April 20, 2021
Hon. Blake Paulson
Acting Comptroller
Office of the Comptroller of the Currency
400 7th Street SW
Washington, DC 20219
Mr. Paulson,
The undersigned organizations write to you to raise serious concerns regarding a federally
chartered national bank under your supervisory jurisdiction: Blue Ridge Bank, N.A (“Blue Ridge
Bank”). 1 Blue Ridge Bank is engaged in a “partnership” 2 with MentorWorks Education Capital
(“MentorWorks”), a provider of a risky emerging credit product referred to as an Income Share
Agreement (ISA). 3 ISAs are a consumer financial product wherein borrowers pledge a portion of
their future income for funding generally used to finance postsecondary education. 4
MentorWorks specifies that its ISAs are “issued” by Blue Ridge Bank. 5 Despite their brief history
in the financial services marketplace, ISA providers have engaged in a shocking range of
abuses and questionable business practices. 6 We therefore urge you to carefully scrutinize Blue
Ridge Bank’s partnership with MentorWorks and the risks posed by its—or any other federally
chartered bank’s—involvement in the ISA space. 7
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Income Share Agreement (ISA) Program, MentorWorks, https://mentorworks.com/
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See generally, Income Share Agreements, Student Borrower Prot. Ctr.,
https://protectborrowers.org/income-share-agreements-2/.
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FAQ, MentorWorks, https://mentorworks.com/faqs/ [https://perma.cc/5EA7-457J].
6 See infra notes 13-51.
7 Though not explored at length in this letter, the scrutiny we call for should include consideration of
whether banks should be offered credit toward obligations under the Community Reinvestment Act (CRA)
for providing or supporting institutions that provide ISAs. MentorWorks was recently granted certification
by the Department of the Treasury as being a Community Development Financial Institution (CDFI). See
Press Release, MentorWorks Education Capital, MentorWorks Secures CDFI Certification after Rigorous
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Leadership in ISA Space (Feb. 17, 2021),
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ace/prweb17731469.htm. The concerns enumerated here regarding ISAs raise the question of whether
firms offering of the product or organizations that partner with them are truly promoting the CRA’s stated
goal of encouraging financial institutions “to help meet the credit needs of the local communities in which
they are chartered consistent with the safe and sound operation of such institutions.” 12 U.S.C. § 2901.
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The OCC has a duty to ensure that banks’ new products and activities are developed and
implemented in a way that is consistent with sound risk management practices.
The OCC “ensures that national banks and federal savings associations operate in a safe and
sound manner, provide fair access to financial services, treat customers fairly, and comply with
applicable laws and regulations.” 8 This mandate includes the monitoring of federally chartered
banks’ new product offerings and business lines. 9 With regard to those offerings, the OCC has
stated, “[n]ew activities should be developed and implemented consistently with sound risk
management practices and should align with banks’ overall business plans and strategies. New
activities should encourage fair access to financial services and fair treatment of consumers and
should be in compliance with applicable laws and regulations.” 10 The OCC’s 2017 bulletin on
“New, Modified, or Expanded Bank Products and Services” explicitly contemplates that new
product offerings “may result from relationships with third parties,” 11 such as through Blue Ridge
Bank’s partnership with MentorWorks. However, the OCC’s 2017 bulletin notes: 12
“When banks fail to fully consider appropriate risk management systems and
controls before approving new activities, the lapses can result in
● costly errors, unfavorable consequences, and losses.
● an inability to achieve business plan objectives.
● systems and control problems.
● violations of applicable laws and regulations.
● litigation.
Moreover, negative results can lead to strategic, reputation, credit, operational,
compliance, and liquidity risk.”
It is with these costs and risks in mind that we warn of the likely substantial risks associated with
the participation of Blue Ridge Bank—or any federally chartered bank—in the ISA market.
Extensive evidence indicates that offering ISAs is incompatible with the OCC’s guidance
for sound business practices.
The entrance of federally chartered banks into the ISA market likely conflicts with the OCC’s
principles of “sound risk management” and may stand to expose individual institutions and the
banking system as a whole to each of the various costs and risks the OCC pointed to in the
2017 bulletin cited above. The following are only a few of the myriad of reasons why national
banks’ entrance into the ISA space generally, and Blue Ridge Bank’s in particular, should
concern the OCC:
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10 Id.
11 Id.
12 Id.

13

●

Companies promoting ISAs deny that the product is a loan or a form of credit and
therefore claim immunity from consumer protection laws, creating substantial
legal and reputational risks. A central feature of the marketing of ISAs is industry’s
insistence that the product is not “credit” or a “loan,” 13 and that companies offering ISAs
therefore do not have to comply with federal 14 and state consumer protection laws. 15
MentorWorks, whose ISAs Blue Ridge Bank originates, falls into this pattern, saying that
its ISAs are “not a loan” 16 and describing ISAs generally as “student loan alternatives.” 17
However, legal experts have exhaustively debunked these claims and have firmly
established that ISAs meet the definitions of credit and loans under relevant consumer
protection statutes. 18 Accordingly, regardless of industry claims, firms offering ISAs must
comply with the Truth in Lending Act (TILA), the Equal Credit Opportunity Act (ECOA),
the Consumer Financial Protection Act (CFPA), the Federal Trade Commission Act
(FTCA), and various other consumer protection laws and regulations. 19 As outlined
below, however, available evidence indicates both that ISA companies including
MentorWorks may not currently be complying with these laws and that these firms’
business models often depend on their ability to sidestep the law. Any bank involved in
the origination of ISAs would therefore face substantial legal and reputational risk,
undermining the OCC’s stated precepts for conduct related to the introduction of new
business activities.

●

ISAs involve inherent fair lending concerns, exposing banks to possible litigation,
compliance risk, and likely reputational dangers. ISA providers usually vary the
terms and cost of their product based on the institution students attend and/or the course
of study they pursue. 20 This practice allows ISA lenders to avoid adverse selection by
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https://protectborrowers.org/wp-content/uploads/2020/07/SBPC_Hayes_Milton_Relman_ISA.pdf.

students into the ISA market, as applying uniform terms to all ISA borrowers would lead
a flood of students who expect relatively low incomes after graduation to take up the
product while students who expect to earn more (and on whom lenders depend to drive
profits) would likely prefer more traditionally structured private student loans. 21 Such
adverse selection would necessarily undermine the ISA business model, meaning that
ISA companies’ survival depends on their ability to vary their loan terms for students in
different schools or major programs. 22 However, given that income levels, college
selection, and major choice are all closely associated with race in the U.S., 23 allowing for
differences in ISA pricing based on borrowers’ educational background opens the door
for fair lending violations. 24 A recent investigation into the ISA lender Stride Funding
confirms the presence of these risks. 25 Stride Funding varies its product terms based on
borrowers’ level of education, course of study, and graduation year, among other
variables. 26 Mystery shopping revealed that Stride regularly quotes students prices for its
ISAs that are thousands of dollars higher if the students attend a Minority-Serving
Institution (MSI) such as a Historically Black College or University (HBCU) than if they
attend a non-MSI. 27 In one example, Stride Funding represented that an identical ISA
product would cost a student $2,800 more if the student were studying at Tuskegee
University, an HBCU, than if the same student were pursuing the same major at Auburn
University, a predominantly white institution roughly 20 miles down the road. 28
Comparisons such as this one held across dozens of examples and various types of
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MSIs, even when a given MSI was the higher “ranked” school. 29 Moreover, this
investigation builds on recent research noting that the advertised cost of an ISA offered
at the University of Utah was thousands of dollars higher for students in majors with
relatively more female students and students of color. 30
In light of the expert agreement described above that ISAs are subject to ECOA, the fair
lending risks inherent to ISAs would expose any bank involved with the product to
significant legal and reputational danger. It is doubtful that these dangers can be
reconciled with the OCC’s stated principle that banks’ business activities “should
encourage fair access to financial services and fair treatment of consumers and should
be in compliance with applicable laws and regulations.” 31
●

ISAs have an established history of deploying questionable and/or misleading
business practices, opening institutions up to extensive possible costs and
risks—but the ISA business model may depend on these tactics. Building on their
insistence that ISAs are not a form of credit, companies peddling the product have come
to rely on misleading, unfair, and possibly illegal business practices. Several examples
of ISA companies being caught relying on these tactics are available:
○
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Recent research has revealed that ISA companies appear to be ignoring TILA’s
prohibition on so-called “prepayment penalties” for private education loans, 32 a
predatory variety of charge that locks financially strapped borrowers into
expensive credit. 33 Prepayment penalties came to prominence as part of the
subprime mortgage boom, and Congress banned them specifically to protect
borrowers and ensure that honest lenders can compete to offer consumers the
best possible deal. 34 However, a recent investigation revealed that ISA
companies may be imposing unlawful prepayment penalties on borrowers by
requiring them to pay up to the maximum amount allowable under their ISAs in
return for the early retirement of their obligations. 35 As the authors described
when reporting on the results of their investigation, these penalties may be
necessary for the viability of the ISA business model, as they prevent the early
exit of lucrative-high income earners from creditors’ pools of borrowers. 36 It
appears that MentorWorks also relies on these banned penalties, as the cost for
borrowers to exit their ISA obligations early that is advertised on an ISA price
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calculator that MentorWorks makes available to students at one college amounts
to a penalty rate. 37

37

○

A recent investigation revealed that for-profit coding bootcamps and ISA
companies that they support may be violating federal law by illegally omitting
certain contractual language required for inclusion in consumer contracts under
the Federal Trade Commission’s (FTC) “Holder Rule.” 38 The Holder Rule is a key
protection that helps consumers hold companies accountable for fraud. 39 In
examining a broad sample of ISA contracts, however, the authors of the
investigation found that none of the contracts studied included the language
required under the Holder Rule. 40 This systematic omission may violate
prohibitions on unfair and deceptive acts and practices found in the Federal
Trade Commission Act, the federal Consumer Financial Protection Act, and state
consumer protection statutes nationwide, exposing institutions involved in ISA
lending to extensive legal jeopardy. A contract for the MentorWorks ISA is
unavailable, making it all the more urgent for the OCC to carefully review whether
the company may be omitting the language legally required under the Holder
Rule.

○

A recent investigation revealed that a leading ISA provider may be deploying
several misleading or deceptive marketing tactics in violation of the FTCA. 41 In
particular, the authors of the investigation found that the company took various
steps to understate the costs of its ISAs and overstate the cost of competing loan
options, making ISAs appear more attractive than they were likely to be relative
to alternatives a student may consider. 42 But the conduct discovered in this
investigation is not anomalous, as MentorWorks makes various representations
on its website that may be similarly misleading. For example, an ISA cost
calculator that MentorWorks makes available to students at the Benjamin
Franklin Institute of Technology defaults to the assumption that the private
student loan to which an ISA is compared comes with a four percent origination
fee. 43 This may inappropriately inflate the cost of the ISA, as, according to at
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least one industry media source, “most private student loan lenders do not
charge origination fees.” 44
Unfortunately, the dangers and questionable practices present in the ISA market—including
those MentorWorks and Blue Ridge Bank may engage in—extend beyond those enumerated
above. For example, ISA companies are known to charge much more than borrowers expect
given the product’s affordability-focused branding, 45 leaving borrowers with effective interest
rates so high as to possibly violate key consumer protections such as the Military Lending Act. 46
ISA companies also have a history of associations with institutions offering dubious 47 or outright
fraudulent educational products. 48 Finally, companies in the ISA market may be subject to
incentive misalignment arising from an emerging “originate to distribute” model similar to that
seen in the mortgage space in the run-up to the financial crisis. 49 Specifically, these companies
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are increasingly turning to securitization and the sale of loans as a revenue source, 50 raising the
possibility that underwriting standards will eventually decline. 51
The OCC must carefully scrutinize Blue Ridge Bank’s entrance into the ISA market and
critically question whether ISAs are an appropriate product for any national bank to offer.
The history of education finance in the United States is littered with instances in which
institutions introduced novel credit products nominally aimed at expanding access to higher
education, only for borrowers to be harmed as these products’ disastrous faults came to light. 52
Some of the most prominent of these episodes have specifically involved new entrants to the
student loan market relying on partner or client national banks’ charters to originate doomed
loans on their behalf. 53
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The well-documented dangers associated with ISAs cited above beg the question of whether
history is repeating itself to borrowers’ and the banking system’s detriment. We therefore urge
you to use your supervisory authority to carefully scrutinize Blue Ridge Bank’s involvement in
ISA lending.
Sincerely,
Student Borrower Protection Center
Americans for Financial Reform Education Fund
California Reinvestment Coalition
Center for Responsible Lending
Consumer Reports
National Consumer Law Center
CC:
Honorable Jerome Powell, Chairman, Board of Governors of the Federal Reserve System
Honorable Randal Quarles, Vice Chair for Supervision, Board of Governors of the Federal
Reserve System
Honorable Dave Uejio, Acting Director, Consumer Financial Protection Bureau
Honorable Jelena McWilliams, Chairwoman, Federal Deposit Insurance Corporation
Honorable Tom Harper, Chair, National Credit Union Administration
Representative Maxine Waters, Chairwoman, House Committee on Financial Services
Representative Patrick McHenry, Ranking Member, House Committee on Financial Services
Senator Sherrod Brown, Chairman, Senate Committee on Banking, Housing, and Urban Affairs
Senator Pat Toomey, Ranking Member, Senate Committee on Banking, Housing, and Urban
Affairs
Mr. Brian K. Plum, President and Chief Executive Officer, Blue Ridge Bank, N.A.
Mr. Karthik Krishnan, President and Chief Executive Officer, MentorWorks Education Capital
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