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NEW YORK: When I realized I was paying off
six different credit cards and not getting any-
where, I decided to consolidate my debt, like
millions of other Americans. I visited my local
bank, asked for a $15,000 loan but was
offered an interest rate higher than my cards
were charging. So I looked into online lenders
and discovered a growing part of the sharing
economy known as peer-to-peer lending, a
system in which a group of investors pool
money to loan to people like me.

The first company I went to, Upstart, was
willing to lend me money but again, the inter-
est rate was too high. Then I went to Prosper,
the second-largest lender in the industry.
Prosper found investors in my loan in two
days and my money in five. I never visited a
branch or met a loan officer. And the interest
rate of less than 9 percent beat the 13 percent
offered by my brick-and-mortar bank.

After borrowing the money, I wanted to
know more. Who were these “peers” and why
did they think I was such a good credit risk?
The answer took me deep into an industry
that has already attracted some of the biggest
names on Wall Street, like Blackrock and
Goldman Sachs, but remains below the radar
of most federal regulators. Peer-to-peer lend-
ing is still untested by recession, and analysts
say it can carry big risks for investors.
Consumers, largely unfamiliar with the indus-
try, could face interest rates that exceed even
the most expensive credit cards.

The name “peer-to-peer lending” is some-
what misleading. While individuals do lend
money, most of the funding for loans comes
from hedge funds, insurance and investment
companies, and wealth advisers. Prosper, like
the rest of the industry, is seeing exponential
growth. The San Francisco-based service cre-
ated $600 million worth of loans over the first
three months of this year, more than triple
what it did a year earlier, and it’s hiring as
many as 10 loan officers and other employees
a week, says CEO Aaron Vermut.

Prosper competes with Lending Club,
which went public in December, and has
reported a 100-plus percent jump in the
amount of money it loans year over year. Both

companies expect their loan growth to dou-
ble or triple in the foreseeable future. Prosper
and Lending Club are just two of dozens of
companies trying to compete. Some, like
Upstart, specialize in loans for young borrow-
ers with limited credit history. Others, like
OnDeck, which went public last year, focus on
loans to small businesses.

Low Costs 
Peer-to-peers have been able to charge

less than traditional banks largely because
their costs are low. Prosper, Lending Club and
others have no retail branches, and the risk is
passed onto investors. As more investors put
money into these loans, interest rates have
fallen as well. Prosper loans in 2013 had an
average rate of 16.8 percent. In 2015, the rate
is 13.3 percent. Even with this growth, peer-
to-peer lending is tiny compared with big
banks. JPMorgan, for example, has $187 bil-
lion in consumer loans on its balance sheet.

One of my lending peers is Don Davis. I
owe him $1,500. Davis’ company, Prime
Meridian Capital Management, owns 10 per-
cent of my loan. “I take you at your word
you’ll pay us back,” Davis joked in an inter-
view. Davis got into peer-to-peer lending in
2012 and owns more than 14,000 loans, in
whole or in pieces. His $60 million-plus Prime
Meridian Income Fund had a return of 8.5 per-
cent in 2014. Like many investors, Davis was
attracted to peer-to-peer lending because
other types of debt, such as bonds, had
become unattractive. With interest rates and
yields stubbornly low, it’s difficult to make
much money in that market.

How does my 9 percent rate compare?
Junk bonds, a risky type of debt, offer a yield
of slightly more than 6 percent. Bonds from
high-rated companies yield around 2 percent.
And one of the safest types of debt, three-
and five-year US Treasury notes, have a yield
of 0.93 percent and 1.50 percent, respectively.
Peer-to-peer lenders charge from 6 percent
for highly qualified borrowers to more than
30 percent for extremely risky applicants. “I
see personal loans as being simple and trans-
parent. That’s why I like them,” Davis said. “We
looked at a lot of different investments that
gave us the yield we were looking for, but

many of them behind the scenes were overly
complex and higher risk.”

Matt O’Malley runs a small investment
company in Wisconsin called Looking Glass
Investments, which invests solely in loans
created by peer-to-peer lending sites. “We
like to invest in people,” O’Malley said. “We’re
able to provide a service that a bank is no
longer able to competitively provide.”
Looking Glass is small, with less than $10 mil-
lion in assets, but it owns more than 6,200
loans and is growing quickly. Looking Glass
had a 10.2 percent return last year on those
investments. I asked O’Malley if he owned
part of my loan, but said he says he only
looks at data, not the person. He uses an in-
house formula to determine the risk of
defaults. “We don’t want to know who you
are,” he said. “We just want the numbers to
tell the story.”

Regulation 
As demand grows, federal regulation has

been slow to keep up with the industry. The
Federal Reserve, the banking industry’s main
regulator, has issued no rules on how the
industry should operate. The Consumer
Financial Protection Bureau has been silent.
Only the Securities and Exchange
Commission has weighed in. In 2010, the
agency ruled that offering peer-to-peer loans
to investors amounted to selling securities
and said Prosper and Lending Club had to be

registered with regulators and provide dis-
closures to investors about where their mon-
ey was going.

But the SEC’s job is to be a regulator for
investors, not consumers. Consumers are
largely protected for the moment. Because
companies like Prosper and Lending Club use
a third-party bank - often it’s Utah-based
WebBank - to process the loan, the loan is
protected under the Truth in Lending Act and
other consumer laws. However, by using a
third-party, the lenders are able to bypass
state usury laws. Most loans are being made
to highly qualified, often high-income bor-
rowers at the moment. But industry execu-
tives acknowledge that the growing interest
in peer-to-peer lending could attract sub-
prime players.

And the industry remains untested. The
loans have not been through an economic
downturn, so there’s no data on how many
could default in a recession.  And because the
loans are unsecured, the only recourse for
investors if a borrower fails to pay them back
is debt collectors. Even industry executives
acknowledge that the runaway growth could
backfire. For instance, while Prosper has seen
substantial growth, the platform is not con-
sistently profitable. “There’s frothiness in the
industry right now,” says Prosper’s Vermut,
“and when the environment changes, we will
find out who’s really running a good busi-
ness.” — AP 
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Why I skipped the bank, 
took loan from ‘peers’

NEW YORK: An apparently bogus offer to
take over Avon Products that appeared
on a regulatory website sent its stock on a
wild ride Thursday and raised questions
about the security of the online service, a
trusted source of news for investors.
Shares of Avon jumped as much as 20
percent after the takeover offer appeared
on the website maintained by the
Securities and Exchange Commission, a
regulator that oversees stock markets.
But investors soon began to doubt the
offer was real, and the stock gave up
much of that gain.

A company calling itself PTG Capital
Partners said in a document filed with the
SEC that it would pay $8 billion for Avon,
an enormous premium for investors in
the cosmetic giant. But Avon said it had
received no takeover offers, and couldn’t
even confirm if PTG exists. Calls to PTG,
which claimed London as its headquar-
ters in the filing, went unanswered. The
SEC’s filing system is a trusted source for

investors seeking important and timely
disclosures from companies that can
affect stock prices. The fact that a seem-
ingly fake filing about a major company
managed to get posted through the SEC
came as a big surprise to many in the
markets.

Robert Heim, a former lawyer at the
SEC, said a handful of fake filings turn up
every year, but they often involve compa-
nies that don’t exist. This one, which he
described as a “blatant hoax,” was the
first he’s heard of that moved the stock of
such a big company. “The SEC has so
many forms being filed, I don’t think it
can check every one,” Heim said. “But I
think they could do a better job acting as
a gatekeeper.”

The entity calling itself PTG said that it
had submitted a bid of $18.75 per share
to the board at Avon. That was almost
triple the stock’s closing price on
Wednesday. The filing contained many
red flags raising questions about its

Bid for Avon that apparently was not

NORTH ANDOVER, Massachusetts: This July 28, 2010 file photo shows a
container and brush of Super Full mascara by Avon. — AP  

authenticity, including numerous typo-
graphical errors and two different
spellings of the company’s own name.
That would be highly unusual in an
authentic regulatory filing, which would
receive close scrutiny from companies
before being posted.

Another former SEC lawyer said using
the agency’s filing service to push up a

stock would be a brazen act, much like
using unwitting police officers to pull off
a heist. “It’s not some bogus blog post
that’s gone through 15 different countries
and servers,” said Jordan Thomas, now a
partner at Labaton Sucharow. “Any time
you put out false information in the mar-
ketplace, you leave a trail that can be fol-
lowed by law enforcement. — AP 


