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Background

Loan financing is increasingly being offered to third sector organisations, through initiatives and organisations such as Futurebuilders, the Adventure Capital Fund, and the various Community Development Finance Initiatives operating at regional and local level. In May 2007, the Directory of Social Change asked participants in its e-news bulletin if the trustees of their organisation would consider seeking such loan financing for their organisation. The aim was to see whether this was seen as a popular solution to income stream.

Survey Question
In total, 588 participants took part in the survey, and were asked the following question:

“Would your trustees consider loan financing?”

Participants were required to answer either “yes” or “no” to this question. In the event that they answered “no”, they were asked to explain why they had voted no. All participants regardless of their initial answer were also invited to make an additional final comment if they felt inclined to do so. The results showed that:
· 143 participants (24.3%)of participants who made a comment had answered “yes” to the survey question.

· 445 participants (75.7%) of participants who made a comment had answered “no” to the survey question

If a participant answered “no”, then they were asked to give a detailed reason why they had answered no. There were six possible responses
· Grant makers will not pay for loan capital or interest:  7.8%

· Lack of secure income streams to cover repayment: 59.1%
· Trustees are risk averse: 11.5%
· We’re too small: 11.7%
· We don’t need it: 6.7%
· Miscellaneous: 3.1%
To see pie chart illustrations of this data, please refer to appendices 1, and 2.

Discussion

The results of this e-news survey showed that a clear majority of participants believe that their trustees would not consider loans as a source of income for their organisation. Around three quarters of participants would not consider it at all, and 59.1% of these participants would not consider it due to a lack of secure income streams. This reason (lack of secure income streams) was around 5 times more common than the other answers, such as trustees being risk averse, and the organisation being too small.

Loans have a number of advantages over other forms of funding – arranging them can be quicker, you’re not competing against other organisations, they’re flexible so if needs change you can respond, there’s no monitoring and reporting, and you get the money up front. So why the overwhelmingly negative response?

Risk is clearly the key factor, but what does this mean for loans as a means to support voluntary sector activity? Government’s shift away from grant funding towards contract commissioning over recent years has been significant, but could an increase in loan finance be a realistic solution for the wider voluntary and community sector, especially those that are finding it harder and harder to access grant funding?

The lack of secure income is a barrier, but if this was overcome would loan finance be needed?

“We are a futurebuilders investee and the public sector is far too unreliable to secure definite income to repay the loan - we suggest no charity takes on a loan unless they have first secured a contract that covers the total period of the loan.”
Are there characteristics common to those organisations for which loan finance is a viable, and desirable funding solution?  Organisations dependent on short term grant or contract funding are less likely to be in a position to take on loan finance, where as those organisations that have longer term independent sources of income i.e. through trading, or longer term core grants and contracts may be better placed to take on greater and longer term financial commitments. Those in a stable financial position may be able to benefit significantly from borrowing to secure capital assets such as property leading ultimately to a significant reduction in core costs once the loan has been repaid.

“We would consider a loan for capital (ie building) work as we own our own building - but only for this. A loan to deliver a service does not make any sense financially. In common with many charities we cannot suddenly transform ourselves into a social enterprise - as an advice agency we do not deliver a service for which we could charge. We do generate a small amount of income through training and room hire, but it is not enough even to pay for one post.”
One area of work where loan finance has been strongly promoted, by Futurebuilders and others, is supporting and developing organisations so that they can bid for and deliver public services. However, many responses questioned the sustainability of this approach. Recent figures from the NAO condemn the lack of progress on the part of statutory funders in meeting the full costs of contracted services as specified in the Compact, and long-term funding remains the exception rather than the rule. 

“While loans with realistic terms can be useful in the short-term to start up a new project or at stages of significant development, the general lack of long-term sustainability throughout the sector does not make this an obvious way forward. When 3-year grant funding or opportunities to earn income on a predictable basis are more common within the sector, loans will be more attractive to organisations.”

“Loan capital has always been available to the VolCom sector and fits those who are of a style & size to be able to support interest & repayments from other income. For small to medium sized charities the offers of increasingly available loans has occurred at the same time that the mainly Public sector income streams they might have used to repay any loans have disappeared apace. It's no use asking charity trustees to take on loans for >1 year - except perhaps for property - when great majority of public sector income streams are still limited to annual renewals.”
Whilst the results and the comments in particular are of interest, they raise more questions than they answer. The QuickSurvey format is designed to elicit interesting narrative feedback and provide a snapshot of opinion rather than robust data, but in this case the absence of additional information highlights some critical questions, specifically about the characteristics of the organisations responding. That said, some clear concerns about loan finance have been raised that would suggest that while it may provide a clear value to certain organisations in specific circumstances,  it is in no way a solution to the ongoing financial challenges faced by the wider sector.






Analysis of comments

Further analysis also showed some more potentially interesting trends:

Of the 112 participants left an additional final comment, one of which was a test “comment” left by the survey administrator, and thus this response was ignored for statistical analysis. Of the comments left by participants, most could be divided into “themes”, the main ones of which were as follows:

Took a loan/Planning to: a total of 33 comment leavers (30%) stated that they had already taken a loan in the past or would consider it in the future

Trustee Risk: a total of 11 comment leavers (10%) stated that trustee concerns about the financial risks associated with loans meant their organisation was unlikely to explore this funding avenue.
Income Stream: a total of 14 comment leavers (13%) stated that organisation income streams should be carefully considered by prospective loan applicants first.
Loan Conditions: a total of 15 comment leavers (14%) stated that whilst they had no opposition to loans per se, they believed that current loan conditions should be revised before it would be an avenue they would explore.
Central Government: a total of 6 comment leavers (5%) stated that central government decisions were to blame for their financial difficulties.
Miscellaneous: a total of 39 comment leavers (35%) stated something that could not be classified into a statistically significant theme group.

For a pie chart showing these figures in more detail, please refer to appendix 3.
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