’ (paragraphs 4.18 to 4.26), the central
body would have a coordination, rule-setting and monitoring role,
while regulated lender partners would be the lenders of NILS loans.
The third model, the ‘hybrid model’ (see paragraphs 4.29 to 4.37),
would be a combination of the othertwo.

Underall three models the centralbody would receive the funds for
the loan capital and operational costs of the scheme fromthe
funders and would channel these funds to the various partners.

We expectthat the regulated lenders model would be the most
straightforward approach for trialling the scheme since it makes use
of existing lendinginfrastructure and because the central body
would not have to acquire the capabilities, staff, IT systemsand
regulatory approval required to make loans to consumers and
undertake related loan managementfunctions.

For the purpose of the pilot, rather than creatingthe central body
as a new organisation it seems sensible to try to partner with an
existing organisation that could take on the coordination role .66

Depending onthe results of and learnings from the pilot, the
scheme might, if appropriate, then be scaled-up along the lines of
the same model, or by branching outinto the hybrid model.

65 The nature of the legal entity of this central body would depend on the design of the final scheme.

66 |t should also be noted here that the legal structure of the central body will be relevant if it is to engage in regulated activities under one

of the alternative delivery models.
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Regulatory Analysis of the regulatory requirements for the different parties
exemptions to that would be involvedin delivering the scheme under different
facilitate the organisational structures (see paragraphs 4.44 to 4.56) suggests
scheme that the different parties may fall within scope of FCA regulation,
including for credit brokering. Inlight of this, the FCA and HMT
would need to consider whether possible regulatory easements
might facilitate this scheme, in particular for “access partners”.

Functions involved in delivering the scheme

4.2 As afirst stepitis usefulto set outthe functionsthatneedto be donein order
for the scheme to operate. These functions are presented in the table below,
split into four function categories. It should be noted that some of these
functions might not be required depending on the final decisions made with
respectto certain aspects of the scheme (e.g. if everythingwere tobe done by a
single centralised body, without delivery partners, there would be no
coordination functions). With this list of functionsin mind options forthe
organisational structure of the scheme can be considered.

Table 4.B: Functions involved in delivering the scheme

Function categories Functions
Managementand Identify, assess and approve delivery partners
coordination Contract with delivery partners

Setremits and standards of delivery partners
Audit work of delivery partners
Channelfunding for operational activities
Training for workersin the network
Providinginformation and | Raise awareness of the scheme

raising awareness Respondto enquiries
Maintain the NILS website
Loan management Administerthe loan book

Assess and accept/refuse loan applications
Prepare loan contracts
Disbursements and collections

Monitoring, administration and communication
associated with repayment

Providing access to the Online channel for making applications
scheme In-person and telephone channels for making
applications

Supportapplicants through the process

Alternative organisational structures of the scheme

4.3 When the organisational structure of the scheme was discussed at the initial
workshops, a consistenttheme of the proposals that emerged was fora single
central body to sit between the client-facing delivery partners and the funding
partnersand the Government, and be responsible for most of the operational
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4.4

4.5

4.6

4.7

functions of the scheme. There were differences between the proposalsinterms
of the extentthat functions are concentrated in this central body, butthe
generalprinciple of having such a body was always present. It was argued that
for reasons of scalability and consistency, it would be beneficialto place as many
functions with the central body as possible.

Some stakeholders suggested dividing the customer facing functions otherthan
loan managementacross various types of delivery partnersincluding debt advice
charities, organisations with a local presence (such as Jobcentre Plus, local
authorities or a commissioned charity with local centres) and social and
community lenders.

The group in the second workshop proposed astructure that would involve
existingregulated lenders such as credit unions, responsible lenders, banks,
and/or building societies playing a key role in the NILS lending function. Under
this proposal these regulated lenders would take on the functions of monitoring
and administration associated with repayment, communication during the
repayment period, arranging disbursement of funds and assessing loan
applicants.

A key insight regarding access to the scheme that was reinforced severaltimes
during the workshops was that a face-to-face channel should be available for
customers to approach the scheme. This implies that the organisational
structure of the scheme should include partners who can provide this face-to-
face contact. Workshop participants also highlighted the need to consider
accessibility in rural areas with less physical infrastructure, less frequent public
transport and poorerinternet connections, implying that face-to-face contact
shouldideally be geographically widespread.

Below we discuss three alternative models for the organisational structure of
the scheme.

Model 1: ‘Centralised model’

4.8

4.9

4.10

Underthis modelthe organisational structure of the scheme would comprise of
three parts: a central delivery body; ‘access partners’; and ‘funding partners’.

The central delivery body would be responsible for most functions. It would
undertake the loan management functions (assessing and deciding on loan
applications, administering the loan book, disbursements and collections, and
monitoring, administration and communication associated with repayment). It
would also coordinate and manage the scheme (including e.g. contracting the
delivery partners), raise awareness of the scheme, respond to enquiries and
provide information (including e.g. maintaining the NILS website) and take
online applications.

The ‘access partners’ would be the in-person (face-to-face) and telephone
points of contact between the scheme and the customers, forthe purpose of
facilitating loan applications. These organisations would collect the necessary
information and evidence from customersin orderfor their applications to be
assessed and pass this information to the central body; importantly the delivery
partnerswould not be involved in assessing applications (as noted above this
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would be the responsibility of the central body). The delivery partners might also
support customers with the application process (e.g. how tofill in any forms).

4.11  In practice the delivery partnersin this modelcould include charities (especially
those that have networks of physical premises where customers could approach
the scheme in person) and companies (e.g.anin-bound call centre) orother
types of organisations (e.g. housing associations).

4.12  The ‘funding partners’ (which may include central Governmentand the private
sector) would provide the funding for the operational costs of the scheme and
the capital for making loans.

4.13  Itis also anticipated that irrespective of the NILS modeladopted (this modelor
one of those described below) other organisations may voluntarily signpost and
raise awareness of the scheme, whenitis in line with their wider objectives.
However, undercurrentrules, where such organisations introduce customers to
lenders (orundertake certain other activities preliminary to lending) they would
be engaged in credit brokings? for which they would require an FCA permission.

4,14  Chart 4.A below illustrates this structure and lists the functions that each
componentwould do.

Chart 4.A: Centralised model structure and functions

‘Funding partners’
Central government & private sector
* Provide fundingfor operational costs
* Provide loan capital

Central delivery body

Created or commissioned for the purpose of delivering the scheme
* Identify, assess & approve delivery partners
* Contract with delivery partners
* Set remits & standards of delivery partners
* Auditwork of delivery partners
* Channel fundingfor operational activities
* Trainingfor workers in the network

Coordination

* Raise awareness of the scheme
* Respond to enquiries Info & awareness
* Maintainthe NILS website

* Online channel for making applications o
- . : . Providing access
* Collectinginformation from applicants (via web)
* Administer the loan book
* Assess & accept/refuse loan applications
* Prepare loan contracts Loan management
* Disbursements & collections
* Monitoring, admin & communication associated with repayment

‘Access partners’
For example Citizens Advice or housing associations
* In-person and telephone points of contact between applicants & the scheme
* Collectinformationfrom applicants & passit on to the central body
* Support applicants through the process

67 Under Article 36A of the Financial Services and Markets Act 2000 (Regulated Activities) Order 2001
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4.15

4.16

4.17

Underthis modeloperationalfunding would flow from the funding partnersto
the central delivery body. Inturn, the central body would provide operational
fundingto the access partnersto compensate them fortheirrole in delivering
the scheme.

The capital for making loans would pass from the funding partners to the central
body (e.g.in the form of no-interestloans, as discussed in the next chapter),
which would then make the loans to the customers.

The figure below shows the flows of funding under this model.

Chart 4.B: Funding flows in the centralised model

Funding partners
Central government & private
sector

Fundingfor

: Loan capital
operational costs

Central delivery body
Created or commissioned for the
purpose of delivering the scheme

.

\Fundingfor
é operational costs
£ \
Q2
558 Access partners
@ §_ For example Citizens Advice
28
5 2
S«

Customers
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Model 2: ‘Regulated lenders model’

4.18

4.19

4.20

4.21

As in the previous model, this modelwould also include a central delivery body
and funding partners. However, it would involve a different type of delivery
partner, which we referto as a ‘regulated lender partner’.

Underthis modelthe central deliverybody would have a coordination, rule-
settingand monitoring role with responsibility for setting standards, contracting
the regulated lender partners and auditing their work, as well as channelling
funding. It would also raise awareness of the scheme, respond to enquiries and
maintain the NILS website. However, the central body would not have a role in
taking or assessing applications, or any other loan managementfunctions.

The regulated lender partners would be existing regulated lenders, such as
credit unions and CDFls (and potentially banks and building societies depending
on theirappetite) who have the capabilities and regulatory approval needed to
perform loan managementfunctions.

Loans made underthe scheme would be extended by these regulated lenders
(although as noted below the original source of the loan capital would be the
funding partners). These lenders would act as the ‘shopfront’ forthe scheme
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4.22

(i.e. providing the points of contact for customers) and would carry out the loan
management functions (assessing and deciding on applications, administration
of the loan book, disbursements and collections, and monitoring, administration
and communication associated with repayment).

The structure and functions are shown in the figure below.

Chart 4.C: Regulated lenders model structure and functions

4.23

4.24

4.25

4.26

4.27

‘Funding partners’
Central government & private sector
* Provide fundingfor operational costs
* Provide loan capital

Central delivery body

Created or commissioned for the purpose of delivering the scheme
* Identify, assess & approve delivery partners
* Contract with delivery partners
* Set remits & standards of delivery partners
* Auditwork of delivery partners
* Channel fundingfor operational activities
* Trainingforworkers in the network

Coordination

* Raise awareness of the scheme
* Respond to enquiries Info & awareness
* Maintainthe NILS website

‘Regulated lender partners’

For example CDFIs and credit unions
* ‘Shopfront’ to provide access to the scheme
* Assess & accept/refuse loan applications
* Prepare loan contracts
* Administer the loan book
* Disbursements & collections
* Monitoring, admin & communication associated with repayment

As in the first modelabove, operational funding would pass fromthe funding
partnersto the central body. The central body would provide operational
fundingto the regulated lender partnersto coverthe operational costs of
making the loans.

The fundingarrangements would need to ensure full cost recovery for the
lender partners, and possibly provide some furtherincentive. Forexample, one
lendernoted to us that the scheme would only be attractive if it contributesto
the overall growth and success of theirorganisation and is not justa ‘break
even’ product (orworse, one that requires subsidy from the lender) . Moreover,
lenders would need to consider how participating in delivery would impact on
their core business.

The loan capital would flow from the funding partners to the central body. The
central body would distribute the loan capital to the regulated lender partners,
who would make the loans to the customers.

The funding flows underthis model are illustrated in the figure below.

A questionthat would have to be addressedif the regulated lenders modelis
adoptedis how the lenders might be incentivised to ensure rigourin the
assessment of loan applications, forexample via some sharing in the risk and
reward associated with the write-off rate.
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4.28 For example, apossible system that could be adopted is thatif the write -offs rise
above a certain level(say 20%), thenthe regulated lender partners might bear
the amount above that level. However, at present we do not know what level of
write-offs to expect given the eligibility criteria (and otheraspects) of the
scheme. Therefore, the threshold above which the partners would bear the risk
of write-offs could be setfollowing the pilot (when the expected write-off rate
will be clearer) or afterthe first 1-2 years of operation of the full scheme (with
the government orotherfunding partners bearing the whole risk before then).

Chart 4.D: Funding flows in the regulated lenders model

Funding partners
Central government & private
sector

Fundingfor

; Loan capital
operational costs

Central delivery body
Created or commissioned for the
purpose of delivering the scheme

Fundingfor

: Loan capital
operational costs

Regulated lender partners
For example CDFls and credit
unions

Loan disbursements
& repayments

% .Cust:me.rs .
"Mere
Model 3: ‘Hybrid model’

4.29  Finally, the third modelis a hybrid of the first two models described above. This
would comprise of all four components: (i) the central delivery body (ii) ‘access
partners’, (iii) ‘regulated lender partners’ and (iv) funding partners.

4.30 Underthis modelthe central delivery body would play the same role as it would
in the regulated lenders model above and in addition would undertake the loan
management functions forany loans not made via the regulated lender partners.

4.31  The access partners and the regulated lender partners would fulfil the same
roles as they would in the centralised modeland the regulated lenders model
above, respectively.

4.32  Thefigure below illustrates this structure and shows the functions that each
component would undertake.
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Chart 4.E: Hybrid model structure and functions

‘Funding partners’
Central government & private sector
* Provide fundingfor operational costs
* Provide loan capital

Central delivery body

Created or commissioned for the purpose of delivering the scheme
* |dentify, assess & approve delivery partners
* Contract with delivery partners
* Set remits & standards of delivery partners
* Auditwork of delivery partners
* Channel fundingfor operational activities
* Trainingfor workers in the network

Coordination

+ Raise awareness of the scheme
* Respond to enquiries Info & awareness
* Maintainthe NILS website

* Administer the loan book

* Assess & accept/refuse loan applications

* Prepare loan contracts Loan management
* Disbursements & collections

* Monitoring, admin & communication associated with repayment

_—

‘Regulated lender partners’ Access partners’

For example CDFls and credit unions For example Citizens Advice
* ‘Shopfront’ to provide access to the scheme * Provide additional points of contact between
* Assess & accept/refuse loan applications applicants & the scheme
* Prepareloan contracts * Collectinformationfrom applicants & pass it on to the
* Administer the loan book central body
* Disbursements & collections * Supportapplicants through the process
* Monitoring, admin & communication associated with

repayment

4.33

4.34

4.35

4.36

4.37

In this modelit may also be possible forthe access partnersto pass applicants’
information to the regulated lending partners for assessment. While this may be
feasible, the additional complexity it would create would need to be considered.

Operationalfundingto coverthe costs of delivery and loan capital for making
loans would pass from the funding partnersto the central delivery body.

The central body would provide some (but not all) of the loan capital to the
regulated lender partners, who would use this capital to make loans to
customers. The rest of the loan capital would remain with the central body to be
loaned directly fromthe central body to customers (in particular those who
approach the scheme viathe access partners). In addition, the regulated lender
partnerswould also receive fromthe central body operational funding to cover
their costs of delivery.

Likewise, the access partners would also receive operational funding from the
central body to coverthe costs arising fromtheir role in delivering the sche me.

The figure below shows the flows of funding around the system.
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Chart 4.F: Funding flows in the hybrid model
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Costs of the scheme

4.38

4.39

The exact costs of the scheme (i.e. the full scheme ora pilot) would depend on
the modelthat is adopted, although we would not expect the differences the to
be very large.

We expectthe regulated lenders modelto be the most cost-effective since itis
based on partner organisations that already hold FCA licenses, already have loan
management|Tsystems and have established loan management teams. We
expectthat this would result in lower setup costs and, due to the lenders’
knowledge and experience, greater efficiency in making loans.

Reach and consistency of provision

4.40

4.41

The key advantage of the hybrid model (Model 3) is that by including both
regulated lender partners and access partners we expect that this modelwould
achieve the widest reach in terms of providing access to the scheme for
borrowers. Otherthan that, the reach of each model would depend on the
appetite for participating amongthe responsible and community lending sector
and potential access partners.

The centralised and regulated lenders models were reviewed at the third
workshop and opinion among stakeholders was split regarding which would be
the best model (the third hybrid modelwas devised later). Some participants
argued that the centralised modelwould have more consistency and, as noted
above, for reasons of scalability and consistency it was argued that it would be
beneficialfor the central body to take responsibility for as many functions as
possible. However, there were concerns about the capability and capacity of the
frontline access partners. It was noted that some customers will need help with
the application, so the access partners’ ability to provide this would be
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4.42

4.43

important. Regarding the regulated lenders model, some participants noted that
a large bank might have to be involved (notjust credit unions and CDFIs) to give
the scheme the necessary reach.

Consistency of provision would be maximised by having a small number of large
delivery partners or, alternatively, a smaller number of very similar partners (e.g.
CDFIs and credit unions that operate in a similar way). This might suggest that
the centralised modelwould be bestin terms of consistency if a small number of
large access partners can be recruited to participate in the scheme.

Consistency could also be enhanced by the central body setting clear remits,
standards and guidance for delivery partners and providing common training
across the network of partners.

Regulatory considerations

4.44

4.45

4.46

The provision of credit and ancillary activities raise considerations as to whether
the organisations involved are carrying out regulated activities requiring
authorisation by the Financial Conduct Authority. Below we discuss the
regulatory requirements under each of the organisational models set out above.
These views follow discussions we have had with the FCA. It should be noted
that this is a high-levelsummary on the application of the statutory provisions,
which may vary depending on particular circumstances. Organisations should
seek theirown advice.

This analysis is on the basis that the activities of the central delivery body and
the access partners are carried out ‘by-way-of-business’. While the activities
may be undertaken by not-for-profit organisations and the product s interest
free, the frequency and regularity of the activity is a factor that is likely to make
it ‘by-way-of-business’.68

In summary, we expectthatthe overall burden in terms of obtaining regulatory
permissions would be lowest under the regulated lenders model, whichis a key
advantage of this model(especially in terms of setting up a pilot).

Centralised model (Model 1)

4.47

4.48

The funding partners, who provide funding for the operational costs and provide
loan capital for the central delivery body that makes the loans, would be unlikely
to be engagedin any regulated credit activity.

The central delivery bodyé® would be enteringinto credit agreements aslender
and would also be carrying out the loan servicing functions including collection
of payments of debts. This will involve the activities of enteringinto a regulated
credit agreement as lender and exercising (or having the right to exercise) the
lender’srights and duties underthe agreement under Article 60B of the
Regulated Activities Order (RAO)70. Even though there will be nointerest or fees
payable, there are no current exemptions that would apply. Consequently, the

68 A description of the FCA’s ‘by-way-of-business’ test is provided here: https://www.handbook.fca.org.uk/handbook/PERG/14/5 .html.

69 The nature of the legal entity of this central body is not yet decided and would depend on the design of the final scheme. It should be

noted here that the legal structure of this body will be relevant from a regulatory perspective.

70 The Financial Services and Markets Act 2000 (Regulated Activities) Order 2001
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4.49

central body would have to be authorised under.71 For this not to be the case it
would be necessary to create a new exemption for this (defined) activity under
the RAO or a specific exclusion for the central delivery body.

The access partners, which may be charities, debt advisersand/or housing
associations, will introduce consumers to the central body with a view to their
enteringinto credit agreements and will also carry out some preparatory work,
for example, in the form of collecting information to be passed onto the central
body. The access partners would be engaged in the regulated activity of credit
broking under Article 36A of the RAO. Even if they receive no remuneration for
this, the making of the introduction would still be caught by the credit broking
activity. Although advice agencies and debt charities will already be FCA
authorised fordebt counselling, very few are likely to have a credit broking
permission and so would need to apply fora variation of permission.

Regulated lenders model (Model 2)

4.50

4.51

4.52

Hybrid
4.53

4.54

Again, as perthe modelabove the funding partners would notbe engagedin
any regulated credit activity. Underthis modeloperational fundingand loan
capital would pass from the funding partners to the ce ntral body which, in this
instance, would act as a co-ordinating body, providing funds to the regulated
lender partners (such as credit unions and CDFIs and potentially banks and
building societies).

The regulated lender partners would need Article 60B permissions (although this
will not apply to credit unions who will be able to rely on the credit union low
cost exemption?2). Asregulated lenders, these partners should already have
these permissions. Thus, the burden and difficulty in terms of obtaining
regulatory permissionsis expected to be lowest under this model.

However, the centralbody would need a credit broking permission if it were to
introduce customers to the lending partners.

model (Model 3)

This modelis a combination of the two models above where the funding from
the funding partners received by the central body is distributed to the regulated
lendersto make loans while some is retained by the central body to provide its
own lending to consumers. Once again, the funding partners would not be
involved in any regulated credit activity.

Underthis model, the central body would require lending permissions under
Article 60B (in orderto make and hold direct loans). It may also require Article
36A credit broking permissions (if it introduces customers tothe lender
partners), and debt administration or debt collection permissions (dependingon
the nature of the administration services carried outin respectof the lender
partners’ loan books).

71 Specifically, authorised under Part IV of the Financial Services and Markets Act (FSMA) and have the Article 60B permissions.

72 prticle 60(G)(2) of the RAO (The factsheet at the following address provides further explanation: https://www.fca.org.uk/firms/credit-

unions/consumer-credit). If credit unions are involved, their involvement would need to comply with the relevant rules of the FCA’s

Credit Unions sourcebook (CREDS), as well as Prudential Regulation Authority rules for credit unions.
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4.55 Theregulatedlender partners would need Article 60B permissions, although as
noted above these lenders should already have these permissions and credit
unions would be able to rely on the low cost exemption.

4.56  As perthe centralised model, the access partners would be engaged in credit
broking under Article 36A of the RAO and would need the relevant permission.

State aid and legislative considerations

4.57  Stateaid is any advantage provided by public authorities via state resourcesona
selective basis to any organisations, which could potentially distort competition
and trade. The definition of state aid is very broad since ‘an advantage’ can take
many forms. It can be anythingthat an undertaking, i.e. an organisation engaged
in economic activity, could notget on the open market. State aid could be an
issue for the NILS since it may involve public money being provided to
undertakingsin order for themto carry out an economicactivity (i.e. making
loans).

4.58 In principle, state aid is not permitted by law. However, some state aid is
beneficialto the economy and supports growth and other policy objectives.
Thus, state aid can be given to support a wide variety of activities and the state
aid rules may allow aid that is necessary to deliverimportant objectives.”3
Potentially, the scheme may not fall foul of state aid rules because:

e Either, the NILS could be categorised as a ‘service of generaleconomicinterest
and the annual level of public funding might not exceed €15 million (which is
one possible exemption).

e Or, it may fall within the category of providing a service of generaleconomic
interest meeting social needs as regards “the care and social inclusion of
vulnerable groups”, which could cover “services supporting over-indebted
persons”74 (which is another possible exemption).

4.59 In addition to the points above other conditions may also have to be met (e.g.
avoiding ‘overcompensation’), and the implications of the scheme for state aid
would depend on the final design of the scheme.

4.60 Furthermore, government would need to consider what legislative powers exist
or would be neededinorderto implementthe scheme.

Possible organisational model for the pilot

4.61 Intheshort-term, since the regulated lenders model utilises existing lending
infrastructure, we expectthat it would be the most straightforward approach for
trialling the scheme. The centralbody would not have to acquire in-house the
capabilities, staff and IT systems required to make loans to consumers and
undertake all the related loan manage mentfunctions, and would not have to
become an authorised consumer credit lender (it would, though, have to make

73 see: https://www.gov.uk/guidance/state-aid#what-is-state-aid
74 see ‘Commission staff working document: Guide to the application of the European Union rules on state aid, public procurement and
the internal market to services of general economic interest, and in particular to social services of general interest’, page 58, available at:

http://ec.europa.eu/competition/state aid/overview/new guide eu rules procurement en.pdf
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4.62

4.63

loans to the delivery partners, unless the government would be willing to make
grants forthe pilot).

For the purpose of the pilot, rather than creating the central body as a new
organisation it seems sensible to try to partner with an existing organisation that
could take on the coordination role.

Dependingonthe results of and learnings from the pilot, the scheme could then
be scaled-up along the lines of the same model, or by branching out into the
hybrid model.
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Chapter 5
Funding & repayment

5.1 This chapter deals with two issues. First it addresses possible funding options for
the scheme. Then (from paragraph 5.32 onwards) it considers possible ways to
maximise repayment rates.

Funding options

5.2 The fourth and final workshop conducted for the study focussed on options for
funding the scheme, including funding the loan capital and the operational costs.

Funding the loan capital

5.3 First the workshop participants were asked to considerhow the loan capital
might be funded, including the initial loan capital, increasing the loan capital as
the scheme is scaled up and coveringloans that are not repaid. Before
considering how these funding requirements could be allocated, participants
made a number of general suggestions for potential sources of funding,
including:

e theBank Levyoran FCA levy;7s

e the National Lottery;

e the gambling sector levy;

e agenerallevy onindustry;

e monies from dormant assets/bank accounts; and
e social investment.

5.4 To put these suggestionsinto context, the chart below shows the funding
sources of CDFls in 2017.

75 Note that there exists a Bank Levy (see: https://www.gov.uk/hmrc-internal-manuals/bank-levy-manual) and various fees and levies

collected by the FCA to fund organisations that are part of the regulatory system (see: https://www.fca.org.uk/firms/fees).
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Chart 5.A: Sources of CDFI funding in 2017
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Source: Responsible Finance annual report 2017. *Including individual investor.

5.5

The figure below illustrates the different components of the loan capital that
workshop participants were asked to consider. These include the initial injection
of capital to get the scheme started by making the first loans (A), the further
injections of capital required overthe first few years as the scheme is scaled up
(B)76, and covering the write-offs in the longer term once the scheme has
reached its steady state (C). The participants were asked for their views on how
these funding requirements could be allocated across different funding partners
and sources.

Chart 5.B: New capital required per year, write-offs per year and capital
level at the end of each year

5.6

B. Increasing initial

loan capital if the

A. Initial loan scheme is scaled-up .
C. Covering

—— ( write-offs

capital

Y1 Y2 Y3 Y4 YS Y6 Y7 Y8 Y9 Y10
= New capital required in year to make loans (given repayments, payment holiday, write-
offs)
222222 \Write offs

Capital level at year-end (Total inflows - write-offs + capital stock at end of previous
year)

Suggestions ranged from ‘all government’ to ‘all private sector’. A proposed
option where both the government and private sector would contribute to the
loan capital would involve the former providing the initial capital and both
sharing in the provision of the capital to scale-up the scheme and cover write-
offs.

76 These increase to a peak in the fourth year due to the fact that the number of loans per year is expected to increase over these years

until it reaches a steady state and because some repayments are still being awaited
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5.7

5.8

5.9

5.10

511

5.12

5.13

5.14

Depending onthe fundingarrangement, it was argued that private sector
involvementwould likely require some government guarantees or ‘backstops’,
for example losses being covered by the private sector up to an agreed level
(with the precise levelto be determined in consultation with the funding
partners), above which government would stepin.

It was also noted that private sectorinvolvement would have to be properly
incentivised (thisis returnedto later) and that, if one-off donations are sought,
the sustainability of these would be important.

When the participants were asked to elaborate on what could be meant by the
‘private sector’ in this context, the first suggestion was banks, but it was also
suggested thatit could include a more generalindustry levy, the supermarkets
(the reasoning being that their business relies on peoples’ financial resilience),
or utility companies. Some participants also suggested housing providersand
home builders.

Philanthropy was effectively ruled out by the workshop group. When asked to
expand onthe reasons forthis the group argued that it is due to a likely lack of
interestamong philanthropic organisations in the scheme and the fact that such
organisations usually have specific objectives and causes that they focus on and
there was scepticism that NILS would fit well with the objectives/causes of any
particular organisation. Furthermore, there was aworry that the scheme could
be perceived asfilling a gap in government responsibility, which it was thought
would not be attractive for philanthropic organisations.

Regarding trusts in the UK, it was thought that these would not have sufficient
free/spare capital, meaningthat if they funded the NILS there would be a
displacement effect (i.e. other projects going without funding).

The workshop group also noted that a smaller number of funders each providing
large contributions would be more practical than a larger number of funders
each making small contributions. This is in line with arguments made in the first
workshop (which touched more briefly on funding) that if many funders are
involved they will likely have different objectives forthe scheme (and may wish
to influence how the funds are distributed), making the scheme impractical to
run. It was argued, therefore, thatasmall number of funding partners (ideally
justone) should be sought who are committed and have a clear, aligned purpose
for contributing to the scheme, ratherthan seeking funding from multiple
sources on an “opportunistic” basis.

Furthermore, it was also noted that the funding sources do not needto remain
the same throughout the scheme’s lifetime, i.e. early funding could come from
one funderand if/whenthe scheme is scaled up the funders could be diversified.

Finally, the workshop participants were asked to considerthe option of funding
the loan capital by issuing social impact bonds, where government covers the
interestonthe bonds andthe lossesincurred due to loans that are written-off.
The perceived advantage of this is that it could create a pooled fund for private
investors with the funds likely to be invested forthe mediumterm (5 to 7 years).
It was argued that with a decent guaranteed return this could be attractive to
investors, although they would likely be more interestedin a steady rate of
return rather than the social impact. However, it was also argued that since the
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setup costs of bonds are quite high this route would only be worthwhile if the
scheme was looking to raise £10 million or more.

Funding the operational costs

5.15

5.16

5.17

5.18

5.19

The workshop participants also considered how the operational costs of the
scheme could be funded, including the initial setup costs and the ongoing costs
of running the scheme, including those of the central body and delivery
partners.

The group noted that all of the potential sources of funding discussed above in
relation to fundingthe loan capital could also be considered for the operational
costs.

Beyond the potential funders mentioned in relation to funding the loan capital,

it was suggestedthat, asa general principle, a “consortium of interested parties”
might be sought to provide this funding, meaning organisations that would
benefit from greaterfinancial resilience. It was suggested that this might
include, for example, supermarkets, housing providers (the reasoning being that
they would benefit from more reliable rent payments) or local councils.

It was also advocated that, in order to reduce the operational costs (and in
particular the costs of setting up touchpoints) the scheme should leverage
existingtouchpoints (whichis indeed largely the idea of the delivery models
outlinedin the previous chapter), since providing extra funding to these would
be more efficientthan funding new touchpoints.

An important question raised by participants was how any wrap-around services
(e.g. provision of budgeting advice) would be funded and whetherthesewould
be part of the scheme. A participant explained that for CDFIs the cost of
deliveringa loan is largely driven by the cost of providing more general advice.

Mobilisation and incentivisation of funders

5.20

5.21

As regards how to mobilise potentialfunders (i.e. how they should be
approached and engaged), it was argued that potentialfunders should be
involved at an early stage in the development of the scheme and they should
ideally be approached via trade associations. It was also noted that there would
needto be a specific ask, to a certain target market.

With respect to incentives, the workshop participants argued that the CSR value
of the scheme could be important to potentialfunders. However, thereare a
number of caveats and complications around this:

Funding the scheme may mean diverting funding from other CSR programmes,
which may meanthatit is counterproductive overallfrom a CSR prospective (it
was thus suggested tolook at sectors where there are currently less CSR
activities already going on).

The CSR programmes of big institutions typically have global perspectives
(whereas clearly NILS would be UK-focussed).

Companies have overall CRS strategies (with themes and objectives that they
focus on) and the scheme would need to fit with the strategy of any given
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5.22

5.23

5.24

5.25

5.26

funder (orfunders); and thus, the target audience that the scheme would help
would be key.

Having a smaller number of funders would be betterfroma CSR perspective,
since the reputational value would be less diluted.

A risk to the sustainability of the scheme, if it relies on CSR as an incentive, is
that funding may not be maintained whenthere are seniormanagement
changes within the funder(s) (i.e. if the new management believes the focus of
CSR activities should change).

It was also noted that the key to securing funding would be to demonstrate that
the value to the funder, such as in terms of social impact outcomes that could be
leveraged for CSR purposes, would be commensurate with the level of funding
requested. This suggests that the pilot would need to be carried out first to
demonstrate the impacts.

It was also argued that tax incentives would be important for funders, but these
would need to be sufficiently large.

Other possible ways to make the scheme more attractive to funders that were
mentioned included movingrisks off of the funder (not just financial risks but
also reputational risks, such as risks of misuse etc.), sponsorship, caps/limits to
the costs and government guarantees. One participant noted that there is often
a herd mentality to funding and thus achievingthe first contribution is key.

Finally, it was noted that it would be helpfulif a pilot could first show that the
scheme works. To achieve this the timeframe of the pilot would have to be
sufficiently long that it would demonstrate success for both borrowers (i.e. in
terms of improving their circumstances) and funders (i.e. in terms of the costs of
the scheme). Thus, carefulthought needs to be given to what any pilot will test.

As regards to whetherit would be worthwhile seeking funding from private
sectorfor the pilot, it was argued that this would depend on the structure,
timing, target market and geographical location of the pilot. Regarding the
timing, it was noted that the budget and scope of CSR programmes are typically
considered overthe summerforthe following year.

Form of the funding: loans and/or grants

5.27

5.28

5.29

The workshop was also used to consider what form the funding should take, in
particular whetheritshould take the form of a grant or a loan (or some other
form).

As a point of reference, the funding of the GSM scheme in Australia operates as
an overdraft provided by National Australia Bank (NAB) at no charge and with no
interestto the organisations managing the loan books (around 40 community
organisations) with facilities ranging from A$100,000 to more than A$1,000,000.
Each year NABand GSM conducta process to write off the loans that have
defaulted and will not be repaid.

Participants could envisage grants for the pilot, set-up costs and operational
costs, whereas a loan is seen as mostappropriate for the loan capital. This is due
to the fact that if the scheme were one day to be wound down, the funders that
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provided the loan capital remainingin the scheme would wish to be able to
recover it. It was noted thatif the funding takes the form of a loan, the terms of
that loan will be crucial (e.g.to whatextentdo the funders have the right to
demand repayment of the loan).

5.30 Itwas also notedthat, as regards the fundingthat is received by the delivery
partners from the central body, if the delivery partners are familiar with a
certain type of funding (e.g. grant funding) then this form of funding would be
more appropriate.

5.31 Finally, it was noted that commitments to the duration of the funding would be
important to give certainty about the continuation of the scheme (with 5-year
rolling funding suggested as a way to provide this certainty).

Encouraging higher repayment rates

5.32  Regardinghow to encourage higherrepaymentrates, fourdifferentthemes
emerge:

e Relationship building and perceptions of the scheme;

e Providingor linking borrowers to wider financial support;
e Long-termandflexible repaymentschedules; and

e Recovering repaymentsdirectly from benefits.

5.33  These are discussedin turn below.

Relationship building and perceptions of the scheme

5.34  Workshop participants argued that higherrepaymentrates could be achieved
via building a good relationship with the customer. Thisis in line with what we
were told by GSM, i.e. that building trust and treating people with dignity is key
to the high repayment rates they achieve (which range between 95% to 97%).

5.35 Intheworkshops participants also argued that using ‘social pressure’ (if you
don’trepay your neighbourcan’tget a loan) mightalso increase repayment
rates. Again, this is supported by the experiences of the GSM scheme, which is
an example of “circular community credit” where repayments by borrowers are
made available to other community members. According to GSM77 this concept
also underpins their high repaymentrates.

5.36  Onthe otherhand, workshop participants noted that if borrowers perceive that
the NILS is a charitable scheme then they will be less likely to repay. This was
also suggested by one stakeholder who wrote that there isa need to manage
the perception as “it is easy for an impression to catch-hold that these are “free”
loans and that notto repay is a victimless crime”, which was the experience of
some credit unions who participated in the Financial Inclusion Growth Fund.

Providing or linking borrowers to wider financial support

5.37 ltwas also argued in the workshops that linking borrowers to the wider financial
support network may be expected toincrease the likelihood of repayment.

77 see: https://goodshepherdmicrofinance.org.au/services/no-interest-loan-scheme-nils/
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5.38

5.39

When asked whetherthe scheme should provide additional supportin the form
of advice as well as loans, one stakeholder argued thatit is essentialto provide
or link the customerto othersupport (otherwise borrowers will simply return
for furtherloans), whereas simple signposting does not work, and that providing
such support helps build loyalty which enhances repayment rate.

Similarly, interaction with social welfare to provide income maximisation
supportalongside loans to ensure all eligible benefits are being claimed was
described as “key” by one stakeholderin a written submission.

Anotherstakeholder pointed outthat the GSM scheme works to ensure that
borrowers are given the opportunity to discuss their wider situation and, where
needed, referred to furthersupport, and argued that this is likely to be a reason
for GSM’s consistently high repaymentrates. An example of this might be giving
a borrower support, or linking them to support, to maximise theirincome by
identifying and applying for benefits they may be entitled to.

Long-term and flexible repayment schedules

5.40

Having sufficiently long repayment periods and flexibility around the repayment
schedule would be expected toimprove repayment rates overall, as discussed in
paragraphs 3.90 to 3.94. Again, one stakeholder pointed to the GSM scheme as
an example of where such policies have been successfulin terms of improving
repaymentrates. They noted that if a borrower misses a GSM loan repayment
they do not have to make up for the missed paymentbutsimply need to start
repaying (with the loan then extended by the number of missed payments),
which is likely to be keyin helping people restart repayments and to continue to
repay the loan in full in the long run.

Recovering repayments directly from benefits

5.41

5.42

5.43

5.44

Finally, some discussion at the workshops focussed on whetherrepayments
should be taken directly from borrowers’ benefit payments, and it was agreed
that this would increase the likelihood of repayment.

One stakeholder noted that, given the likely customer demographicof the NILS
market, the default rate could be quite high, but this would be mitigated if the
NILS was able to “use a ‘fast track’ system to benefit deductions”. Another
stakeholderargued that the high repayment rates of the GSM scheme should be
put into the context that repayments are taken from borrowers’ benefits under
that scheme. Afurtherstakeholder noted in their written submission that “high
repaymentcan be ensured by linking any scheme to benefits for repayments”.

On the other hand, some stakeholders argued that deducting repayments from
benefits would not allow the flexibility in terms of repayment discussed above,
could be burdensome for DWP to administer, and could push householdsinto
hardship.

The GSM scheme in Australia gives borrowers the choice of making repayments
directly from their social security payments (viaa service called Centrepay) but
does not make this mandatory. GSM told us that most customers take this up
voluntarily because it helps themto budget effectively, and that this is a crucial
feature of theirscheme. Such an approach could be trialled in the UK.

59



5.45

However, itis important to note that, as pointed out by one stakeholder, there
would needto be clear and unambiguous support from the DWP around the
interaction with the benefits system. An advantage of the Centrepay systemin
Australia is thatit offers the borrower flexibility (e.g. interms of frequency and
amounts of repayments) and it would need to be explored with DWP how this
could be done in the UK.
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Chapter 6

Conclusions

6.1

6.2

Overall, the findings of the study suggest that establishinga no-interestloans
scheme in the UK is feasible. However, anumber of factors and aspects of the
scheme require careful consideration in light of the findings of the study.

Giventhe findings of the study, some key issues to considerinclude:

How to operationalise the eligibility criteria in practice. To realise the stated
aim of the scheme the eligibility criteria could be that, based on an assessment
of theirincome and outgoings, the borrower is able to repay the loan principal
but cannot afford to repay the principal plus interest at the prevailing average
CDFI rate. To operationalise this, a practical challenge would be to designan
appropriate affordability test (see paragraphs 3.38 to 3.40 fora discussion of
this).

How to specify well-balanced policies regarding flexibility in terms of the
repaymentschedule to ensure the long-run sustainability of repayments.
These policies should encompass rules on how missed payments will be
followed-up, repayment holidays, and write-off, and should allow flexibility for
the borrower while maintaining the integrity of the scheme and protecting
funders’ money (whether publicof private).

Giventhe fact that various parties that would be involved in delivering the
scheme may fall withinthe scope of FCA regulation (see paragraphs 4.44 to
4.59), whether possible regulatory easements might facilitate the scheme.
Furthermore, how the scheme can comply with state aid rules (dependingon
its final design).

How to recruit, mobilise and incentivise potentialnon-governmentfunding
partners. The key to securing funding would be to show that the scheme’s
value, such as in terms of social impact outcomes that could be leveraged for
CSR purposes, would be commensurate with the amount of funding requested.
This implies that a pilot would be important to demonstrate that the scheme
works and its impacts. The timeframe of the pilot would have to be sufficiently
long that it would demonstrate success for both borrowers and funders.
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