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Loans for a better future

January 13, 2017

Via E-mail (specialpurposecharter@occ.treas.gov)

Office of the Comptroller of Currency
400 7th Street, SW
Washington, D.C. 20219

RE: Comments - OCC Paper Titled “Exploring Special Purpose National Bank Charters for Fintech
Companies”

To Whom It May Concern,

Oportun, Inc. (“Oportun”) appreciates the opportunity to comment on the Office of the Comptroller of
the Currency’s (“OCC"”) paper on Exploring Special Purpose National Bank Charters for Fintech
Companies (“Fintech Charter Paper”). Oportun is supportive of the OCC’s proposal set forth in the
Fintech Charter Paper because we believe that the proposal provides the appropriate balance between
innovation and regulatory control from several perspectives, including safety and soundness,
compliance, and fair lending. As a mission—-based company, we applaud the financial inclusion
requirements in the proposal and believe that some form of financial inclusion should be a condition to
granting any national fintech charter. We believe that the OCC is the proper regulatory body to oversee
a national fintech charter because it has strong controls regarding the types of institutions it will allow to
obtain national bank charters, and strictly monitors the institutions after formation, which will help
ensure that no predatory lenders are approved. Finally, the nationwide fintech charter will allow
companies like Oportun to scale responsible installment loan products nationwide, allowing the greatest
possible access at the lowest possible cost to those who need responsible, unsecured loans.

Oportun’s Mission and Business Model

Oportun is a fintech company and mission-based lender founded in 2005 that specializes in meeting the
small-dollar credit needs of traditionally underserved communities. Oportun’s mission is simple: To
provide affordable loans to people with little or no credit history so they can establish credit and build a
better future.

People with little or no credit history have limited options should they need to borrow money to fix a
car, pay a deposit to rent a residence, take care of an emergency, or make a large purchase. Credit
bureaus consider these individuals “unscorable,” and mainstream financial institutions frequently
consider lending to them to be both risky and unprofitable. That leaves many of these “credit invisibles”
with no alternative but to turn to high-cost products. In December 2016, the Consumer Financial
Protection Bureau (“CFPB”) issued detailed findings on the 45 million people in the United States that
are “credit invisibles” or “unscorable.”?

1 |n recognition of Oportun’s primary mission of providing responsible, affordable loans to underserved consumers, promoting
community development, and predominantly serving low-to-moderate income communities, Oportun has been certified by the
United States Department of Treasury (“U.S. Treasury”) as a Community Development Financial Institution (“CDFI”) since
November 2009.

2 CFPB, Who are the credit invisibles? How to help people with limited credit histories, p. 2 (Dec. 2016), available at:
https://s3.amazonaws.com/files.consumerfinance.gov/f/documents/201612 cfpb_credit invisible policy report.pdf; see also
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Using advanced data analytics and technology to generate a proprietary “score” for these individuals,
Oportun is able to lend money to persons otherwise excluded from the financial mainstream. Because
most of Oportun’s new customers do not have a credit report or score when they first apply for a loan,
the business model for new customers is based partially upon a “get-to-know-you” approach. Many
first-time applicants with no credit history are initially approved for a relatively small loan (e.g., $500)
with a short duration (typically 7 months).

Oportun offers one simple product: an unsecured, amortized consumer installment loan ranging from
$300 to $7,000 and with terms of six to 35 months. We charge fixed rates with no prepayment
penalties, and perform an ability to repay analysis on every applicant using verified income and debt.
The loans are repayable either bi-weekly or semi-monthly to coincide with our customers’ paychecks.
Oportun loans are affordable compared to the alternatives typically available to those with limited
credit history (e.g., payday, auto-title, pawn loans, etc.).?

Oportun also helps these “credit invisible” customers establish a credit history by reporting their
payments to two of the three nationwide credit reporting agencies. Furthermore, if these customers
need additional loans in the future and continue to meet Oportun’s credit and ability to repay
guidelines, the subsequent loans typically offer higher loan amounts and a lower APR. These additional
loans are also reported to the nationwide bureaus, thereby establishing an even more robust credit
history for these once “credit invisibles.”

Oportun operates as a balance sheet, state-licensed lender. Thus far, we have been able to scale our
operations by relying on a state-licensing regulatory framework. Since 2006, Oportun has made 1.8
million loans and disbursed more than $3 billion to more than 890,000 customers, the vast majority of
whom live in low-to-moderate income (“LMI”) communities. Oportun currently operates in six states,
with plans to continue to bring our responsible, credit establishing loans to as many states as possible.
A fintech charter as proposed by the OCC in its Fintech Charter Paper would help Oportun be able to
continue to offer its products to more of the credit invisibles in need, as more fully described below.

Oportun’s Comments in Support of the OCC’s Fintech Charter Paper

1. OCCis the Appropriate Regulator to Charter Fintech Lenders.

The OCC has broad authority to grant fintech charters and is the appropriate regulator to charter fintech
lenders. The National Bank Act (as amended by the Dodd-Frank Wall Street Reform and Consumer
Financial Protection Act (“Dodd-Frank Act”)) (“NBA”) authorizes the OCC to grant charters for national
banks, special purpose national banks, and federal savings associations.* In relevant part, the OCC has
authority to grant a special purpose national bank charter (even if Federal Deposit Insurance
Corporation (FDIC) insurance is not obtained (except in some circumstances)) to an entity that, among
other things, engages in fiduciary activities or conducts at least one of three core banking functions: (1)

The CFPB Office of Research, Data Point: Credit Invisibles, p. 6, 12, 15, and 24 (May 2015), available at
http://files.consumerfinance.gov/f/201505_cfpb_data-point-credit-invisibles.pdf.

3 Center for Financial Services Innovation, CFSI Consulting, Moving Beyond APR: How Oportun Re-lmagined

the True Cost of a Loan so Customers Can Thrive (Sept. 7, 2016), available at http://www.cfsinnovation.com/Document-
Library/Moving-Beyond-APR-How-Oportun-Re-Imagined-the-True.

4See 12 US.C. § 1 et seq.; 12 C.F.R. § 5.20(b); 12 U.S.C. § 1461 et seq.
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receiving deposits; (2) paying checks; or (3) lending money.> Put simply, if a fintech company lends
money, the OCC already has the authority and discretion to grant a charter to such entity (provided
certain conditions are met). Thus, lending money via telephone, Web, mobile, and in-person locations
would be considered a core banking function for purposes of obtaining a charter.®

In addition, we believe the OCC is in the best position to oversee fintech companies because of its
experience with banks that engage in core banking functions nationwide. The OCC has the experience
needed to: (1) exercise controls over institutions that are granted charters to engage in business on a
national level, and (2) strictly monitor these institutions after formation.

The fintech charter would provide the appropriate balance between innovation and regulatory control
from several perspectives, including safety and soundness, compliance, and fair lending. The OCC has
decades of experience with overseeing institutions engaged in business nationwide and ensuring that
those institutions protect consumers and treat them fairly.” Under the oversight of the OCC, these
institutions have been able to evolve and diversify. With the fintech charter, the OCC has an
opportunity to guide and oversee a new type of institution —a fintech company — in the manner it did
for national banks, thus further providing stability, uniformity, and flexibility for innovation in the
banking industry. With this experience, the OCC is uniquely qualified to both advance important policy
objectives (e.g., enhancing how financial products are offered, consumer protections) and ensure
fintech companies operate in a safe and sound manner.

We would like to acknowledge that we support and appreciate state regulators’ current oversight over
some fintech companies. Even if fintech charters are granted, the role of the states is still very
important. States will continue to ensure that fintech companies and others do not engage in unfair and
deceptive practices in lending, among other laws (e.g., state laws on anti-discrimination, privacy, fair
lending, debt collection, taxation, zoning, criminal law, and torts).? State Attorneys General will still
have the authority to investigate and take action against national banks. Non-bank affiliates and
subsidiaries of entities granted a fintech charter will also remain subject to state licensing and oversight.
In addition, not all fintech companies will want or will be able to obtain a fintech charter. While some
fintech companies will choose to partner with a bank, other fintech companies will choose to continue
to be state-licensed and remain under state regulator oversight.

2. Fintech Charters Should Be Committed to Financial Inclusion.

As a mission driven company, Oportun believes that any entity granted a fintech charter should
demonstrate definitively how it is helping advance the cause of financial inclusion. The Community
Reinvestment Act (“CRA") was enacted in 1977 and is intended to encourage depository institutions to
help meet the credit needs of the communities in which they operate, including LMI neighborhoods.
The CRA requires that each insured depository institution's record in helping meet the credit needs of its

512 C.F.R. § 5.20(e)(1)(i)-(ii), (e)(3) (FDIC insurance requirement applies to Federal savings associations); 12 U.S.C. § 1 et seq.; 12
U.S.C. § 1461 et seq.

612 C.F.R. § 5.20(e)(1)("A special purpose bank that conducts activities other than fiduciary activities must conduct at least one
of the following three core banking functions: Receiving deposits; paying checks; or lending money.”).

7 OCC, About the OCC, available at https://www.occ.treas.gov/about/what-we-do/mission/index-about.html.

8 OCC, Exploring Special Purpose National Bank Charters for Fintech Companies, p. 5 (Dec. 2016), available at
https://www.occ.treas.gov/topics/bank-operations/innovation/special-purpose-national-bank-charters-for-fintech.pdf
(“Fintech Charter Paper”).
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entire community be evaluated periodically.’ For non-depository institutions, such as the proposed
fintech special purpose entities, the OCC's statutory mission includes ensuring that national banks treat
customers fairly and provide fair access to financial services.'® These principles include “encouraging” a
national bank “to provide fair access to financial services by helping to meet the credit needs of its
entire community” and “promoting fair treatment of customers including efficiency and better
service.”™ The OCC expects an applicant seeking a special purpose national bank charter that engages
in lending activities to demonstrate a commitment to financial inclusion that supports fair access to
financial services and fair treatment of customers. The nature of the commitment would depend on the
entity’s business model and the types of loan products or services it intends to provide.

To support financial inclusion, Oportun has specifically developed our products and credit underwriting
to ensure that they are reaching the underbanked and the unbanked. For example:

e Product: Traditional lenders tend to offer credit products that are not accessible to people who
lack credit scores, sufficient credit history or who may be operating outside the banking system.
These consumers often need small dollar loans and greater flexibility in servicing options (e.g.,
extended evening and weekend hours, Spanish-language support, support for cash payments,
and bi-weekly loan schedules to match their pay periods), which are generally not offered by
full-service banks.? Oportun has built its product and processes to specifically meet these
needs. For example, Oportun:

o Offers simple, unsecured loans ranging from $300 to $7,000 with fixed rates and
payments designed to fit individual budgets, and with terms of six months to 35 months
to increase the likelihood of comfortable repayment;

o Applies income-based underwriting on every loan to make sure that each customer can
afford his or her loan, using alternative data and the ten years of insight gained from
serving “credit invisible” customers;

o Employs an advanced, proprietary technology model to score individuals that traditional
financial institutions have deemed “unscoreable”;

o Lends at affordable rates, while the typical competing alternatives available to our
“unscoreable” consumers have an average cost that is typically three times more
expensive and can be up to seven times more expensive;

® Fintech Charter Paper, p. 11.

10 OCC, About the OCC, available at https://www.occ.treas.gov/about/what-we-do/mission/index-about.html; see also 12
U.S.C. § 1 et seq.

1112 C.F.R. § 5.30(e).

12 According to the results of a 2008 FDIC small-dollar lending pilot program for banks—where only 28 banks participated by
offering a total of 34,400 loans—"“[o]nly a few participating banks have indicated that short-term profitability is the primary
goal for their small-dollar loan program...Most pilot banks are using the small-dollar loan product as a cornerstone for long-
term relationship building that also creates goodwill in the community.” Federal Deposit Insurance Corporation, “A Template
for Success: The FDIC's Small-Dollar Loan Pilot Program”, FDIC Quarterly 2010 (volume 4, issue 2); see also Federal Deposit
Insurance Corporation, “The FDIC's Small-Dollar Loan Pilot Program: A Case Study after One Year”, FDIC Quarterly 2009 (volume
3, issue 2).
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o Provides documentation and servicing in Spanish and/or English via telephone, Web,
mobile, or in-person channels to better serve customers’ needs;

o Reports customers’ loan performance to nationwide credit bureaus to help customers
establish their credit histories;

o Welcomes customers in physical locations in the communities we serve (in addition to
telephone and digital channels) with staff who understand our customers; and

o Offers our consumers the option of repaying their loans with cash, check, or ACH from a
bank account.

Oportun is able to offer loan products with terms and servicing arrangements geared toward those
consumers with underserved needs.

As noted above, in recognition of our goals of increasing economic opportunity for customers,

promoting community development, and serving LMI and other traditionally underserved communities,
Oportun has been certified by the U.S. Treasury as a CDFI since 2009. More than 90% of our customers
reside in LMI census tracks, and over 50% of our customers had no credit score when they first applied.

Oportun encourages the OCC to develop clear and strong financial inclusion requirements for a national '
fintech charters to ensure that the policy behind the national banking system is continued with this

specialty charter.

3. A Fintech Charter Would Provide Nationwide Uniformity in Small-Dollar Loan Lending, Which Will
Lower the Price of Credit and Increase Access to Credit.

Oportun is a state-licensed lender that would be required to be licensed in all 51 jurisdictions (absent
territories) if it decides to offer its affordable and responsible products nationwide. After it is licensed,
Oportun would need to track and implement the requirements of 51 different jurisdictions, which
impose, among other things:

e Varying interest-rate caps and fee caps;

o Different recordkeeping requirements;

e Different restrictions on loan origination, underwriting, and servicing practices, including limits

on the amount and type of finance charges and the amount and manner of charging fees;

Different disclosure requirements;

Varying requirements that licensees submit to periodic examination;

Varying surety bond and minimum specified net worth requirements;

Different periodic financial reporting requirements;

e Separate notification requirements for changes in principal officers, stock ownership or
corporate control;

e Different restrictions on advertising;

e Different requirements that loan forms be submitted for review; and

e Varying examinations by applicable state regulators.
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The lack of consistency among state requirements for small dollar lenders creates significant challenges
to a non-bank lender’s ability to successfully offer its products at a low cost and to a full spectrum of
traditionally underserved consumers who would benefit from having responsible, less expensive
options. As a result of these inconsistent requirements, lenders must: (1) develop different products,
different servicing practices, and different disclosure documents for each new market, and (2) comply
with different requirements for these products and markets, which significantly increases product costs
for the consumers and discourages growth and expansion in the industry.

The ability to obtain a national bank specialty fintech charter will create uniformity, consistency, and
transparency for an industry that is not limited by state borders. The fintech charter also levels the
playing field between traditional banks and fintech lenders. A level playing field will result in increased
competition among lenders that offer small-dollar loans and lower costs for consumers. A fintech
charter would enable lenders such as Oportun to offer their installment loan products nationwide,
allowing the greatest possible access at the lowest possible cost to those who need responsible,
unsecured loans. Without a fintech charter, industry lenders cannot effectively and/or efficiently
expand their business to a national level.

Ultimately, a fintech charter benefits the consumer. Increased competition, increased regulatory
certainty, more streamlined and efficient processes, and lower processing costs result in increased
access to credit and lower costs to financially underserved borrower, which is the ultimate goal.

Conclusion

Thank you for allowing us the opportunity to comment on the Fintech Charter Paper and share
information about our experiences as a fintech lender. We hope that our experience from over ten
years of responsible lending to almost 900,000 people living predominately in LMI communities can help
the OCC prepare for overseeing and supervising fintech charters.

If you have any questions regarding the information set forth in this letter, please do not hesitate to
contact me at Joan.Aristei@oportun.com or (650)224-8010.

Sincerely,

//8//

Joan Aristei

Oportun, Inc.

Vice President

Regulatory Legal & Compliance
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