
TENDER BRIEF

Creative Financing – a new fund supporting

Small-scale creative activity in Scotland

Introduction

This brief is for a study examining the feasibility of establishing a new fund to finance small-scale

creative activity in Scotland. The intention is to meet the financing needs of individuals and micro

enterprises with 5 or fewer core employees, members or co-workers1. The working title for the

new initiative is creative financing.

Our starting point is that the study will examine likely demand for financing across the spectrum of

arts activity but respondents to the brief should consider whether there might be merit in focusing

on particular art forms for example, film, multi media, the visual arts and crafts, music and

literature because they are likely to provide more of a market for such an initiative than the

performing arts.

We would envisage, based on the work we have undertaken so far, that creative financing might

provide small loans of between £100 and £5,000 in the form of:

- personal loans to artists (for example to frame their work or as matching for grants);

- loans to creative co-ops to enable them to expand/develop;

- start up loans or quasi equity for the creation of new creative co-ops;

- loans or quasi equity to creative micro enterprises (businesses with 5 or less employees) looking

to develop new products/services;

- any other needs identified during the study period

The proposal is that creative financing would focus on fundraising and marketing with loan book

management delivered by an existing specialist organisation. We consider that a distinct arts

brand is necessary to support fundraising and marketing efforts. Marketing efforts will include

work within the arts community to promote appropriate demand for financing and to increase

financial literacy.

Shetland Arts is commissioning this study on behalf of a steering group of organisations from the

arts community in Scotland. The commissioning process is being overseen by a commissioning

group, which comprises the funders together with Shetland Arts. Mission Models Money (MMM) is

acting as secretariat (Annex 1).

                                                  
1
 Including demand from rural areas in Scotland



This paper:

- explains the background to the study;

- provides an outline of expected content;

- sets out the information required from those bidding for the work;

- explains the process for selection and the selection criteria.

Background

Shetland Arts developed the proposition that there was a market for the establishment of a new

mechanism to help small scale creatives access funds to support their work based on its work

with individual artists and micro enterprises in Shetland (annex 2). This proposition was discussed

with MMM which offered to use some of its budget to gauge support in the wider arts and cultural

community in Scotland. MMM produced a briefing considering appropriate structures for a new

financing mechanism in Scotland (annex 3) and convened a meeting with a number of key players

(see annex 4 for the note of the meeting). The meeting consensus was that there was a clear

need for a number of arts funds with different purposes which might attract a variety of different

funders and investors. While the plan over time will be to develop other funds, which respond to

the financing needs of a broader spectrum of cultural and creative activity, it was agreed that the

immediate priority is for a fund supporting individuals and micro enterprises with 5 or fewer staff.

The content of the study

The feasibility study should cover three main areas (NB these areas overlap to some extent, this

should be borne in mind in developing a methodology for the study):

1. The likely demand for finance

What are the non-grant financing needs of small-scale creative activity in Scotland? What sorts of

small scale creative activity requires financing? What sort of financing is required for this activity

(low interest loans, unsecured loans, loans with repayment holidays, quasi equity)? What sort of

projects might be supported and how capable are such projects of generating appropriate

revenue streams to service repayment?

We would expect those undertaking the study to provide an analysis of the existing evidence base

and to explain how they would supplement this with targeted research aimed at extending both

current understanding and analysis of these questions. On the basis of this research we would

expect:

- proposals to be developed about the nature of the fund/funds that need to be established;

- projections to be prepared on demand for financing and repayment rates and administrative

costs (a number of the questions under 2 below are also relevant to this analysis);

- proposals to be developed on how to make the fund/funds viable within a five-year period (again,

a number of the questions under 2 and 3 below are relevant to this analysis).

2. The supply of finance

There are organisations, which already provide financing to arts organisations for example,

mainstream banks and specialist lenders including Triodos and Social Investment Scotland. To



what extent is small-scale creative activity being financed by such organisations in Scotland and

where are the gaps that need to be filled?

Money will need to be raised/borrowed both for investment and to meet the administrative cost of

the fund/funds. What are the likely sources of this funding/financing? Might public sector funders

be prepared to contribute towards the set up costs? Are there foundations or individuals who

might have an interest in providing grants, low or no interest loans or patient capital (loans with a

long period for repayment or offering repayment holidays)? What new sources might be tapped

for either loans or grants for example, successful creative entrepreneurs, successful mid sized

creative ventures? Might the unions for creatives and large employers like Creative Scotland or

BBC Scotland promote investment in the initiative by their members and employees. Might bonds,

perhaps issued in collaboration with a mainstream financial institution, be used to help finance the

fund (in New York bonds support the capital spend of some key arts organisations).

We would expect those undertaking the study to provide:

- a competitor/collaborator analysis;

- an analysis of the extent to which small scale creative activity is being supported by other

sources of financing and where and how the fund proposed might add value;

- an analysis of possible sources of funding/financing for the fund;

- a consideration of whether it would be worth exploring bonds or other alternative ways of helping

finance the fund/funds (some of the questions considered in section 3 below are relevant here).

3. Developing concrete plans

We would expect those undertaking the study to make recommendations on:

- legal form (see paper at annex 2);

- sourcing the necessary funding and/or financing;

- management of the loan book and

- accessing other necessary expertise.

And, any other issues identified by those bidding for this work, likely to make a significant

contribution to the success or otherwise of the venture.

Also, we would expect those undertaking the study to map a trajectory for the development of

creative financing and its funds over a one year, three year and five year period, setting out some

key strategic milestones.

Budget and reporting requirements

A budget of 28k (including expenses, VAT etc) is available for this work.

It is proposed that the individual/team winning the contract will report on a regular basis to

Clare Cooper (MMM) who is managing the contract on behalf of the Commissioning

Group. They will also present to the commissioning group at key points during the

progress of the work and to the steering group on its completion. Detailed reporting

arrangements will be negotiated with the selected bidder and will form part of the contract

for the work.



Information required from bidders

Those bidding for this work are asked to submit the following information (incomplete bids are

likely to be excluded from consideration):

1. A proposed methodology for completion of the study.

2. An analysis of likely key issues/challenges and how they will be addressed.

3. A timeline for the study indicating the deadline dates for deliverables.

4. A project budget indicating day rates for personnel and the number of days to be spent on

different elements of the work.

5. The names of the individuals it is proposed would contribute to the work and a description of

their roles.

6. Short biographies for all proposed personnel.

7. A short statement of why you are the best individual/team to undertake this study.

8. The names and contact details for two referees with an explanation of their appropriateness

to comment on your suitability for this project (these should be individuals who can comment on

your capacity to undertake a piece of work of this scale and complexity, your ability to meet

deadlines and to formulate feasible plans).

The criteria for shortlisting bids will be as follows:

1. Demonstrable relevant skills and experience (research, financial modelling, an understanding

of the arts and cultural sector, an understanding of financing and its sources, an understanding of

financing models, experience in undertaking similarly complex studies of this kind, high level

project planning skills). Can the individual/team demonstrate that they have the skills/experience

to undertake all aspects of the brief to a high standard?

2. The robustness of the methodology - Has the individual/team added to/developed/challenged

the brief in a way that demonstrates an appropriate degree of rigour?

3. Does the individual and team demonstrate knowledge and understanding of the issues and

challenges likely to arise in this project?

4. Does the budget proposed represent good value for money?

Selection process and timetable

1. Request for bids sent out week beginning April 5th

2. Deadline for submissions May 7th

3. Bidders informed whether they are invited for interview May 14th

4. Interviews May 20th



5. Successful bidder informed May 21st

6. Briefing for the project Week beginning May 24th

7. Research starts Week beginning May 31st

8. Research completed - as per agreement with commissioners

Annexes

1. Membership and roles of Steering and Commissioning Groups

2. Shetland Arts original proposition for small scale creative finance

3. MMM Creative Union briefing document

4. Note of Creative Finance meeting 12 November 2009



ANNEX 1

Creative Finance Steering Group

Role: To support and guide the development of the Creative Finance Project as sounding board for

this development. Considering proposed, structures, delivery mechanisms and culture of such a

service/ organisation.

Members:

Gwilym Gibbons, Shetland Arts Development Agency

Hazel Hughson, Shetland Arts Development Agency

Clive Gillman, Dundee Contemporary Arts

Jon Morgan, Federation of Scottish Theatre

Robert Livingston, Hi-Arts

Margaret Bolton, MMM

Clare Cooper, MMM

Chris Biddlecombe, Scottish Artists Union

Scottish Arts Council, Dr Helen Bennett

Ben Spencer, VAGA

David Cook, WASPS

Creative Finance Study Commissioning Group

Role: On behalf of Shetland Arts and the Steering Group help select and monitor progress of the

consultant activity in response to the above brief.

Members:

Gwilym Gibbons, Shetland Arts Development Agency

Clare Cooper, MMM

Dr Helen Bennett, Scottish Arts Council

Chris Biddlecombe, Scottish Artists Union



 

Proposal:  

A Credit Union for the Arts 

 
Date: Friday 1 May 2009  
Author: Gwilym Gibbons ! Director, Shetland Arts Development Agency 

 
1. Summary 

 

Shetland Arts has for sometime been considering ways it can help small-scale creatives access 

funds for creative projects. Exploration of a range of solutions has led to this proposal to set up 

a Credit Union for the Arts. The idea was born out of discussions with artists who expressed a 

need for small amounts of capital to get projects underway or realise the full value of a piece of 

creative work. For example: funds for an artist to professionally frame their work, not just adding 

value to the piece but also keeping control of the final product; a request from a double bass 

player who needed new strings but couldn't raise the £200 required and as a result couldn't play 

any gigs to raise the money. We also noted the range of grants that require a 50% contribution 

from the artist, grants which could be unlocked for many who just don't have the initial financial 

outlay. 

 

A Credit Union for the Arts would be a structure that creative people can join as members, a 

place that creative loans can be made by those who understand creative needs and funded by 

a membership of creatives with shared understanding and values.  

 

Shetland Arts believes that an additional key benefit of a Credit Union for the Arts is how it 

places power back in the hands of individual artists and can be used as part of a funding mix. 

 

2. Outline business case 

 

1) There is limited and decreasing opportunity for creative people to financially support 

development of creative projects which are often seen as risky for conventional financial routes. 

This is due to the inaccessibility and inappropriateness of existing loan/equity funds as 

uninsured, longer term investments. A credit union can provide creative financial services 

where the deposits are used to benefit the artist cooperative community. Creating this 

possibility greatly increases the potential financial support.  

  

2) Limited financing makes capital intensive creative startups  

effectively impossible. As a result most new businesses choose a  

corporate model.  A credit union can provide additional debt financing for  

creative cooperatives.  The credit union might provide business loans  

exclusively to creative coops, personal artist loans for members! capital  

contributions, as well as general artist lending.  

  

3) A credit union can fund entrepreneurial activities to develop and  

reproduce creative coops. This would provide a way to finance the cost of  

expanding employment opportunities and socialise that cost among credit  

union members. The credit union would promote a self-financing  

approach towards development. 
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3. Background to Credit Unions 

 

A credit union is a financial co-operative. It is owned and controlled by its members. It is run for 

the benefit of its members through volunteer boards of directors.  A credit union offers a cost-

effective financial service which is particularly suited to low income groups and is therefore 

socially inclusive. As local mutual financial institutions, run on similar lines to traditional building 

societies, credit unions aim to: 

 

! Create sources of credit at reasonable rates for members 

! Promote savings 

! Provide an alternative to !loan sharks" for accessing loans. 

 

Shetland Arts believes that for a Credit Union for the Arts to be sustainable it needs to develop 

a membership of at least 5,000 members. This means that any such scheme would have to 

cover a geographical area of at least the Highland and Islands or the whole of Scotland. The 

legal aspects of geographic spread would need to be ascertained through the feasibility study 

and discussion with the Financial Services Authority.   

 

It is envisaged that given the geographic spread some form of online banking would be required 

through a network of trusted trained intermediaries – possibility the established !Foundation 

Funded" arts organisations. This would also enable the base for such a Credit Union to be 

anywhere within Scotland. Shetland Arts sees such a development as a potential employment 

opportunity for Shetland and other outlying communities.  

 

4. Suggested way forward  

 

Establish a cross agency project steering group to develop the proposal and commission a 

feasibility study. Suggested membership of the steering group to include: 

! Scottish Arts Council and Scottish Screen (Creative Scotland) 

! Mission Models Money 

! Shetland Arts 

! Scottish Government  

! The Association of British Credit Unions 

 

Draft feasibility and project development process:  

 

! Evaluate the potential for a sustainable creative credit union for Scotland  

! Identify, recruit and gain commitment from national stakeholders 

! Establish the legal and operational framework of a Credit Union for the Arts 

! Identify and recruit local/ regional stakeholders 

! Confirm support of key local authorities and national agencies in Scotland 

! Gain agreement from local/ regional/ national creative sponsors that employees can be 

members of the credit union 

! Produce a business plan with agreed actions, time scales and resources 
! Satisfy the requirements of the Association of British Credit Unions and the FSA. 

 

 

Gwilym Gibbons 

Director 

Shetland Arts Development Agency  
 

Email:   gwilym.gibbons@shetlandarts.org 
Telephone:  (01595) 746846 
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Introduction

Shetland Arts Development Agency’s overall proposition is that there is a
market for the establishment of a new mechanism  ‘to help small-scale
creatives access funds for the development and growth of creative projects’
providing:

- small personal loans to artists (for example to frame their work or as leverage
for grants);
- business loans to creative co-ops to enable them to expand/develop;
- start up loans for the creation of new creative co-ops;
- loans to creative micro enterprises (businesses with 10 or less employees)
looking to develop new products/services.

The intention is to help finance small-scale creative projects across the full
range of activity encompassed by the arts and creative industries.

This briefing note, prepared by MMM for the Shetland Arts Development
Agency, considers mechanisms that could be used to achieve this end. It
concludes that feasible options are either a credit union or a community
development finance institution (CDFI) and it favours the latter.

However, two other mechanisms: co-operative lending societies and peer to
peer finance businesses are also included because they are interesting
examples of new approaches in personal financing and provide learning about
aspects of such ventures.

(NB In some instances these mechanisms have the same or overlapping legal
structures for example, a co-operative society may be both a bank and a credit
union and be regulated as both, while a CDFI may be both a bank and a
charity and regulated as both. For each of the mechanisms described, peer to
peer finance businesses aside, there is at least one specialist umbrella body
that advises and supports on establishment and growth).

Annex 3: Creative Finance Tender



4A creative Union

Credit Unions

Credit unions have a long tradition in the UK. Their ethos is to encourage saving, or thrift,
amongst those with limited financial means. They are regarded as an important means of
providing people in low-income communities with access to low cost credit thereby helping
to protect them from loan sharks. They are membership organisations and there is a
requirement for a common bond, members must live in the same geographical area or work
for the same employer or industry or both together. The common bond is regarded as
helping to keep default rates low. Loans were previously provided on the basis of the
savings made but more commonly now an income assessment is used. Credit unions have
to be approved and registered by and are regulated by the Financial Services Authority.
There are stringent requirements for example, on such matters as liquidity.

Credit unions are regarded as self financing mechanisms but in some instances funding
can be accessed from the public sector or other sources to help meet set up costs and to
help credit unions grow and develop (see the last section for more information about
financing for the different mechanisms discussed and also annex 1 which provides
information about funding sources for credit unions). The Association of British Credit
Unions (ABCUL) provides the following estimates on costs:

- £100,000 for development
- £70,000 a year core costs for the first three years
- £225,000 for the first eight years to cover the likely capital shortfall.

The perceived pros and cons of this mechanism and an assessment of the scale of the
challenge for a group seeking to set one up are set out below. Key success factors for
credit unions are perceived to be:

- Getting the common bond right i.e. it needs to be broad enough to encompass
people on higher as well as lower incomes and also narrow enough to ensure that
there is ‘common cause’ between the members.

- Basing the membership around particular employers or employer groupings helps
with sustainability since savings can be made through payroll deductions.

- Effective marketing to people who might have an interest.
- Strong leadership.
- Sponsorship to help meet set up costs and to help the credit union to grow.
- Financial sustainability has to be the main objective and a strong business plan has

to underpin this.
- 

Examples worthy of note:

Scot West is the biggest credit union in Scotland with well over 20,000 members. It started
as a credit union for employees of Strathclyde Council but now has employees from a
range of organisations in membership. These employers promote the credit union as an
employee benefit. ScotWest provides current accounts and cash ISAs. It offers services
over the phone and on-line.

The Scottish Council for Voluntary Organisations has set up a credit union for the
employees and volunteers of voluntary organisations in Scotland.
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According to ABCUL, in 2000 a feasibility study was undertaken for a community credit
union for people who live and work in Shetland. Recently renewed interest has been shown
in taking the idea forward.

There are no credit unions in the UK focused on the creative industries but a number in the
US. For more information see annex 2.

Future opportunities:

The rules governing credit unions are likely to change shortly. ABCUL believes that a
regulatory reform order will be passed next year allowing credit unions to extend their
common bonds. This would mean that an existing strong credit union for example,
ScotWest would be able to set up a specific fund to support small-scale creative enterprise.

Pros Cons

An established form with clear
regulatory rules.

The regulatory regime is onerous because
credit unions take deposits

The Association of British Credit
Unions (ABCUL) provides significant
advice and support with set up
including membership of a study
group.

The process of setting up and achieving
approval from the FSA is described as
timeconsuming and difficult.

Has the ambition to address financial
exclusion.

Commentators suggest that this model
doesn’t really cater to the needs of the most
financially excluded groups. If you are unable
to save for a rainy day, will you be able to
pay back a loan?

Their membership basis is very
attractive. (There is some tradition of
charitable credit unions which make
personal loans beyond the
membership but this is fairly rare).

Commentators suggest that it can be difficult
to establish a common bond between groups
that are more dispersed than particular local
communities or groups working in one
focused industry for example, transport

There are some established funding
sources for the growth and
development of credit unions (see
annex 1).

Achieving funding for set up and to
demonstrate the liquidity that the FSA
requires over the first few years may be
extremely challenging.
The perception is that it is also difficult to
grow credit unions.
Credit unions focus on personal rather than
business lending.

Challenges:

- Substantial start up funding would be required.
- Significant work over a sustained period is required to meet regulatory requirements.
- A membership of ‘small scale creatives’ alone would probably not leverage enough
income to achieve sustainability. Defining an operable common bond would require
significant work.
- Significant effort would be required to get the membership to a sustainable level.
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Community development finance
institutions (CDFI)

CDFIs are a relatively recent import from the United States where the movement has
become very strong and successful over recent years. Their remit is to lend into financially
excluded communities. They typically offer small loans to individuals and small businesses.
Specialism is common for example, some focus on personal finance, others on lending to
charities or other social enterprises.

The movement as a whole is perceived as focused on lending to small businesses including
social enterprises although material published by the Community Development Finance
Association (CDFA) indicates that they continue to have a role as a personal lender. They
describe micro enterprises as their most significant market. Average loan rates in 2007
were £8,520 for micro enterprises and £632 for loans to individuals.

CDFIs typically do not take deposits hence their regulation is not as onerous as that for
credit unions. The Community Development Association (CDFA) says:

CDFA’s have developed in the context of a system of ‘benign neglect’. The advantages
have been easier start up conditions for new CDFIs and room for CDFIs to innovate and
experiment.

There is however, a system of accreditation for CDFI’s providing loans to ‘enterprises in
disadvantaged communities’ who wish investors to be eligible for a tax credit on their
investment. Previously a fund called the Phoenix Fund supported the development of new
CDFIs but this ceased in 2006. It is understood that the Department of Work and Pensions
is exploring the possibility of helping to establish a CDFI in the North East because it wants
to make affordable credit available across the region but it does not think it will be able to
influence the existing credit unions to help them grow.

CDFIs seek grants and obtain loans (often on preferential rates) and other investment to
carry out their work. Interest on loans and any other fees charged provides them with
revenue.

CDFIs take a variety of legal forms. Some are charities. Charity Bank is both a charity and a
bank (it takes deposits). It was the first charitable organisation to receive a banking license.

No information could be found about the likely costs of establishing and running a CDFI in
its first few years. However, without significant subsidy, at least at the beginning, it seems
unlikely that a new CDFI to support small-scale creative enterprise would survive and
prosper.

The perceived pros and cons of this mechanism are set out below.

Examples of note:

Scotcash is the only CDFI providing personal lending in Scotland. It was launched in
January 2007. It provides personal loans, starting from £50, to financially excluded people.

Annex 3: Creative Finance Tender



7A creative Union

Charity Bank is a CDFI, which offers loans to charities and other voluntary organisations. It
has provided loans to arts and cultural organisations and has a specific section on its
website which publicises these loans and aims to attract new business from this sector.

Venturesome is another CDFI, which provides loans, and other financing, to support
charitable work. It seeks to support riskier projects unlikely to be financed by Charity Bank.
It has partnered with MMM in developing plans for a new pilot financing initiative for arts
and cultural organisations.

An opportunity?

A collaboration might be developed with an existing CDFI in Scotland to develop a loan fund for
small-scale creative enterprise.

Pros Cons

Regulation is less onerous since CDFIs
are not able to take deposits.
CFDIs join the Community Development
Finance Association (CDFA) and adhere
to its code of practice. This has been
agreed with the FSA as an appropriate
framework for CDFIs to operate within.

There’s less clarity about what is required.
However, the European Commission is looking at
this issue. In January this year it stated the need
for an EU wide regulatory framework for non- bank
providers of micro credit, defining them as non-
deposit takers with the ability to on lend: ‘There
should be harmonised, risk based rules on
authorisation and supervision’.

The form is perceived as allowing greater
flexibility in operation and innovation.

Does not have the same membership basis and is
not owned by its members.

The CDFA provides advice and guidance
on getting started.
The form appears to offer flexibility in
terms of funding/financing sources. Some
CDFIs have managed to raise a mix of
financing in the form of grants and loans
from a range of sources including high net
worth individuals, foundations and the
private sector.
CDFIs offer loans to individuals and small
businesses.

Challenges:

This option presents less of a challenge than the first because:

- Less financing would need to be raised before a small-scale pilot might be developed.
- Set up would be less onerous, particularly if the initiative was developed in partnership with an
existing CDFI with established expertise and procedures in place for making small loans.
- It is possible for CDFIs, although their goal is sustainability, to focus on high-risk areas or target
groups.
- The flexibility and innovation offered by this mechanism perhaps makes it easier to establish
relationships with foundations or high net worth individuals willing to offer grants or loans at a
preferential rate.

A disadvantage is that CDFIs, unlike credit unions, are not membership based and not owned by
their members.

The two examples, which follow, are included because they are interesting examples of new
approaches in personal financing and provide learning about aspects of such ventures.
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Co-operative lending societies

Co-operative lending societies are part of the co-operative movement. Co-ops, like credit unions,
belong to their members. Like credit unions they are often established by people who live in the
same area or share a profession or common interest.

The bigger co-operative banks generally provide their members with a range of services including
taking loans, deposits and current accounts. They tend to seek to provide banking access in
geographical areas or in markets whether other banks are not present for example, to farmers in
rural areas or to small and medium sized enterprises. They are regulated by the FSA both as banks
and under the credit union legislation.

Co-operative lending societies are not co-operative banks. They do not take deposits but they seek
investment from members in order to be able to lend. The example that we highlight Shared Interest
(see below) is focused on raising investment from the developed world to offer micro credit to the
developing world.

The co-operative lending society might be characterised as a hybrid form, bringing together aspects
of the credit union and aspects of the CDFI.

A notable example:

Shared Interest is a co-operative lending society that is part of the fair trade movement. It provides
finance to producers in Africa and other continents to help them buy raw materials and tools. It has
over 8,700 investors who have invested over £24 million to enable it to make finance available to
fair trade producers. Considerable effort and thought has been invested in marketing to build the
investor base.

Pros Cons

Not regulated by the FSA because
deposits are not taken. ‘Shared Interest
operates in the high risk micro credit
arena’.

Its novel form again probably means there’s a lack
of clarity about what’s required.

Member ownership.

The form is not as familiar as credit unions or
CDFIs.

The model has proved attractive to
investors.

An agency called Co-operative
Development Scotland provides advice
and support on set up.

It isn’t clear that Co-operative Development
Scotland has a specialism in supporting financial
co-ops.

Challenges:

- In this case there is no opportunity to work with an existing organisation and benefit from their
expertise.
- The form is novel and therefore may present more challenges for example, it may be more difficult
to access the right advice and support.
- Shared Interest has been very successful in part because it has a clearly defined niche. An equally
clear and attractive proposition needs to be developed for this initiative.
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Peer to peer finance

A number of businesses have started to emerge which use the internet to promote
collective action, providing a mechanism to link people who need to borrow money with
those willing to lend it. Some put borrowers and lenders into direct contact, (see
http://www.wirralglobe.co.uk/news/1006718.bidding_for_a_part_in_fionas_film/) others run
auctions, while others group investments into bands, making the process anonymous.
These businesses charge fees to borrowers and lenders and some also receive an income
from offering payment protection insurance.

There are now estimated to be over 30 companies active in this field in a number of
countries including the UK, US, Germany, Holland, Italy, France, Sweden and Japan. Their
growth is likely to continue during the downturn because they tend to offer a higher rate of
return than traditional banks (ranging from between 5 and 10 per cent). However, they are
regarded as potentially risky investments as some services offer no insurance against
default.

Another related innovation is collective investment schemes for example, collective
investment into music and film production, as well as schemes to collectively ‘buy a football
club', such as MyFootballClub, which brought 50 people together.

The box below provides thumbnail sketches of a couple of examples: Zopa (UK based) and
Prospect (based in the US). Another example is Kiva, which enables people in the
developed world to lend to entrepreneurs in the developing world. So far it has funded
$57.9 million worth of loans.

Zopa and Prospect

Zopa allows people to borrow from £1 to £15,000. Borrowers are credit checked and risk
assessed and assigned to a category. Lenders choose which category they want to lend
into. If people lend they see the names of their borrowers on their statements but not
contact details. It endeavours to create a community spirit by providing a discussion board,
a blog and a member story on its website. It has provided around £32 m worth of loans.

Prospect describes itself as the e-bay of personal finance. Prospective borrowers register
with the site and the company reviews their credit history. They then post a loan request of
up to $25, 000 along with an upper limit for the amount of interest they are willing to pay. If
sufficient lenders bid enough money to finance the loan at a single rate acceptable to the
borrower, the money is transferred to the borrower's account and a monthly repayment is
set up. Lenders deposit money and either review the loan requests individually or fill out a
form permitting the allocation of money to borrowers who meet certain criteria. Loans can
be fully funded by one person, so it is possible to lend an individual up to $25,000 (in Zopa
the limit is just £200). As a result there is much more interaction between lenders and
borrowers. Members can join an appropriate ‘group', based around common interests.
These are ‘a way for tightly affiliated communities to help their members through person to
person lending.' Prosper has over 830 members and $178 million in loans to date. NB as of
August 2008, approximately 18.5 per cent of all money loaned on Prosper from its inception
through to June 2008 is in some form of delinquency.
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Pros Cons

Such initiatives are not heavily
regulated. They have previously been
too small to appear on the radar of
regulators…

………although that appears to be changing;
the US Securities and Exchange Commission
has started to investigate Prospect. New peer-
to-peer finance schemes in the UK are working
with the FSA to ensure that they conform to
appropriate standards.
The model is a purely commercial one – the
less credit worthy pay more for their lending.

The peer to peer and peer pressure
element, which is strong in some of
these businesses.

Challenges:

- A purely commercial model, offering high rates of interest for high-risk loans, is unlikely to
work in this instance.
- Significant private investment would be required to get such a scheme up and running.
- The credibility of such schemes has been undermined by the SEC’s investigation of
Prospect and the legal cases pending against it.
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Summary

The most feasible mechanism for our purposes appears to be either a credit union or a
CDFI. On balance the CDFI mechanism is recommended because it enables greater
flexibility and innovation. However, a disadvantage is that members do not own the fund.
One possible way forward is to work with an existing CDFI to set up an arts fund.

Co-operative lending societies and peer-to-peer finance businesses, while not offering a
feasible model, may provide useful learning for example, Shared Interest’s work on
attracting investors and Prosper’s use of interest groups.

Margaret Bolton/Clare Cooper
MMM
September 2009
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Annex 1
Funding sources for credit unions

Local government

Local authorities sometimes provide funding for credit unions generally as means of
addressing financial exclusion in the poorest areas. A source of local authority funding
which might be used to support credit unions during the current funding round is the Fairer
Scotland Fund, which values £435m.

UK government

The Growth Fund supports Scottish based credit unions and other third sector lenders. It
provides capital for small loans (typically under £400) to the financially excluded. Between
2006 and 2009, £4.262m was allocated from the Growth Fund to Scottish credit unions.
Credit unions must tender for a Growth Fund contract, so far only eight have been awarded
to credit unions in Scotland.

Scottish Executive

Since 2008, credit unions have been able to apply to the Scottish Investment Fund, a £30m
fund, and the Third Sector Enterprise Fund, which is worth £12m. No ring-fenced funding
existed, until the Credit Union Fund was announced in January 2009, which is worth
£250,000 over 2008–09 to 2010–2011, to help credit unions “grow and weather the global
downturn”

Other sources:

Highlands and Islands Enterprise have funded credit unions in the past.

The Lloyds TSB Foundation for Scotland supported the West Lothian Credit Union Forum
with a small grant.

BIG have recently given a grant of around £250k to help establish the first credit union in
Angus.

NB Some of these funding sources might also support other mechanisms which meet the
objectives of the fund/funder for example, The Growth Fund support credit unions and other
third sector lenders including CDFIs.
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Annex 2
US examples of credit unions for
the creative industries
Communicating Arts Credit Union: http://www.cacu.org/ is a member-owned, not-for-
profit financial institution. Their mission is to make available quality financial services at a
reasonable cost to members so as to provide for their financial needs. Communicating Arts
Credit Union provides savings, loans, and other consumer financial services to its
members/owners. Started in 1940 by employees of The Cincinnati Post, membership now
includes employees of more than 100 sponsor companies. Anyone engaged in Printing,
Publishing, Broadcasting, Advertising, Graphic Art, Design, Music, Fine Art, Visual Art,
Photography, or Performance Art, may become a member/owner.  Relatives of members,
or potential members, are also able to join

Artist Community Federal Credit Union http://www.artistscommunityfcu.org/home.html
provides financial services to artists and art organisations in the New York area. Founded in
1987, the Artists Community Federal Credit Union (ACFCU) offers a variety of financial
services, including investment and credit programs, to member artists, arts workers and
non-profit arts organisations in New York City, New York State and the metropolitan region.
Governed by a member- elected Board of Directors, the ACFCU is a federally insured
financial cooperative owned and controlled by its members. The ACFCU has attracted over
1,000 members and has extended over $20 million in loans to the arts community. Among
the services offered are:

• Checking Accounts
• Savings Accounts
• Investment Accounts: CD, IRA, Money Market
• Online Access
• Free ATM Checking Withdrawals
• Loans

We found a number of other examples including:

The Actors Federal Credit Union for the benefit of the members of Actors' Equity
Association. Paid-up members of Equity, SAG, AFTRA, or a member in good standing of
any of AEA's component organisations are eligible.

AFTRA  SAG Federal Credit Union - financial services for members of the entertainment
community and household/family members in the Los Angeles area. Branches in Los
Angeles, Hollywood, and Studio City.

American Society of Composers, Authors and Publishers (ASCAP) Credit Union

First Financial Credit Union is owned and operated by the Chicago Artists Coalition.

Interguild Credit Union says that it serves the interests of the entertainment community.
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‘Creative Union?’ meeting 12th November 2009 at The Scottish Arts Council 
Record of some of the key points made. 

 

 
Gwilym Gibbons 

Clare Cooper 

Margaret Bolton 

Clive Gillman 

Jon Morgan 

Robyn Marsack 

David Cook 

Helen Bennett 

Ben Spencer 

Robert Livingstone 

Laura Hunter 

 

Introduction 

GG - credit union model might not be the one – none of them might be – maybe 
it’s a brand new model we could invent? We don’t need to work within existing 
restraints. Does not need to be small amounts of money either 
 
Qu. 1: Is there a need? 
 
Laura – is a self employed artists and is self funded and yes – a wee bit of 
money would be a help – if you know you can get your exhibition framed and 

that you recoup the money from that then it would be attractive for her as a 
self-employed artist 
 
David – has been trying to get this conversation going for a decade – yes that 
need has been clear for some time and, like Gwilym, he has plenty of examples 
of need. 
 
Robert – is it just about individuals tho’? Needs to be small scale organisations 
too and he has examples to back up this need too. 
 
Jon – such a fund could act as cash flow management for EU funded projects.  
 
Helen – agrees – EU can sometimes take x2 years – one organisation she knows 
of was nearly bankrupted by their payment schedule. 
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Jon – the idea that such a fund could offer match funding idea is a good one 
too – that could help CS bids in the future. 
 
David – there is a need for both organisations small and large for non-grant 
funding but solution may not be the same for both – what are the gaps that will 
not be filled by others as well as getting those existing financial providers who 
offer this kind of funding to connect? 
 
Laura – if it is restricted to individual artists it would be difficult to get off the 

ground. Needs critical mass 
 
Clive – with his DCC Cultural Strategy hat on as well as his DCA hat – seems to 
be x2 things – one is unsecured loans, and the second is low cost loans focused 
on the needs of the cultural sector. 
 
Robert – guarantee against loss is another form of instrument that such a fund 
could offer. 
 
David – ‘common bond’ psychology plays out in the risk management of 
unsecured loans 
 
Clive – exactly where is the risk? We would need to understand that spectrum 
better.  
 
Gwilym – is there is consensus that there is a need? Group – Yes. Devolved 
schemes could be a good place to gather evidence on whether a loan could 
have been used instead – could also be examined for non-developmental loans – 

cash flow loans e.g. 
 
Robert – grant schemes are focused on artistic quality – would that be the yard 
stick here or would it be about ability to pay back the loan? 
 
Robyn – ability to pay much more easy to manage  
 
What should the remit be? 
 
Gwilym - some of this is to do with natural communities and this idea of a 
common bond 
 
Ben – is it a residency test or could others who want to do something in 
Scotland also be eligible” 
 
Clive – could it be cellular/ a Dundee cell or and Aberdeen cell e.g.?  
 
Robert – as long as cells were porous and not tied to LA boundaries. We want 

to avoid a postcode lottery 
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Robyn – one advantage is that it is de-siloing – you don’t need to identify 
yourself as an artist or a poet although cells could be artform related too 
 
Robert – The Hotel Dressing Gown scenario 
 
Gwilym - The local delivery mechanism could be as local as it needs 
 
Marg – cells of specialist organisations and networks marketing to the sector 

but with a back office function offered by a specialist provider such as an 
existing CDFI  
 
David – the back office function could be connected to a local community 
specialist 
 
Clive - Devolution of decision making to local cells could also be interesting 
 
Clive – are the 4 models the only ones we can use? 
 
Marg – increasingly people are setting up hybrid structures – the downside of 
creating hybridity is the legal fees to check where you are and what you can 
do. Her preference at the moment is for a CDFI not least because it can draw 
funds from a range of sources. 
 
Jon – CDFI also favoured – because the big question is – where is the money 
coming from?  
 

David – credit union tends to be more suited to the individual.  He would 
personally be up for banking with an outfit that offered a managed fund for the 
arts 
 
Robert – link is not between artists and artists but between wider community 
and artists – get a fundraising campaign going from individuals thru’ e.g. an 
extra £1 on a ticket.  
 
Gwilym – how do you ensure that it doesn’t end up being like another tax – and 
therefore another kind of grant? 
 
David – how do we make sure that it is not administrative cumbersome? 
 
Jon – agrees with David re the potential of individuals and organisations moving 
their money to an outfit committed to offering a dedicated managed fund for 
the arts. 
 
David – saving aspect important – we should team up with an existing structure 
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Robert – irony of own art model where the purchaser get an interest free fund 
but the maker does not. 
 
David - Suggested title for the managed fund – ‘MAKE ART’ . Its worth bearing 
in mind that SIF offers risk capital, strategic investment and loan …. 
 
Marg – needs to be specialist funds – that helps the fundraising 
 
Marg – One example is The Arts Fund – set up from small endowment form NZ 

arts council – they cultivate HNI’s to get their legacy 
 
Robyn – we’ve strayed some way from the poet who needs to get to the book 
festival 
 
Marg – if its for small scale creatives that are for profit as well as non-profit?  
 
Robert – Yes, but worth bearing in mind that at the moment CS will only fund 
certain kinds of set ups ….  
 
Clare – may be more than one answer to this – doesn’t have to be a one size 
fits all fund 
 
Clive – if we are harnessing the idea of focusing this on nonprofit arts and 
putting a £1 on the sale of a ticket, quality is going to have to come into this 
 
Ben – focusing on the cash flow need rather that developmental issues might 
get over this?  

 
Gwilym – Clive - what does that look like? 
 
Clive – Gilbert and Sullivan – it’s the link between the fundraising and the 
quality 
 
David – should not couple too much the gathering in and the giving out… if 
fundraising effort attaches a certain kind of quality then that would be an 
issue. 
 
Clare – whatever gets developed we must nor underestimate the necessity for 
capacity building and the need to fund capacity building  
 
Gwilym - What is the offer? We’ve spoken about small loans?  
 
Ben – like the idea of a grant or a loan and it doesn’t matter 
 
Jon – Guarantee against loss? 

 

Annex 4: Creative Finance Tender



Clive - Its very easy to prove that you did not make any money 
 
David – Loan is liberation 
 
Clive – self defined communities – a group who want to take something on and 
one person who will  
 
Gwilym - Speed, simplicity key 
 

David – that mitigates against the combination of a loan and a strategic 
investment 
 
Robert – the process needs to be lightweight – if someone defaults they can 
never come back again you don’t pursue them.  
 
Marg – risk rating needs to be developed in a positive way. 
 
Clive – is it a grant loan hybrid or will it be a loan?  Do you make it rigorous or 
do you have a soft edge?   
 
Marg – Venturesome have a risk rating impact and if it has a high social impact 
they are prepared to take quite a high risk 
 
Robyn – who is making the judgement? 
 
How might we fund the development and ongoing costs? 
 

Clive – He offered to put £10.00 on the table straight away …… 
 
Gwilym – would a group of FO’s be prepared to put some money on the table? 
 
Robert/Gwilym - Hi-Arts is a possibility and Leader Funds. SAC Innovation 
Funding?  
 
Helen - Resilience Funding focused on FO’s 
 
Robert – there is a suspicion that the SE agenda is being used to reduce grant 
funding  
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