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Become a
lender and

earn 15%

Loan sites connect savers with firms seeking
finance, but there are risks. By James Charles

SAVERS can earn réturns of up
10 15% by stepping into the veid
left by banks since the credit
crunch and providing loans to
small businesses.

A new breed of website
marches savers with busi
nesses seeking credil. Savers
use their deposits as leans,
with the interest providing an
inflation-heating return,

Three of the country's
leading businessmen — Ed
Wray of Betfair, Charles Dun
stone at Carphone Warehouse
and Sami Lababidi of Playfizh

have backed the model,
recently investing an undis-
closed amount in Tunding
Circle, an enline marketplace
for foans,

It comes as the chancellor
prepares o set out plans to
boost the availahility of credit
to small businesses, defined as
those with a turnover of less
than £24m, in hisautumn szate
ment next maenth.

The amount that banks lend
wosmall business has fallen bya
third since the credit crunch.
They lent £573m to businesses
with turnover of less than £1m
last June, compared with
£867m in the same month in
2008, according to the latest fig

ures from the British Bankers
Association, the trade body.

A recent survey by the Feder.
ation of small Businesses found
that a third of small firms that
applied for loans were rejectad,

Websites such as Funding
Circle can fill the gap, but there

are risks. More than 22,000 busi

nesses collapsed in 2010 and a
further 23,600 are expected to
ge inte administracion this
year, according te the Centre
for Economics and Rusiness
#tesearch. Defaulis could rise
further if the economy worsens
inthe coming menths,

Gervais Williams, the ex
star fund manager who previ-
ously ran small company funds
for Gartmore, owned by Hend-
erson, said: *Small businesses
in speculative sectors such as
Imuaing. consumer goods and
commditios are more of a risk
but there are also great opportu-
nities for businesses to do well,
EVEn in a recession.,”

Lending websites are also
unregulated and savings used
as loans are not coverad by the
Financial Services Compensa
tion Scheme, which guarantees
conventional depesits up to
£85,000 in the event that a bank

o1 building society goes bust.
Fatrick Connolly at AWD
Chase de Vere, a {inancial
adviser, said: *Lending money
through these schemes isn't
directly comparable 10 a bank
or building society accounts
because there is the risk that

these you are lending to could
defanlt and not pay you back.”

Funding Circle

More than 7,000 savers have
invested money in Funding
Circle sinee it was launched in
August last vear. It has lent
more than £12m to 330 busi-
nesses in amounts ranging
from £5 000 o £100,000.

Recent borrowers include
Austin & Co, an independent
deparmment store in Northern
treland and Wallace Sacks,
which sells linen online.

Investors have secured
returns of up to 15% in the past,
although achieving higher
returns means lending to
riskier businesses.

The site purs businesses into
four classes of risk: A+, A, Band
C — with A+ the least likely to
default.

The average return is 5.4%
and the site charges investorsa

fee of 1% of the amount lent,
which is clawed back as the
loan is repaid.

The site recommends split
ting your deposits between at
least 20 companies to reduce
thee risk of a default.

Firms sceking funds are
vetted , with only 15% of applica
tions accepred. Funding Circle
is a member of the Cifas fraud
preventicn service, and carries
oul checks using Experian, the
credit reference agency.

Businesses have to provide
twi years of accounts and nine
out of ten loans are personally
guaranteed by directors, 1t oypi
cally rakes 10 days to secure a
Foam through the site,

Investors are also free to do
their own checks, with credit
scores, financial summaries
and contact information pro-
vided by those locking for
lnans. There are bids to provide
loans and the most competitive
offers are combined to provide
firms wirh the required cash,

Savers can lend either by
choozing from a list of compa-
nies on the website or selecting
the “autobid” eption, which
will pick firms automatically
haged on your risk preference.

The site has a default rave of
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4%, with two borrowers going
into administration over the
past year, defanlting on loans

worth £45,511. Another four
loans are currently late.
Irvestors who need (o access
their cash can also choose to
sell their loan to other lenders,
paying a 0.25% fee.
ThinCats
ThinCats is similar to Funding
Circle but has only 180 savers.
Since its launch in January it
has given 13 loans to businesses
including John Carr Motor-

cycles, a retailer, and Arm
strong Brands, a clothing firm.

It meets all businesses
seeling to bormow in a process
that can take up to two
montha. 1t alse insists that all
loans are secured agaimst
assets. The average return is
10.46% and so far there have
been no defaults.

However, It eXpects refurns
o [all in the coming year as the
website arrracts more inves-
tors, bringing it in line with
sirmilar sites.

[nwestors must put in a min
imum of £1,000, bidding to

offer loans in the sime way as
Funding Circle. ThinCats,
though, does not charge
Ienders a fee.

Almost a third of those regis
tered with ThinCats lend
money via their self-invested
personal pension.

Danny Cox at Hargreaves
Lansdown, che adviser, said:
“While the principle of these
sites is reasonable, the industry
i still in its infancy and we
don't know what will happen if
things gowrong."

Zopa

Savers uncomfortable lending
to businesses could still get a
decent return lending to indi-
viduals. Fopa has provided
cladm-worth of unsecured
Ioans te consumers since it was
launched in 2005 and accounes
for more than 2% of such new
lending.

Zopa said lenders have
earned an average return of
6, 8% over the past year, after
bad debts and charges. Like
other peer-to-peer  sites,

fenders can choose the risk pro-
file of borroweers, putting them
into classes A%, A, B, Cor Young
{agad 20-25). Tt said it turns
away half those who apply.

Lenders can choose the
amount they are willing 1o lesd
up to £25,000 &nd for how long,
with a fixed 1% fee.

1f you lend €500 or more the
investment is spread actoss at
least 50 borrowers. Zopa said its
default rate is 0.9% against an
average % to 7 for high street
banks.

Returns from lending
your savings

Funding Circle

6.8%

Backer: Charles Dunstone
of Carphone Warehouse
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John Higw, 4T, a managing director from Oakhill, Somarset, with wife Lorraine, 43, and son Christ pher, 21, joi
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fing Circle last December.

He has secured an average return of 9.4% on the £3,600 he has Llent to businesses. Daughter Sarah, 23, has alsa invested in the website
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