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1. Introduction
Over the past 10 years, the CDFl movement in the UK has grown in terms of numbers of organisations,
range of markets covered and the scale and scope of organisations. In parallel with that growth has
come an increase in interest from funders and other stakeholders who are interested in CDFls
effectiveness in delivering economic and social impacts. However, the growth and diversification of the
sector has made it difficult for CDFIs and stakeholders alike to answer some key questions about CDFI
performance and understanding differences. The aim of Change Matters is to improve the efficiency,
transparency and impact of CDFls in order to increase understanding, buy-in and investment from a
range of stakeholders and drive sustainability, growth and asset quality.

The objectives of the next phase in the development of Change Matters are:

e To continue to use Change Matters to provide individual and sector assessments of
performance - enabling CDFIs and stakeholders to better understand performance and identify
priorities to improve practice;

e To create an increasingly powerful and robust body of knowledge of community development
finance performance in key markets;

e To embed and broaden the understanding of key performance indicators for community
development finance;

e To both promote and further develop benchmarks of best practice in community development
finance.

A variety of positive outcomes will flow from Change Matters including increasing investment in the
sector, supporting growth, developing and professionalising community development finance and
helping the sector and its stakeholders identify opportunities and barriers to further growth.

The project is funded by Friends Provident Foundation with the support of the Department for Business,
Enterprise and Regulatory Reform. Friends Provident Foundation is an independent charity, established
following the demutualization of Friends Provident Life Office in 2001. The Foundation is governed by
independent trustees following a donation from Friends Provident plc in July 2004. The Foundationis a
general grant-making charity, with a focus financial markets and social value as well as tackling financial
exclusion (lack of access to money advice, banking and affordable credit and insurance products by low
income people).

This document provides an opportunity for both stakeholders and CDFlIs to get a clearer insight into the
performance framework. It includes a number of key questions covering the content and application of
Change Matters. The cdfa is interested to hear from a broad cross section of stakeholders including the
sector commercial and investment banking partners, current and future investors, regional development
agencies, the Financial Services Authority, government departments and charitable trusts and
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foundations. The views of CDFIs from across the sector are also important —including both new and
well established CDFIs and those serving a variety of different markets and customers.

This document is divided into sections covering the key topics relating to the CDFI performance
framework. Section two outlines the content of the performance framework and invites comments on
its content and application. Section three covers the broader Change Matters processes including site
visit, the role of independent assessors, developing ideas on its governance and oversight and ways of
recognising achievement. Section four includes details of the Change Matters benchmarks while section
five includes further details on how to respond to the consultation and how responses will be analysed
and used.

2. Change Matters z the CDFI performance framework
The performance framework consists of three domains:

1. Finance — focusing on the financial performance of CDFIs including balance sheet strength,
profitability and asset quality

2. Impact —exploring the effect of CDFI activities and what they achieve

3. Business operations —about understanding the infrastructure of a CDFI focusing on human
resources, systems and procedures

While the core of the framework centres on financial indicators of sustainability, portfolio quality,
solvency etc, it must build on a solid organisational foundation which demonstrates that the
performance indicators are produced in an environment which is robust, reliable and resilient. In
addition - as mission-led organisations that focus on achieving social and economic changes as a result
of their work —the framework also includes a method for understanding and analysing the outcomes of
CDFIs work.

Of these domains, it is expected that CDFIs will report on Finance and Impact annually. Business
operations is a supporting domain which helps ensure that the data reported under the Finance and
Impact domains is valid and reliable. The assessments are also designed to assess whether the
organisation which supplies the data is implementing the necessary policies, systems and procedures to
meet good practice standards. Our current proposal is that the business operations domain is therefore
assessed every three years (see Change Matters processes for more details of how the assessments are
carried out and the outputs and outcomes from them).

The topics in the framework are summarized in the table below. Full details of the ratios and principles

in the framework are included in Appendix 1.

Sustainability & Human Resources Policies and Market Research ~ Mission test
Profitability Procedures and Analysis
4
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Asset & Liability Strategic Planning Systems Marketing Outputs

Management and Budgeting Strategy

Portfolio Quality Risk Management Market Visibility Outcomes

Solvency Financial Practices Client Capacity Hard Impacts
& Statutory Building

Requirements
Capital & Liquidity  Signs of Growth Soft Impacts

Efficiency &
Productivity

Table 1 - Change Matters key topics

Finance domain

Each topic within the domains is assessed through a variety of transparent ratios and a series of
principles or tests. The input information for the ratios and the evidence in support of the tests is based
on financial statements, audited accounts, annual reviews, management accounts and reports and
organisational information and documentation. The following tables show the details of each domain
including the topics, the ratios and their definitions or the principle and the test for them.

The finance domain includes key ratios of financial performance and focuses on growth, levels of self-
sufficiency, efficiency and portfolio quality. At this stage in the development of the community
development finance sector in the UK, ratios which include operating expense input figures do not
currently include write off expenses. This is a direct result of findings from the development phase
during which it has become clear that CDFls are currently operating varying write off policies and while
some are regularly and systematically writing off, others are not. Write offs are not currently included in
these calculations in order not to penalise those applying a rigorous write off policy. However,
alternative write off ratios are included in the finance domain and if an individual CDFI has not adopted
a rigorous write off policy it is included in the site visits reports. As community development finance
performance in this area improves and write off policies are more consistently applied, this expense will
be included in operational expenses.

Change Matters is an evolving tool as CDFIs grow and increase their knowledge and operational
sophistication. There are some sections of community development finance performance (particularly
balance sheet analysis and assessments of external capital strategies, costs and proportions) that are
assessed in international micro finance that are not yet relevant given the current development of the
UK sector. Our proposal is therefore for a core framework, with further performance measures
emerging at a later date.
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Impact domain

Understanding and measuring impact has always been a challenging topic for CDFIs. The scope for
collating impact information through the performance framework is limited by its nature. Asa
transparent and transferable tool it is relatively static and it would struggle to capture the multiple and
diverse impacts CDFls are having —depending on their aims. However —with the introduction of ht
emission test and the measures that flow from it - the framework has produced progress in this area by
adopting a process based approach to testing impact by both providing a clear outline of recommended
practice and creating guidance on how to develop mechanisms that enables CDFIs to focus on collecting
impact data that can inform and support better practice.

Mission test

One of the key features of the i mpact domain i s
from which the other elements — outputs, outcomes and impacts - lead. The idea of the mission test is

borrowed from international micro finance social performance rating practice. It has at its heart the
assumption that each organisation’s i mpacts are
Although missions may not be replicable, it is possible to develop a process for testing how clearly an

organisation articulates its mission, how well it is understood and adopted in practice by staff and board

and how well the CDFI reflects its mission in its impact data collection.

They key questions are therefore:

Is there a clearly articulated mission, reflecting financial service as a priority for the organisation? Y/N
Is there evidence that it is understood by board, senior management and staff? Y/N

Are there clearly defined indicators against which progress is measured and reviewed? Y/N

Outputs

Outputs are the countable units which are the direct products of activities or a programme (and often
include information on particular borrower characteristics such as gender, ethnicity or age). For a CDFI
this focuses on number and value of loans written, outstanding portfolio.

Outcomes

Outcomes are the benefits of change for the borrowers. Measurements of outcomes show the degree
of its effectiveness, rather than its size, efficiency or productivity. The concept of attempting to identify
the changes brought about by an organisation or project has been around for many years. However, in
recent years, both CDFIs and funding bodies have become increasingly aware of the value and benefit of
becoming more focused on the outcomes of their work.

Impacts

Impacts are all the changes which result from an activity or programme including intended as well as
unintended effects, negative as well as positive and long term as well as short term effects e.g. how long
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people remain in jobs or how their quality of life is improved or improving household welfare and
broader effects on the community or local economy.

Whereas an outcome is a change resulting from project outputs, impact refers to broader, longer-term
change and relates to your overall aim. The terms can be thought of on a continuum, as follows:

Input -> Output -> Outcome -> Long term change/Impact

1. s this the right approach to developing a self- regulatory framework for CDFIs?

2. Does the framework cover all the main areas of CDFI activity?

3. Does it enable CDFIs to understand their own performance in relation to their peers?

4. Does it enable stakeholders to understand CDFI performance in a clear and transparent way?

5. Could the Change Matters framework be applied as an underwriting tool for investors in CDFIs?
If so why? If not, what is missing

3. Change Matters processes

Change Matters site visits

To date, we have worked with more than fourteen CDFls of varying types (in terms of size, age and

target market) from different parts of the country to apply the framework to their organisations. In

each case, we then produced a framework report which is sent firstly to the CDFI Chief Executive for

comment and, when finalised, to the CDFI Chair and Chief Executive. The report assesses the CDFI

under the three domains: Finance, Business Practice and Impact. It usually identifies a number of

actions and goals to strengthen performance, which are collated and prioritised in the initial Summary

and Recommendations section. It must be stressed that the reports are the property of the CDFI and
thecdfadoesn ot share them with any other party without

ASSessors

In the development stage of Change Matters site visits have been carried out by cdfa staff and
consultants. In the next implementation stage site visits will be carried out by a series of independent
assessors, familiar with the community development finance sector that have been trained by the cdfa.
The intention is to both increase the capacity to deliver site visits and create greater autonomy and
independence within the reports.

Governanceand oversight

Oversight and monitoring of the next stage in development of Change Matters will also move away from
being the sole responsibility of the cdfa board (where board members have to deal with the sometimes
difficult challenges of adjudicating peers) to being shared with an independent panel including
representatives from key stakeholders such as the FSA, RDAs, banks and other emerging investor
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groups, charitable trusts and independent experts. The panel will maintain oversight of the continuing
development of Change Matters and compliance with the Code of Practice. While participation in
Change Matters is currently voluntary, compliance with the Code of Practice is now a condition of
membership of the cdfa. The Change Matters panel will report any serious breach in compliance to any
relevant authority. The cdfa will establish the independent panel by the beginning of April 2009. (A full
copy of the Code of Practice is included in Appendix two).

Recognising achievement and implementing the framework

To date, participation in the Change Matters programme has been on a voluntary basis. However, a
number of stakeholders are already asking CDFIs to undertake full or partial reports on the framework
to help them better understand the organisations they work with. The cdfa anticipates that site visits
and reports will continue to be made on a voluntary basis and increasingly used by funders and investors
as a compulsory element of funding or investment applications. The cdfa expects approximately 20
CDFlIs per annum to join the Change Matters pipeline.

The cdfa board and the Change Matters independent panel will be considering a variety of strategies for
recognizing participation and achievement within Change Matters. Some ideas under consideration
include:

e Recognition of special status for members that undertake Change Matters visits

e Development of flagship or beacon (exact name for discussion) status within members and
development of corresponding awards (possibly including physical awards and award ceremony)
for those achieving benchmarks.

e Re-accreditation/testing of beacons/flagships every 1 or 3 years (finance and impact domain
tested annually.

e  Star ratings from 0-5 for achievement against standards and/or rewards for outstanding
performance.

6. Is reporting the finance and impact domains annually and the business operations domain every
three years the right level of frequency? If not, what should they be?

7. Should the content of the site visits reports remain confidential to the CDFI (although
stakeholders might request reports as they become available)?

8. Do independent assessors support the efficiency and effectiveness of Change Matters? Does
using independent assessors increase the integrity and confidence in the content of reports? Are
there any challenges or difficulties in using independent assessors?

9. Do you agree that there should be an independent panel with oversight for Change Matters?
Are there any key stakeholders missing form the proposed list of member of the panel? Are
there other key functions/roles the independent panel could undertake?

10. Are the suggestions for recognising participation and achievement in Change Matters good
ideas? Are there priorities? Are there any other suggestions?
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4. CDFI benchmarks

Benchmarks enable comparison of activities, processes or results with those already achieved by an
organisation itself or by another organisation. CDFI benchmarks have been developed (based on cdfa
member survey data, Change Matters site visits and CDFI business modelling) for the four main CDFI
markets —social, micro, small enterprise and personal lending.

The benchmarks are a sub-set of indicators from the finance domain of the performance framework.
Rather than being a comprehensive picture of performance, the benchmarks can be used as a proxy
illustrating strong CDFI performance. Although an individual CDFI, funder or investor may be interested
in understanding the much broader picture the performance framework can paint, these six indicators
provide a snapshot of relative performance and provide a way to understand CDFI performance in
relation to others. They have been selected because they are transparent, transferable and verifiable
from management reports and annual accounts.

The benchmarks represent current good practice amongst UK CDFIs and are intended to act as goals or
targets, particularly for younger organisations. There are a number of factors that might affect the
capacity or ability of CDFIs to reach these benchmarks including:

e Main market(s) served —benchmarks have been developed for different peer groups based on
markets because this factor so significantly affects relative performance

e Age/maturity of CDFI —the benchmarks are based on mature organisations and although a
variety of factors affect the development of and performance of CDFIs the benchmarks broadly
apply to organisations with a minimum of five years of lending experience.

e CDFI delivery models —the benchmarks focus on financial service delivery and do not attempt to
test the quality of an organisation’s services
operating finance plus models can test their performance against the benchmarks by operating
a separate cost centre for their financing activity.

The benchmarks are currently focused on these main peer groups in order that they reflect the impact

of CDFl business modelsandmar ket s . There are curreforCOFly no “ bl el
serving multiple markets) in order to avoid over-segmenting peer groups amongst the current UK

community development finance sector. However, site visit reports on a number of blended market

CDFIs suggest the benchmarks remain applicable and useful to help frame and understand performance.

In addition, it is also clear that there are a number of interlinked factors. Strong performance on one
benchmark may directly impact (sometimes negatively) on performance another. Some of these key
relationships include:

e Self-sufficiency vs outreach/impact —Some CDFIs may target the very hardest to reach, riskiest
customers in their chosen market. As a result these organisations are likely to produce
significant evidence of social and economic impacts as a result. However, this concentration can
affect overall organisational self-sufficiency.
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e Efficiency vs context — Similarly, some CDFls operate in particular environments which can affect
efficiency measures (such as self-sustainability ratios or loan officer productivity). This factor
might affect CDFIs delivering in rural contexts in particular.

e Gross yield and average interest rates. Gross yield is used as a test for loan fund performance
beyond write offs as in the current climate CDFls are not operating consistent write off policies.
Very broadly, gross yield reflects average interest rates in a specific market.

e Annual write off and loan officer productivity. The site visits have revealed there can
sometimes be a trade off between high loan officer productivity and reducing or lower annual
write offs. For many CDFIs, striking a balance between efficiency and quality is an on-going
strategic and management challenge.

15%

35% 40% 16.50% 9% 100 64%
50% 55% 14.50% 12% 82 48%
48% 75% 5.50% 3% 20 18%

Table 5 - Change Matters benchmarks

11. Are these the right indicators to use for benchmarks? Do they focus on the right areas of
performance? If not, what other indicators or areas should be included?

12. Is this the right number of benchmarks? Should there be more or less?

13. Are the benchmarks at the right level (i.e. based on current good performance and therefore
aspirational)? If so, do they work as an effective driver for growth and development? If not,
what is the appropriate level for benchmarks to be effective?

5. Consultation process

The consultation on Change Matters is open to all. Comments and responses to the key questions are
invited until Friday 31* October 2008. Please send your comments (preferably electronically) to the cdfa
at:

Community Development Finance Association
Room 101,

Hatton Square Business Centre

16/16a Baldwin Gardens,

London EC1N 7RJ

info@cdfa.org.uk
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Pl ease mar k Ghoage Mattersc oppesrud @ a“t i on” . Responses
respondents will be included in the response to the consultation report. If you do not wish to be

included in the list of respondents please indicate clearly. A response to the consultation will be
available by the end of 2008.

Questions

1. Isthis the right approach to developing a self- regulatory framework for CDFls?

2. Does the framework cover all the main areas of CDFI activity?

3. Does it enable CDFIs to understand their own performance in relation to their peers?

4. Does it enable stakeholders to understand CDFI performance in a clear and transparent way?

5. Could the Change Matters framework be applied as an underwriting tool for investors in CDFIs?
If so why? If not, what is missing?

6. Isreporting the finance and impact domains annually and the business operations domain every
three years the right level of frequency? If not, what should they be?

7. Should the content of the site visits reports remain confidential to the CDFI (although
stakeholders might request reports as they become available)?

8. Do independent assessors support the efficiency and effectiveness of Change Matters? Does
using independent assessors increase the integrity and confidence in the content of reports? Are
there any challenges or difficulties in using independent assessors?

9. Do you agree that there should be an independent panel with oversight for Change Matters?
Are there any key stakeholders missing from the proposed list of member of the panel? Are
there other key functions/roles the independent panel could undertake?

10. Are the suggestions for recognising participation and achievement in Change Matters good
ideas? Are there priorities? Are there any other suggestions?

11. Are these the right indicators to use for benchmarks? Do they focus on the right areas of
performance? If not, what other indicators or areas should be included?

12. Is this the right number of benchmarks? Should there be more or less?

13. Are the benchmarks at the right level (i.e. based on current good performance and therefore
aspirational)? If so, do they work as an effective driver for growth and development? If not,
what is the appropriate level for benchmarks to be effective?
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6. Appendix 1

Finance domain

Sustainability and Profitability
Asset and Liability
Management

Portfolio Quality

Solvency

Capital / Liquidity

Efficiency / Productivity

1A. Loan fund self-sufficiency,
1B. Operational Self-Sufficiency

2. Yield on gross portfolio

3.Aged Portfolio at Risk
4. Aged Rescheduled PAR
5. Write-off - annual rate
6. Write-off - cumulative

7. Current Ratio
8. Operating Reserves

9. Commitments

10. Deployment
12. Liquidity Management

12. Treasury Management

13. Loan officer productivity

14. Average disbursed loan size
15. Cost per active loan
outstanding

16. Operating expense

17. Earned revenue ratio

Earned revenue (from loan fund)/Total expenses
Earned revenue (all earned income)/Total expenses

Revenue from loan portfolio / average gross loan portfolio

Portfolio at Risk/Gross Loan Portfolio

Rescheduled portfolio at risk / Gross loan portfolio

Net loan losses / gross loan portfolio

Accumulated net loan losses / accumulated loans made

Current assets / current liabilities
Reserves as a proportion of operating costs

Loans committed / funds available for lending

Loans and commitments / total capital

Principle - Does the CDFI have an appropriate,
implemented liquidity management strategy? Y/N
Principle - If the CDFI has significant levels of free capital
does it have an active treasury management policy,
enabling it to maximize income from capital available for
lending while satisfying draws on funds in a timely way?
Y/IN

No. active borrowers / number of loan officers
Value of loans disbursed / total number of loans disbursed

Operating expense. No. of active loans
Operating expense / average gross loan portfolio
Earned revenue / Total revenue
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Impact domain

Mission

Outputs

Outcomes

Impacts -
hard and
soft

Mission test

Numbers and value of loans,
by target group

Numbers of businesses or
social enterprises started,
numbers of jobs created,
numbers moving from
unemployment to
employments

Number/quality of impacts on
clients, employees, other
householders, communities

Is there a clearly articulated
mission, reflecting financial
service is a priority for the
organisation? Y/N

Is there evidence that it is
understood by board, senior
management and staff? Y/N

Are there clearly defined
indicators against which progress
is measured and reviewed? Y/N

Does the organization monitor its
outputs? Y/N

Does the organization define,
monitor and evaluate its
outcomes? Y/N

Does the organisation define and
monitor its hard/soft impacts in
line with its mission?
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Clarity in mission which reflects CDFI's focus on financial service
provision/Some clarity in mission which includes reference to finance
service provision/Mission developed but does not reflect financial
service provision/No formal mission

Clear evidence of knowledge and understanding of mission at all
levels/Some evidence of knowledge and understanding of mission at
all levels/Partial evidence of knowledge and understanding of mission
at some levels/Little or no evidence of knowledge and understanding
of mission

Clearly described indicators and forward targets against which
progress is measured and reviewed/Some indicators against which
progress is measured, relatively clearly described and
reviewed/Clearly or fairly clearly articulated indicators against which
progress could be measured and reviewed/A few indicators, but not
particularly clearly described and no clear way of measuring progress
against them

Clear, regular monitoring of outputs and reporting in internal and
external documentation/Some reporting of outputs and reporting in
internal and external documentation, not necessarily on a regular
basis/Some reporting of outputs, but not always internally and
externally, not on a regular basis/Little or no reporting of outputs

Clear, regular monitoring of outcomes and reporting in internal and
external documentation/Some reporting of outcomes and reporting in
internal and external documentation, not necessarily on a regular
basis/Some reporting of outcomes, but not always internally and
externally, not on a regular basis/Little or no reporting of outcomes

Clear, regular monitoring of impacts and reporting in internal and
external documentation/Some reporting of impacts and reporting in
internal and external documentation, not necessarily on a regular
basis/Some reporting of impacts, but not always internally and
externally, not on a regular basis/Little or no reporting of impacts




Sample
impacts -
hard

Sample
impacts -
soft

Impacts on clients such as
employment, increased
income, educational
achievements, increased
capacity to manage money
and greater financial literacy
(personal lenders)

Soft impacts on individuals
such as increases in
confidence; engagement in
civil society; increased
educational achievement of
dependent children

Impacts on businesses or social
enterprises, such as formation,
growth in turnover, profitability
and employment (business
lenders)

Soft impacts on businesses and
social enterprises such as
increases in capacity to sell
outside the local market.

Impacts on local communities and economies such as vacant
premises renovated, service provided, decrease in unemployment,
decreases in capital flows out of local communities.

Soft impacts on local communities and economies such as reductions
in anti-social behaviour and harassment, increases in business
confidence through increased investment.
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Business operations domain

Human
resources

Strategic
planning and
budgeting

Risk
management

Financial
practices

Core values and
organisational
culture

Board strength and
capacity

Management
strength and
capacity

Staff strength and
capacity

Identification and
coverage of risks -
external
Identification and
coverage of risks -
internal
Identification and
management of
portfolio risks

Internal controls

Does the organisation clearly
articulate its values and are they
translated into the culture of the
board and staff? Y/N

Does the organisation have a
strong, able, engaged board with
the range of skills needed to
govern a CDFI? Y/N

Does the organisation have a
strong, able, capable chief
executive or senior management
team with the range of skills and
experience needed to run a
CDFI? YIN

Does the organisation have a
strong, able, capable staff team
with the range of skills and
experience needed to deliver
CDFI services? Y/N

Does the CDFI have clear,
effective strategic planning and
budgeting processes? Does the
CDFI track performance against
planning and budget targets? Y/N

Does the CDFI have a clear,
effective risk identification and
mitigation processes? Does it
result in effective risk
management? Y/N

Does the CDFI regularly identify,
analyze and respond to portfolio
performance and risks?

Does the CDFI have appropriate
financial procedures in place?

Strongly articulated values, articulated by staff and board

Engaged board with a clear understanding of the CDFI's mission, business
model and how to achieve them. Board range of skills represented on the
board including finance, relevant political representation, market knowledge
or background, marketing and promotions, not-for-profit and/or small
business management. Adequate size of board. Compliant with the code of
practice.

Able chief executive/senior management team with skills and experience
covering the key topics of CDFI leadership and practice: leadership and
strategic direction, not-for-profit/small business management, strong financial
understanding and awareness skills, understanding of running a
finance/lending business, capacity to and awareness of balancing mission
and delivery/efficiency.

Able staff team with skills and experience covering the key topics of CDFI
practice: Client contact and management skills, capacity to develop and
underwrite deals in line with loan policy, effective delinquency management
skills, efficient/effective back office or administration (including out sourcing),
marketing and customer awareness analysis.

Clear evidence of both strategic planning and budgeting processes and
evidence of quality, practical outcomes from these processes that inform
direction and management of CDFI operations

Clear evidence of risk identification and mitigation process and resulting
action. Adequate insurance cover and reserves.

Clear evidence of portfolio risk identification and mitigation process and
resulting action.

Written financial procedures including payment controls, bank reconciliations,
fixed assets register, credit card procedure, cash handling procedure and
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and statutory
requirements

Signs of
growth

Policies and
procedures

Annual audits

Financial reports

Portfolio growth

Product
growth/diversification

Policies:

Anti-Fraud

Board Review and
Recruitment
Buildings and
Physical
Environment

Equal Opportunities
Insurance

IT and
Communications,
inc. data protection
Liquidity

Lending

Loan Loss (write off)
Provisioning
Recruitment and HR
Reserves

Risk analysis and

Are audited accounts produced?
YIN

Does the CDFI produce regular
portfolio performance and
management reports? Y/N Are
the portfolio performance reports
reconciled to the accounting
system?

What stage of development is the
CDFI at, judging by its portfolio
growth: Start-up; Winding down;
Pilot; Going to scale; Major
expansion

Y/N

Y/N

Y/N
Y/N
Y/N

YIN
YIN
YIN
Y/N
Y/N
Y/N
Y/N
YIN

anti-fraud policy and response plan. Evidence of implementation of
procedures particularly signed bank reconciliations and payment
authorisations.

Audited accounts, consumer credit licence and other legal approvals where
appropriate

Regular portfolio performance reports are tabled and discussed at Board
meetings

(Portfolio outstanding at end of FY - portfolio outstanding at eh beginning of
the FY)/Portfolio outstanding at the beginning of the FY (%). Current year
and 3 year trend by both value and number of loans.

Increased penetration, geographic expansion, new products or markets

Are the policies in place? Is there evidence of implementation? Are they
regularly reviewed by the Board?
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Systems

Market
awareness

Management
Security

Strategic and
business planning
Whistle-blowing

Procedures:
Client Satisfaction
Communications
and PR
Complaints

Loan Monitoring

Induction, training
and communication.
Performance
management.
Accounting.
Management
Information

Market research and
analysis.

Marketing Strategy

Market Visibility

YIN

Y/N
Y/N

YIN

Y/N
YIN
Y/N

Are there induction, training and
communication systems in place
which ensure that understanding
of mission, vision, values,
strategies and performance
objectives flow from the Board to
the management team to the
staff? Y/N

The organisation collates and
analyses internal and external
data on its market

The organisation has a marketing
strategy and plan, with a
dedicated marketing budget.
There is evidence of marketing
activity, in line with the plan.
There is evidence that the
organisation is "visible" to its
clients, its geographical or other
constituency and through building
relationships with key
stakeholders and partners.

Are there performance management systems in place by which staff report
on performance to management which, in turn, reports to the Board and other
stakeholders? What Accounting and Management Information System(s) are
the CDFI using and are they adequate for the size and complexity of the
organisation? Do they reconcile? Does the organisation have a Client
Satisfaction System and does it feed back into the decisions it makes?
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7. Appendix 2
Code of Practice

Contents

Introduction
1. Governance Issues
2. Practice Issues
3. Further Information
Annexe

CDFI Business Principles

The cdfa is the trade association for Community Development Finance Institutions (CDFIs).
CDFlIs are independent financial institutions that provide capital and support to enable individuals
or organisations to develop and create wealth in disadvantaged communities or under-served
markets.

The cdfab s mi iste sugpart the development of a thriving and sustainable community
development finance (CDFI) sector that provides finance for disadvantaged and underserved
communities and, as a consequence, contributes to the increasing prosperity of these
communities.

Introduction

This Code sets out a series of key commitments and principles in accordance with which CDFls should
operate and which underpin good practice across the sector.

CDFIs use a number of different legal frameworks and therefore, the Code sets out to distil the
commonalities between these different legal forms. Due to these different legal structures, it is
recognised that not all CDFIs will be able to comply fully with this Code on its introduction. However, all
cdfa members will be expected to work towards full compliance.

The importance of good practice

For the CDFI sector to grow and mature, it needs to demonstrate to its stakeholders its commitment to
the highest standards of governance and best practice. To facilitate this, each member of the cdfa must
ensure that their own organisation adequately addresses the issues set out in this Code.

What is governance?
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Governance is “the systems and processes concerned wi
supervision and accou'ntability of an organisation”

Terminology

Throughout, this code usesthet er m Chi ef Executive as meaning a CDFI ' s
although we recognise that there are other titles use
Board’ and ‘Board members’, although other terms may

The role of the Board and staff

The Board is the overall governing body of the CDFI. As such, it must be able to balance a commitment

and willingness to achieve the CDFI’'s mission and ai-t
organisational strength and capacity to achieve that mission. The Board is responsible for developing and

monitoring systems and controls. In so doing, it must make itself accountable to its stakeholders and act

in @ manner that is open and transparent.

Day-to-day management of the CDFI should be delegated to the Chief Executive and staff. Their
responsibility is to manage the affairs of the organisation in accordance with the policies and decisions of
the Board; to ensure that appropriate systems of control are in place; and to ensure that the Board
receives the information necessary for it to monitor performance and determine policy.

Compliance

All CDFIs within the cdfa’ embership, and any applicants for membership, must adopt the Code of
Practice and will be expected to work towards full compliance. Such compliance will be monitored by the
cdfa via annual statements of compliance and explanation, filed as part of the cdfa annual members
survey returns. Where a CDFI does not comply with specific parts of the Code, the statement should
explain the reasons for non compliance and set out when full compliance can be expected.

I f a CDFI's governing document does not allow the orc¢
must take precedence until such time as it can be amended. Any CDFI that cannot comply with parts of

the Code should review their governing document, standing orders and other documentation, and aim to

amend them to enable full compliance.

In order to ensure that the whole of the CDFI sector benefits from the common standards of good
practice ensured by this Code, cdfa members that are unwilling to work towards full compliance will be
considered by the cdfa Board, under clause 1.6.4 of the Articles of Association.

The cdfa Performance Framework

The Code of Practice is an integral part of the Performance Framework, and is cross referenced
throughout. As such, compliance checks will be carried out on a three year basis.

1. Governance Issues

1.1. Responsibilities of the Board

'!6The Governance of Vol untary Organisationsé, Comfort
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The Board should lead and set the strategic direction of the business of the CDFI. The Board has
and must accept, both collectively and as individual directors, ultimate responsibility for directing
the affairs of the CDFI, ensuring it is solvent, well run, and delivering the outcomes for which it
has been set up.2 The Board retains ultimate responsibility, even where it may have properly
delegated its powers to a subcommittee or staff.

However, Board members should avoid becoming involved in day to day operational decisions
and matters. The Chief Executive has responsibility for maintaining a clear division of roles
between the Board and the staff team.

The essential functions of the Board shoul
document by standing orders. As a minimum, these essential functions should include clauses
1.1.1.to 1.1.5 below.

1.1.1 Legal duties

The Board must satisfy itself that the CDFl complies with all relevant laws, regulations and the
requirements of its regulators, including the timely submission of accounts and returns.

1.1.2 Strategic development & policy making

The Board must define and ensure compliance with the objectives and values of the CDFI and of
this Code and establish appropriate policies to achieve these objectives.

1.1.3 Monitoring performance

d

be

The Board must agree processes and procedures

procedures and finances.
1.1.4 Financial responsibility

The Board must ensure that the organisation is financially healthy and secure by monitoring
financial indicators at least quarterly, setting annual budgets and approving annual accounts.
Clear financial standing orders should set out in detail financial approval and decision making
processes, and how the Board will monitor the finances of the CDFI.

1.1.5 Delegation

The Board must establish and oversee a framework of delegation and systems of control, set out
in standing orders and procedural documents. This must include clear terms of reference for any
subcommittees, where the governing document or standing orders allows such delegation.

1.1.6 Risk management

The Board must establish or ratify policies and decisions on all matters that might create
significant risk to the CDFI, financial or otherwise. Such policies should aim to control these risks
appropriately.

2Paraphrased from 6Good Governance: A Code for
NCVO on behalf of the National Hub of Expertise in Governance
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1.1.7 Staffing & employment

The Board must appoint, induct and support the Chief Executive, and motivate management to
achieve best practice in all areas of its work. The Board must also, if necessary, implement
disciplinary procedures (up to and including dismissal) against the Chief Executive. The Board
should also determine the appropriate level of remuneration for this post.

1.1.8 Advocacy
The Board must be an advocate and champion of the CDFI.
1.1.9 Representation and accountability

The Board must always act in the best interests of the CDFI. It must represent the interests of
the CDFI's shareholders and/ or members (in the <c
that there are procedures in place for reporting back to them.

1.1.10 EqualOpportunities

The Board must ensure that clear policies are developed, implemented and monitored in relation
to equal opportunities as they affect clients, staff, volunteers and the Board itself.

1. 2. The responsibilities of individual Board members

Each Board member should be given written notification of their responsibilities as a Board
member, and should sign a copy to indicate their acceptance. This should include the following
obligations:

1.2.1 Contribute & share responsibility

Board members should use their skills and experience to help the Board make appropriate

decisions. They should share responsibility for and uphold all decisions made by the Board. All

Board members are equally responsiblevin | aw for
equal status as Board members®.

1.2.2 Support objectives & policies
Board members must support the CDFI’'s objectives
1.2.3 Maintain independence as a Board member

Each and every Board member must act as an individual, and not as the representative of any
group or organisation. This applies regardless of how that person was nominated, elected or
selected to become a Board member. Board members must ensure that they remain
independent, and do not come under the control or influence of any external organisation or
individual.* Board members must always act in the best interests of the CDFI.

1.2.4 Confidentiality

% Good Governance, ibid
* Good Governance, ibid
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Board members must respect the confidentiality of information provided to the Board.
1.2.5 Conflicts of Interest

Board members should always declare any conflicts of interest that may arise as a result of
having an involvement or connection with any person or organisation with which the CDFI (or its
formal partners) has dealings (see clause 1.4.9 of this Code).

1.2.6 Prepare& attend

Board members should prepare for meetings commensurate with their duties and attend them
as required.

1.2.7 Contribute outside of Board meetings

Board members should attend additional meetings within the CDFI or with external agencies, as
appropriate, and whenever possible, attend any training organised for Board members.

1.2.8 UpholdthecdfaQd / 2RS .2F t N} OGAOS
Board members must support and uphold this Code of Practice.
1.3 Responsibilities of the Chair

The Chair of the CDFI has particular and specific duties and responsibilities. The Board should
define these in writing. As a minimum, these will include the following duties:

1.3.1 Efficient conduct of business
Ensure the efficient conduct of thg Board’s busin
1.3.2 Decision making

Ensure that all Board members are given the opportunity to express their views as appropriate
before any important decisions are taken.

1.3.3 Relationship with the Chief Executive
Establish a constructive working relationship with, and provide support to, the Chief Executive.
1.3.4 Delegation of authority

Ensure that the Board delegates sufficient authority to its subcommittees (where such
subcommittees exist), Chief Executive and Chair, to enable the business of the CDFI to be carried
on effectively between meetings.

1.3.5 Compliance with this Code

The Chair should ensure that the CDFI complies with this Code of
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Practice”.
1.3.6  Professional advice

Ensure the Board receives professional advice where necessary or where requested by other
Board members.

1.3.7 Appraisal of the Chief Executive

Appraise the performance of the Chief Executive and ensure that recruitment and employment
of the Chief Executive complies with employment legislation and good practice.6

1.3.8 Reviewof the Board

Ensure that the composition of the Board and the skills of its individual members are periodically
reviewed in line with this Code, and that action is taken to remedy any gaps identified.

1.3.9 Representation
Represent the CDFI as required.

1.4 The Operation of the Board
141 Size

CDFI boards should have at least five members (excluding co-optees) to enable them to conduct
their business properly and efficiently.

1.4.2 Frequency of Board meetings

The Board should meet as frequently as needed to ensure fulfilment of its duties and
responsibilities, but as a minimum four times per year.

1.4.3 Quorum

CDFI boards should aim to conduct their business with as high a proportion of members present
as possible. However, there may be circumstances when this will not be possible and for that
reason a quorum must be agreed and recorded. This will generally be set within the governing
document or standing orders, but should require as a minimum one third of Board members (not
including co-optees) to be present.

1.4.4 Non attendance at Board meetings

If a Board member fails to attend three consecutive Board meetings without setting out an
appropriate reason in writing to the Board, the Board should be entitled to remove that person
as a Board member. This will need to form part of the governing document or be set into the
standing orders of the CDFI.

® Good Governance, ibid
® Good Governance, ibid
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1.4.5 Induction & Board development

All Board members should be offered an induction programme and subsequent opportunities to
develop their knowledge and skills in ways which will enable them to carry out effectively their
responsibilities as Board members.

1.4.6 Decision making

Board decisions should be, wherever possible, based on full agendas and documents circulated
to members in advance of meetings. Points for decision should be clearly identified and
decisions clearly recorded in the minutes.

The Board should ensure it receives the information and advice needed to make good decisions.

Board papers should be well presented, circulated in advance of board meetings, and make clear
recommendations to the board in situations where a decision is required.

1.4.7 Separation of strategic and operational roles

The Chief Executive has responsibility for maintaining a clear division of responsibilities between
the Board and the staff team. S/he should provide an effective link between the Board and staff,
informing and implementing strategic decisions of the Board. Board members should not seek to
become directly involved in decisions which have been properly delegated to staff. Where
necessary the Board should raise any such issues through the Chief Executive.’

1.4.8 Urgent decisions

Urgent decisions should be taken in accordance with predetermined arrangements set out in

standing orders.
1.4.9 Conflicts ofinterest

The CDFI must have procedures for Board members to declare actual or potential conflicts of
interest to the Board; such declarations should be made at the earliest opportunity. They should
be recorded in Board minutes or in a register kept for the purpose. Where a conflict of interest
arises at a Board meeting, the Board member concerned should not vote on the matter or
participate in the discussions. S/he should also offer to withdraw from the meeting, and the
Board should decide if this is required. Where a Board member has a major or ongoing conflict
of interest, s/he should offer to resign from the Board. 8

1.4.10 Periodic review

At agreed intervals, the Board should set aside time for a full discussion about the effectiveness
with which it is conducting its business.

1.4.11 Exit interviews

! Paraphrased from Good Governance, ibid
® Good Governance, ibid
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All departing Board members should be interviewed by the Chair and be given the chance to
record their views on the operation of the Board and the organisation. This should then be
reported back to the wider Board. In some cases, the Chair may delegate this interview to
another Board member, if requested by the person departing.

1.4.12 Receipt of gifts or hospitality

The Board should establish a policy on the receipt of hospitality and gifts by Board members and
staff. Board members and staff should declare all personal gifts received and hospitality

accepted while on the CDFI's business, or from pe
Such decl arations shoul d brenaregastergeptdoettht i n t he Boar d
purpose.

Board members and staff should not accept gifts with a significant monetary value or lavish
hospitality. Where this may be a frequent issue, the CDFI should set a policy to define what is
and is not acceptable.9

1.4.13 Board expenses and remuneration

The Board should set a policy on payment of expenses and/or remuneration for services to Board
members. Board members may be only be remunerated on terms and conditions set out in the
governing document or standing orders of the CDFI.

1.4.14 The prevention of receipt of financial services from the CDFI

The Board must ensure robust policies and procedures to prevent declare a conflict of interest
Board members and staff, or their immediate families, receiving loans, investments or other
financial products from the CDFI. This will always represent an unacceptable conflict of interest,
and policies must make it clear that any such transaction would lead to the resignation of, or the
taking of disciplinary action against, any parties involved.

1.5 Renewal and Composition of the Board
1.5.1 Board members standing down

Board members should stand down on a systematic basis, to allow an open and transparent
process for new individuals to stand for Board membership. To avoid upheavals in business
continuity, Board members should not all stand down at the same time, but in proportions of the
whole Board (eg one third or one half each year) as set out in the governing document or
standing orders.

Maximum terms of office for Board members, the number of consecutive terms that may be
served by a given Board member, and the period of time to elapse before an individual is eligible
for re-election or re-appointment to the Board should all be set into the governing document or
standing orders.

1.5.2 Recruitment & Selection of Board members

° Good Governance, ibid
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The Board should agree standing orders to cover procedures for:

The recruitment or election of new members

The qualities, skills and experience considered necessary

Election or appointment of the Chair and other Officers

The maximum period in terms of office for the Chair and other officers

People who are excluded from membership on account of their previous conduct,
present circumstances or status.

CDFls should not to appoint Board members who:

> > >

p>

Arethe subject of a disqualification order under
Act 1986.
A Have been convicted of an offence where the conviction is not treated as spent under
the Rehabilitation of Offenders Act 1974.
A Are prohibited by the Financial Services Authority from undertaking a controlled
function.
A Are un-discharged bankrupts.
1.5.3 Skills and Experience of Board Members

The Board should collectively provide a mix of skills, experience, qualities and knowledge
appropriate to the work of the CDFI, so that the CDFI can respond to the challenges and
opportunities it faces.

The experience of Board members should cover:
A Governance, finance, business and management

A The regulatory and legal framework within which the CDFI operates10
Ideally Board members might also have experience in:

A Providing strategic leadership and working as a team

A Direct knowledge of the CDFI's target clients.
experience

A Human resources and diversity

A The operating environment and risks that exist for the organisation

1.5.4 Cooptions to the Board

Individuals may be co-opted to serve on the Board where the governing instrument allows. Co-
option may be used to recruit individuals with particular skills and expertise or independence, as
required, but the number of co-optees should never exceed one third of the total number of
Board members.

1.5.5 Diversity of Board Membership

In determining a policy for recruitment of new Board members, some priority should be given to
ensuring diversity of Board membership, within the context of ensuring that Board members
have the skills required for the role. Policies aiming to ensure that the Board is balanced with
regard to race and gender, and that people with disabilities have representation, will increase
the abilities of the Board to promote an inclusive society in line with the mission of CDFls.

10 Paraphrased from Good Governance, ibid
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1.5.6 Staff of the CDFI as Board members

Staff of the CDFI may only become Board members where this is permitted by law and by the
governing document. It should also be agreed by the Board as being demonstrably in the
interests of the CDFI, and as not creating unacceptable conflicts of interest. A staff Board
member should not be eligible to become Chair of the CDFI, and staff Board members must
never form a majority on the Board."

1.5.7 Representation of Clients & The Local Community

Where it is felt that there needs to be representation of clients and/or the local community and
these cannot be otherwise accommodated on the Board, consideration should be given to the
use of advisory groups or focus groups.

1.6 Committees of the Board

The Board may del egate work to subcommittees i
document or standing orders. |t is vital that Board of a CDFI does not operate any system of

delegation to subcommittees unless given the powers to do so in its governing document or

standing orders.

Amongst CDFIs the most common of these subcommittees are those dealing with lending/loans,
investment, risk management and finance/audit.

1.6.1 Tems of Reference

Each subcommittee should have clear terms of reference approved by the Board and should
report regularly to the Board.

1.6.2 Membership of Subcommittees, and delegation of decision making.

Dependent on the governing document or standing orders, these subcommittees might have
delegated authority to make decisions, and might include non Board members as subcommittee
members. Subcommittees without delegated authority must operate by making
recommendations to the Board.

However the full Board remains responsible for the decision of any subcommittee, whether it has
delegated authority or not. The Board must therefore agree and set out in writing any
delegation of authority in the terms of reference of each subcommittee. The powers delegated
must be set out in detail, and make clear any limits to the decision making powers of the
subcommittee, and at what point decisions should be referred to the main Board.

A subcommittee with delegated powers of decision making should be:

Chaired by a Board member, and ideally, should have a majority of Board members.
Where non Board members are members of a subcommittee they must have the
necessary skills and experience in the work area of the subcommittee, and have been
asked to evidence these.

> >

1 Paraphrased from Good Governance, ibid
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A Any subcommittee with delegated powers must be attended and advised by a member

of the CDFI staff having professional expertise in the work area of the subcommittee.

A Minutes must be kept at all subcommittees. Even where the subcommittee has
delegated powers of decision making, the minutes must form a standing agenda item for
full Board meetings, and be presented to the Board for information.

1.6.3 Disputes

I n the event of a dispute, the Board’'s decisions

1.7 The Board and Risk"

The Board must act prudently to protect the assets and property of the CDFI, and ensure that
they are used to deliver the CDFI’'s objectives an

risks to which the CDFl is subject, and take action to mitigate risks identified.
1.7.1  Avoidance of risk

The Board must avoid undertaking activities which
shareholders, investors, staff, property, assets or reputation, or that might risk damaging the
CDFI sector or the cdfa.

1.7.2  Investment and borrowing risk

The Board must exercise special care if investing
use, and must comply with its governing document or standing orders and any other legal

requirements in so doing.
1.7.3 Risk Assessment

Board members should understand the risks facing the CDFI, and how these are managed and
minimised. The Board should undertake a full risk assessment (either periodically or on a rolling
basis) and take appropriate steps to managethe CFDI ' s exposure to significa

1.7.4  Professional Advice

The Board should obtain advice from professional advisers or others on all matters where there
may be material risk to the CDFI, or where Board members may be in breach of their duties.

1.75 Dealing with conflict

The Board should take ultimate responsibility for ensuring that conflicts that may arise within the
CDFI are effectively dealt with and managed. This includes conflicts arising between Board
members, staff, the Chief Executive, members (where applicable) and clients.

1.7.6  Whistle blowing

The Board should have a whistle blowing policy and procedures to allow confidential reporting of
matters of concern, such as misconduct, misuse of funds, mismanagement, and risks to the CDFI

or to people connected with it.

12 Paraphrased Good Governance, ibid
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The policy and procedures will need to be commensurate with the size of the CDFI, but should:

A be accessible and open to staff, Board members and partners of the CDFI

A provide for those who are not confident about raising a concern with their line manager
or a senior manager to have direct access to a Board member, an independent person
or a regulatory body

A ensure people who raise such concerns in good faith that they need have no fear of

reprisals or other adverse consequences
A ensure that all such concerns will be properly assessed and investigated in a way that is
fair to the whistleblower and others involved
A provide for appropriate action to be taken where a concern is shown to be well founded
1.8 Group Structures

In some instances, CDFls operate a group structure involving two or more legal entities operating
together, to deliver different services. Where this is the case, it is essential that the Board of each
organisation operates discretely, always strictly within the terms of reference of each
organisation and in accordance with the requirements of the organisation responsible for
regulation (eg FSA, Companies House & the Charity Commission).

2. Practice Issues
There are various legal forms currently used by CDFls including:

Companies Limited by Guarantee

Companies Limited by Shares

Industrial & Provident Societies

Banks

Limited Liability Partnerships

Community Interest Companies

Some CDFls have charitable objectives and are also registered as charities with the
Charity Commission.

As a result, there is no one regulatory body, but several: Companies House, the FSA and the Charity

v > > D> D>

Commission. Although there is no one set of regulations to which all CDFIs have to conform, there
are clearly a range OdskssentislGeeleldow)wher e ‘ best practice’

2.1 Systems & Control

The Board needs to satisfy itself that there are adequate systems and controls in place to ensure
that the CDFl is well managed, is financially sound and that all risks are mitigated. These should
include:

2.1.1. Business Planning

The CDFI should produce a business plan that is updated and reviewed on a regular basis, at least
annually.

2.1.2 Budget & Cashflow
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The CDFI must produce and work to an annual budget and regular cash flow analyses, against
which performance should be reviewed on a regular basis throughout the financial year. This
would normally be carried out on a monthly basis and should be done at least quarterly.

2.1.3 Accounts

The CDFI must maintain a system of management accounting leading to year-end audited
accounts, undertaken by a suitably qualified external auditor.

2.1.4 Solvency/Liquidity

The CDFI must maintain adequate capital resources and liquid assets commensurate with the
nature and scale of its business and the risks inherent in its business.

2.1.5 Reserves

CDFls should aim to build up appropriate reserves to underpin their operations, based on policies
and projections commensurate with the scale of their operations and risk profiles.

2.1.6 Key performance indicators

The CDFI will operate withinthecdfaPer f or mance Fr amewor k and
performance indicators as a basis for reporting to the Board alongside statutory/management
accounts.

2.1.7 Portfolio Management

Effective systems should be implemented to facilitate due diligence in advance of lending and
also post-lending portfolio management.

2.1.8 Internal controls:

A set of procedures designed to protect against financial mismanagement and fraud. These will
include:

A Separation of duties, in such a way that more than one person has to be involved in
important decisions/processes.

A Checklists and signing-off, signifying that specific checks or procedures have been

followed.

Restricting authority with the help of third parties, for example bank mandates and

standing instructions to solicitors.

2.1.9 External Audit

p>N

All CDFIs should ensure that:

A External auditors are independent and effective.

A Thereis a proper procedure for their selection.

A A periodic review of their appointment takes place.
2.1.10 Internal Audit

Larger CDFIs may separate out an internal audit function (perhaps by setting up an audit
committee) that should have an overview of:
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2.2,

A Finance reporting

A Internal controls

A External audit
2.1.11 Insurance

CDFI s should take out tleprpanisationagaiast |@sesiarisisgu r
from fraud. This should include Fidelity

2.1.12 Money Laundering & Proceeds of Crime Act

Clarify when this is necessary and then appoint or designate a suitably trained Money Laundering
Reporting Officer (MLRO). This may be an internal or external appointment. In smaller CDFls,
the role of MLRO may form part of a staf

The functions of the MLRO will be:

A To establish and maintain procedures to prevent money laundering

A To establish and maintain awareness
prevent money laundering, including the provision of training

A Receiving internal money laundering reports on suspicious activity

A Making external reports to the Serious Organised Crime Agency (SOCA) if it is

considered that the suspicion is justified. This must include full co-operation with SOCA,
and the identification of individual borrowers and information about their accounts if
required, irrespective of duties of confidentiality.

CDFIs must be satisfied about the validity of the identity of all borrowers.

2.1.13 Conflicts of Interest

Members of staff are required to declare any conflict of interest arising in connection with the
CDF I ' ses,wahether fivahctalior other, which might influence their decisions or lead to
personal gain.

2.1.14 Staff Training Appraisal

Systems should be in place to ensure that staff are offered appropriate induction and training to
enable them to carry out their duties and that appraisals are carried out to assess levels of
professional competence. This should include training in the operation of this Code of Practice.

Raising Investment/Financial Promotions

When raising funds by means of a prospectus, advertising or website, a CDFI should observe the
following:

2.2.1 Responsibility not to mislead

CDFIs must be careful not to mislead investors, especially into thinking that their financial
promotions are subject to regulation by a statutory agency (eg in the case of I&P Societies, by the
FSA via the Financial Services & Markets Act 2000) when it is not the case. The Board must
ensure that the wording of any share issues or invitations to invest in the CDFI have first been
approved by a suitably qualified person.
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2.3

2.2.2 Transparency about risk

Investors must be given enough information to make an informed decision and the element of
risk should be made explicit (eg. that loans undertaken by CDFls may be unsecured). Accounts
and reports to investors should be clear and transparent and not mislead investors about the
financial health of the CDFI.

2.2.3 Targeting Investors

CDFIs should endeavour to target prospective investors who are equipped to understand the risk
(or have access to external, professional advice, attached to their investment). Exceptions to this
will be membership organisations offering fixed, low cost shares as a form of membership of the

CDFI.

The Board must ensure that prospective investors understand that investments in CDFls are risk
capital, and not equivalent to deposits (with the exception of CDFls that are banks).

2.2.4 I|dentification of investors

Especially in the case of prospective retail investors, CDFls should take reasonable steps to verify
their identity with a view to preventing money laundering.

Marketing Financial Products
2.3.1 Clarity in respect of loan interest rates

There should be clarity in respect of the interest rates that will be charged and any additional
fees that may be incurred in borrowing money.

2.3.2 Clear repayment, default and cancellation arrangements

Arrangements for repayment should be clearly set out, as should arrangements/penalties
relating to cancellation or default of payment.

2.3.3 Provision of advice/guidance to borrowers

The CDFI should make clear what advice and support is available to borrowers once the loan has
been taken out.

2.3.4 Compliance with consumer protection legislation

Where borrowers are individuals, the CDFI must take care to comply with the Consumer Credit
Act (where CDFls are entering into regulated agreements they will need to obtain a licence from
the Office of Fair Trading). In relation to borrowers who are individuals, the CDFI must also
comply with the Unfair Terms In Contracts Regulations.

2.3.5 Compliance with advertising codes

CDFIs must ensure that any advertisements must comply with any relevant code and/or
legislation (eg. The British Code of Advertising, Sales Promotion and Direct Marketing). CDFls
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should (take legal advice on) establish whether its products are ones which fall within the scope
of the Financial Services Act.

2.3.6 The objective of CDFIs is to provide access to finance where the mainstream financial
services market is failing to deliver. CDFls should ensure that customers are aware of
mainstream providers (prior to offering customers their own products), for example in the letter
of offer or on their website.

2.4 Consumer Satisfaction/Complaints

2.4.1 Consumer (Satisfaction) Service
CDFlIs should establish and monitor performance standards for key areas of their operations.

CDFls should assess consumer satisfaction on an ongoing basis.
2.4.2 Procedures for dealing with complaints

CDFls should have in place speedy, responsive, accessible and user friendly procedures for
dealing with complaints from individuals and businesses lending or borrowing money from the
CDFI. These must be publicised by CDFIs at point of sale and/or in their contractual material at an
appropriate point in the sales process. Information to consumers should also give information
about the Financial Ombudsman Service and provide contact details.

2.4.3  Co-operation with local consumer advisors and intermediaries

Subject to holding t ¢DHsshodldiofeenmaximam oa-bperdtibnevith aut hor i ty
local consumer advisers or any other intermediary consulted by the individual or business making
a complaint.

2.44 Conciliation

CDFIs must offer complainants access to a conciliation service.
2.5 Publicising the Code

2.5.1. Customer Awareness

CDFIs must ensure that their customers are aware of this Code, make clear their adherence to it,
and any areas in which there is variation from the Code, and ensure that it is readily available
without charge.

Annexe
CDFI Business Principles

1. Integrity: A CDFI will conduct its business honestly and in accordance with the standards of conduct
agreed within the Sector for CDFls.

2. Skill, Care & Diligence: A CDFI will also conduct its business with due skill, care and diligence.
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3. Management & Control: A CDFI will undertake to organise and control its affairs responsibly and
effectively, with adequate risk management systems.

4. Financial Prudence: A CDFI will maintain adequate financial resources at all times.

5. Investors & Borrowers Interests: A CDFl will pay due regard to the interests of both investors and
borrowers and treat them fairly.

6. Rates of Interest: A CDFI will not charge rates of interest that are disproportionate to the level of risk
involved. Interest rates will be fair in all the circumstances.

7. Communications with Investors & Borrowers: A CDFI will undertake to communicate information to
investors and borrowers in a way that is clear, fair and not misleading.

8. Conflicts of Interest: A CDFI will manage any conflicts of interest arising out of its governance or
business activities.

9. Borrowers: A CDFI will take care to ensure the suitability of its advice and discretionary decisions
relating to any borrower who is entitled to rely on its judgement.

10. Complaints: A CDFI will deal honestly and efficiently with all complaints and if necessary will take part
in conciliation or go to arbitration.

11. Relations with Regulators: A CFDI will deal with their regulators in an open and
co-operative way where appropriate

12. Social Impact: A CDFI will take steps to measure and report on its social impact.
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