[image: image1.wmf]
Metropolitan King County Council

Law, Justice and Human Services Committee

STAFF REPORT

AGENDA ITEM:  4
      DATE:  June 7, 2007

BRIEFING:  2007-0129
      PREPARED BY:  Kelli Carroll 
SUBJECT:  A briefing on low-income banking community banking services offered by local not-for-profit organizations the Compass Center and the Medina Foundation.

 

BACKGROUND:  Low income banking provides financial programs that remove many of the barriers that people in poverty face, as well as create opportunities to help people escape poverty.  This briefing highlights the separate efforts of the Medina Foundation and Compass Center to open banking services to populations that are ignored or bypassed by traditional banking organizations. 
 

Nationwide, more than 10 million U.S. households, the vast majority of them low-income, have no checking or savings account. In King County, one out of every three families is low-income.  Approximately one out of every four of these families does not have access to the full range of financial services that they need – at an affordable cost.
The homeless population also keenly experiences the lack of financial services.  People who are homeless have even more difficulty finding banking services than low-income people who may have jobs or government support and housing.  Homeless people have very low balances that involve frequent transactions, and like those in low income households, they too cannot pay high fees for services.

Banking services offered by traditional financial institutions may require minimum deposits or account balances that low income or homeless individuals have difficulty meeting or maintaining; services and procedures can be complicated in their structure with fee and penalties for noncompliance that are challenging to fully understand, and transaction-based services such as check cashing without a waiting period, bill payment, and money transfers needed by this population are not provided.  Other barriers to using the services offered by traditional financial institutions include language barriers, inconvenient hours of operation and location, mistrust of banking institutions, and regulatory constraints on high-risk lending.

OVERVIEW: 

The Medina Foundation seeks to improve the human condition by supporting organizations that provide critical services to those in need. The Medina Foundation’s vision is to help create communities where all people are given the opportunity to attain independence and dignity.  Since 1947, the foundation has granted over $55 million to nonprofit organizations in the greater Puget Sound counties of Washington State

 

The Medina Foundation funds organizations serving targeted populations in innovative ways.  It funds prevention, treatment, and assistance programs that help people become self-reliant and realize their full potential.  In 2006, the foundation granted $50,000 to the Seattle Business Center as start up funds for a low income credit union.

After conducting national and local research, gap analysis, surveys and focus groups on banking and needs of underserved populations, the foundation proposed the creation a state chartered, federally insured and federally designated low-income credit union to be launched in early 2008. 

Prosperity Credit Union will serve King County with the mission of providing affordable financial services to low and modest income people and in turn, helping them build assets and achieve financial stability.  The services offered comprise traditional financial services and non traditional financial services, as well as financial support services.

Traditional banking services, such as such as savings, checking accounts, debit cards, secured personal loans, and new and used auto loans will be customized to meet the needs of low and moderate income individuals.  Examples include: offering no-fee checking accounts, over-draft protected debit cards, no-interest bearing savings accounts for immigrants without the required Individual Taxpayer Identification Number, clear and simple insufficient funds fees, and acceptance of the matricular consular card held by many immigrants as a valid form of identification.

Non-traditional financial services, such as payday loan alternatives, check cashing and remittances will be designed to meet customer needs and help them avoid a cycle of debt by offering them at fair and affordable terms and rates offered at affordable rates and structured to help customers move out of a cycle of debt.  An example of such services is the payday loan alternative, an unsecured, short-term loan with a longer repayment period, offered at an interest rate high enough to account for increased risk, but low enough to be affordable for our members.  All customers will have access to free financial literacy counseling.

Financial support services to help low income individuals access banking services, build assets and move out of poverty include financial literacy training, assistance applying for the Earned Income Tax Credit, assistance applying for Individual Taxpayer Identification Numbers, asset building services, language translation services and services customized to be culturally appropriate, and other services will be provided as determined through partnership with local social service providers.

Outcome goals for customers include increased financial literacy, adopting financially sound banking practices, reduction of predatory lending and building of assets.

The main branch location of the LICU will be located in the Downtown/First Hill/Rainier valley area.  The LICU will have off-site “desk locations” in the offices of partnering social service agencies.  A traveling credit union teller will be available at offsite areas to sign-up members, answer questions and provide other services at designated times each week.  The target areas for these desk locations in the first three years of operations are the White Center/Delridge and Auburn areas.  Through partnerships with local credit unions, customers will have access to the shared branching network and be able to conduct their banking at participating credit union offices around the state as well as access the ATM network.

Structurally, two separate but inter-related organizations will provide these services: the Low-Income Credit Union (LICU) and a separate, affiliated 501(c)3 nonprofit organization.  The LICU will provide all financial services.  The yet to be named nonprofit organization will be responsible for the provision of all financial support services, with the bulk of the actual service delivery provided by staff of local social service agencies with whom the Medina Foundation will partner.  Each organization has a separate board of directors and led by the CEO of the credit union.  This structure is modeled after successful low income credit unions around the nation such as Self-Help Credit Union in North Carolina, California, Washington DC and other states as well as the Latino Community Credit Union in North Carolina.

Local social service agencies will partner with the Medina Foundation under individual memoranda of understanding (MOU).  Agency partners may provide services in their geographic areas or provide specific services associated with their particular lines of business.  Partners currently developing MOUs include:

· Hopelink 

· Catholic Community Services 

· Seattle Archdiocese Housing 

· YMCA 

· New Futures 

· Refugee Women’s Alliance 

· Neighborhood House 

· Solid Ground
There are plans to engage additional providers as well as the King County and Seattle Housing Authorities and the Annie E. Casey Foundation.  

 

To measure the impact of the LICU as well as recalibrate services as needed, they have allocated funding to conduct an evaluation starting in 2007 and continuing throughout the first 5-years of operations. 

 

The Compass Center
The Compass Center was founded in 1920 to help loggers and fishermen.  Today the Compass Center provides transitional and emergency services to homeless men, women and families at 15 locations in the Puget Sound Region.  The center offers unique services and structured programs that seek to promote the dignity of each person and lead individuals from homelessness to independence and healthy community life.  Programs include a client services office (detailed below), hygiene center, men’s and women’s overnight shelters, short term, transitional and long term housing, veteran’s center, a chaplaincy program and through it’s client services office (CSO), banking and financial counseling. 

The Compass client service office serves as a bank and mail service for the local homeless and low-income population.  Clients often lack the resources to maintain accounts at traditional banks.  Most individuals have no or very low incomes; those served by case management and shelter program have incomes below $7500 per year. Client data indicates that 40% of the men served by the Compass Center are Veterans. 

 

Compass Center Bank was established in the early 1970s and began as a simple cash drawer system with accounting done by hand.  Today the bank is fully automated and is now authorized to accept electronic direct deposit of Federal, Veteran’s Administration, Social Security and other government benefits, the sole source of income for many clients.  The Compass Center works with the Commerce Bank of Seattle to hold clients’ money in trust.  Because lack of permanent housing makes it difficult to obtain a reliable mailing address, the CSO also acts as a receiving, sorting, and distribution center for thousands of pieces of mail daily.  In addition, the case managers in the CSO provide protective payee services for clients who require this assistance.  In 2006, the Compass Center provided banking services to 1,000 clients, payee services to 150 clients, and processed 67,000 pieces of mail. 

 

The Compass Center bank is a Financial Services Organization.  Unlike traditional banking or the LICU described above, clients do not have access to checking accounts or investment opportunities; their savings accounts do not earn interest.  The bank charges a two percent check-cashing fee, limited to $15 for government, to help with the cost of operating the bank.  There is no fee for checks under $100 or for clients who are in other Compass Center programs.  Clients can receive payments through the Automated Clearing House (ACH) from the Federal Reserve or Social Security, and employment checks can be directly deposited.  Bank employees are social workers, not bankers, and help clients set up budgets, build self-discipline, as well as establish safeguards against impulsive withdrawals.  Representative payee services are available for the disabled who require a third party to administer their benefits.  Many of the people who use the banking service suffer from mental health problems, drug and alcohol addiction, and/ or a poor credit history. 
 

In addition to offering savings accounts and direct deposit services, the Compass Center Bank offers protective payee services and a housing retention program.  Both of these programs assist people in overcoming the daunting barriers they face in identifying, accessing and maintaining permanent housing.  Protective payee services are provided to individuals who receive Federal payments and who are deemed to require a third party to administer their financial affairs due to mental health or other disabilities.  The protective payee program ensures that bills are paid, including rent and utilities, and is a key factor in helping clients to stay in housing.  The housing retention program includes tenant advocacy, money management and benefits advocacy – helping clients to avoid eviction, maintain housing and improve quality of life.  The focus of the housing retention program is to educate participants about their individual responsibilities, to assist them in meeting housing standards, i.e., housekeeping, to provide financial management and direct payment of client funds to landlord, and to coordinate services by acting as the hub of the collaborative effort that connects the client to services needed for stability.
ANALYSIS: Affordable, accessible banking services to homeless and/or low-income individuals are an essential element to enable people to break the cycle of personal economic strife.  Making these services available will help bring individuals out of homelessness, encourage savings and the building of assets which in turn will help individuals and families experience the same financial benefits, including home ownership, which millions of other Americans currently are able to obtain.
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