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Financial Innovation Now (FIN) appreciates the opportunity to comment on the Federal Deposit
Insurance Corporation’s (FDIC) proposed rulemaking on Federal Interest Rate Authority (proposal).'

FIN is an alliance of technology leaders, including Amazon, Apple, Google, Intuit, PayPal,
Square, and Stripe.> We are working together on policies that will help modernize the way consumers
and businesses manage money and conduct commerce. We believe technology plays a central role in
the democratization of finance and have brought to market some of the most innovative and secure
financial technology products available to consumers and small businesses today. From real-time peer-
to-peer payments to new lending services, we strive to meet customer demand for digital tools that
solve many kinds of financial challenges. In many cases we do this in cooperative partnership with
traditional financial services providers who likewise recognize our mutual strengths.

FIN supports the FDIC’s proposal and FIN agrees that federal law holds that national banks may
charge interest at the rate permitted in the state where the bank is located. This long-standing doctrine
is critical to making credit more accessible nationwide. FIN member companies often partner with
financial institutions to make capital available on a national basis to small businesses, many of which
are underserved.

The costs of payment systems, reputation building, and loans have often excluded small
businesses from full participation in the financing market. But now, new technologies are allowing
small businesses (and micro-businesses) and workers to more easily take instant digital payments from
customers online and on Main Street. Amazon, for example supports over two million third party
sellers, many of which are small businesses. Moreover, services such as “AmazonPay” and “Pay with
PayPal” are tools that help small businesses earn credibility, expand their customer base, and accept
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card payments safely and securely online. Small businesses are also using innovations in payroll
technology, inventory management, sales and data analytics, shipping logistics, and rewards programs,
all of which make basic elements of running a business faster and less expensive.

The integration of the above technologies into a small business operation can facilitate fast
and convenient access to capital. For example, Intuit’s QuickBooks Capital platform enables small
businesses to share financial information from their QuickBooks accounting software with financing
partners so the small businesses can easily and quickly apply for the financing they need to grow their
businesses. Intuit recently announced that it is offering its own lending product — utilizing this
QuickBooks information. PayPal and Square utilize merchant card payment information, in
partnership with a commercial bank, to facilitate working capital loans for small businesses. The
use of these alternative data sources is valuable when assessing the whole picture of the small
business and has been a driving force in enabling access to credit for small businesses that may
not have access through traditional sources.

Traditional small business lending processes are paper intensive, manual, and time consuming.’
The technology integrations of FIN member companies, in contrast, enable small businesses to utilize
their data in the application and underwriting process, enabling streamlined processing and typically
more favorable outcomes for the small business (e.g. lower rates, higher rate of approvals). Financing
is made available to small businesses when it is most needed, and funds are made available
immediately or within one business day. Square Capital has facilitated $5.5 billion in combined
merchant cash advances and loans to more than 275,000 small-business customers. By lending
between $500 - $250,000 businesses of all sizes are eligible for a Square Capital loan.* Square has also
been able to offer capital at amounts far lower than what has been available to small businesses from
traditional lenders—Square’s average small business loan size is approximately $6,000.> Intuit’s
QuickBooks Capital platform has helped thousands of small businesses gain access to over $700
million in capital, and its own loan product, over the past two years, has funded over $500 million for
small businesses;® and, as of 2019, PayPal has provided more than $10 billion in funding through more
than 650,000 loans to more than 225,000 small businesses around the world.’
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This access to capital has benefited small businesses that typically are not able to obtain financing
from traditional lenders. QuickBooks Capital is able to successfully fund small businesses that have
less annual revenue, slightly lower FICO scores and are younger in business than that of traditional
lenders. Similarly, an analysis of PayPal’s working capital loan program found that between October
2014 and March 2015 a significant percentage of PayPal’s loans went to businesses in counties that
had lost banks since the financial crisis, and nearly 35% of these loans went to low-and-moderate-
income businesses, versus 21% of loans from traditional retail banks.® Additionally, 56 percent of
loans issued through Square Capital went to women-owned businesses, compared to 18 percent of
traditional loans and 37 percent of loans through Square Capital went to minority-owned businesses,
compared to 27 percent of traditional loans;’ and, over 85 percent of Square’s small business loans are
made outside of major metropolitan areas, exactly where they are needed most, as small business
lending in rural communities has declined 50 percent since 2004."°

The Federal Reserve Bank of Philadelphia and the Federal Reserve Bank of Chicago recently
released a study examining the data of one financial technology lender and found that lending
activities have penetrated areas that could benefit from additional credit supply, such as those that lose
bank branches...” and that “the use of alternative information sources has allowed some borrowers

who would be classified as subprime by traditional criteria to...get lower priced credit....”"!

The above advances in credit availability should be promoted and expanded. However, as the
FDIC has recognized, recent developments have created uncertainty about the ability of technology
companies to partner with banks when a loan is sold, assigned, or otherwise transferred. The result has
harmed business credit availability and undermined economic activity in the United States, resulting in
inconsistent opportunities depending on the location of a borrower, despite services being offered
nationally via internet-enabled technology. '

This reduced credit availability is especially harmful to financial inclusion: affordable and safe
access to credit should accessible to all small business owners who qualify regardless of where their
business is located. For these reasons, FIN agrees with the FDIC’s proposed rule.
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America’s small businesses should have easy access to safe forms of credit. The FDIC’s proposal
will restore the valid-when-made principle and maintain a well-regulated option for bringing
innovative capital access to underserved borrowers.

FIN commends the FDIC’s effort to promote regulatory consistency and financial access
throughout the United States.
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