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Qvardraft Protostion A Gulds for Bankors

OYEEDRAFT PROTECTION
A GUIDRE FOR BANKERS

. Opinlons sbound about overdraft services ~ thoss formalized systems handling

- Non Sufffctent Funds (NSFs) presented on a customer’s sccount, Nessa Feddis,

Senior Pederal Counsel of the ABA, offers her Insights In a recent article stating
" “the basics of bounce protection are sound.” At the same time, the Consumer

Fedgration of America asserts that finsnclal orgsntzations are deliberately entic-
ing consumers to write bad checks® Vendars of ovardraft programs extol thelr
"customer-oriented” virtues, while the naws media present overdraft usars as
piciures of despair. CEQs of some financlal organizations tout the benefits to
thelr customers, whila cthers disparags the practice, Some banking organiza-
tions sign deals with vendors to endorse the programs, while a few publish neg-
dtive opinions shout them. . "

With this wide range of opinfons, it 13 no wonder that many, inside the Industry
and out, question the practice and/or the methods of ovardraft services. Asa '
finaniciel executive, how are you to approsch overdraft sarvices in order to best
serve your customers, shergholders, end the public welfare?

Offesing an overdraft protection program i# a decision unique to each exacutive
and organization, However, somotimes lost in the heat of the debate is the clar-
ity created from & common set of facts. Concerns and fears grow in the
absence of facts. Legitimate queations exist ahout overdraft services, and they
deserve an analytical answer, Why has the overdraft issue arisen so fervently
now and not 20 years age? What are the beneflts or reasons for a formalized
overdraft program at your financlal institution? What are the reguletory com-
pliance components? What are recommended beat practices, and what prac-

. Hees should be more cautiously considered or ever avoided? Furthermore,
concams of the medla and consumer groups alike have mads it clear that therg
are definitely potential risks assoclated with ovardraft progrants, in the event
the bank makes a mistake or “ovar-seaches” in the implementation. '

Before making a deciston, each bank should reyiew any program being consid-
ered with a critical eys tawards what is “right” for the customer and the bank.

We hope that this guide will equip you with the buckground and knowledge
you ne&d 1o make the sight dectsion for your bank.

* Hesm Ethoan Foddst, "PAU e Kt Usalid Sarview?” ABA Exnking Sl Aped 2003, 42

* Contuster Feceracion of Amecika nd Nedorad Coviwner Liw Center, mmnmm How Berks
FPugu ¥ MWMWWWC@W&%HM’HM.M

shmprwvccontupmied ofyoamersppendin) | 2803, pf {17 Seprambee 2003), Section 5,
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The Origing of the “Latae Paymant' Choles

Overall, consumer perceptions about dabt and Jate payments ara changing. -A
fow years aga, sorne consumers counted on "float” to carry them through times

Processing systems, the {ncresssd usage of Internst banking, and the requive-
ments of the Expedited Funds Avallability Act, Ths increased tims to clear s
check that so many counted on beforg 13 no longer thare,

Currently, on most of the bills thar consumers pay on a monthly basts, tha
recipient is given the opportunity to Pay the bill on tims for one amount and
late for a different {higher) amousit, Consumers who chonss to utilize the late
Payment option are aware of the late fee they will pay for this service, While
ong could. certainly argue that this is Rnancisily Imprudeat, it s a chotes that
many makKe on a monthly biasts, ’

Utility compantes such as phone, &as, water, cable, and electric providers made
this adjustment towards late paymems in their policies in_'the 1500s. Prior to
thefr change in approach, these industriss aften faced customer and publie poi-
lcy embarrassmenits when they discontinued service dus to lack of payment, In
order to mest customers’ payment needs, they chenged their spproach, finding
Way$ to serve customers who happenad to ba strapped for cash between pay-
chacks. Below is 2 sample disclosure statement from a utility company that
Allows customers to pay thelr bills at & later date for an additional charge,

. [ - Sample Watar Dtility Pel;iay Htatomang

Payntents: .
Um ents are dus by the 15th of tha manth,
. Uty pamas ace u&‘;ﬂumnmmmmm t1 the door of the Clty Office,

Laia Payegnts:
Paymunty racslved after the 15tk of the month ere considarad fags,
A‘ﬁ?e chirga of $25.00 wifi be added o any bill not pafd by the 15th,

Dicconnoct: .
Utliities wiil be disconnacted 1f paymant Is not recelved by th tast day of the month,
Rﬂ.‘omﬂ Tan is ,zEAMI ’

Yogae 9
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To address customer nesds, vendors today supply what is now well recognized
by consumers: an involee, similar to the one above, which offers one payment
if pald by 2 certain dats, and a highsr amount if psid by & later date, In defin-
ing why customers pald late fees, one utllity study found that & significant seg-
ment did so even though they hava sufficlent finencial resources,?

Bankers may want to consider the way they communitate with thelr customers
tegarding overdrawn accounts. Compare the sample utility bill refarenced
above with the method financial Institutions tommonly use to communicats
with their customers. Non-bank companies typically inform the consumer of
their methods of handling thelr sccount f the event the consumer does nat
meet their obligations on time, and they communicate the fee associated with
this. Thay do not actively.entice customers to pay their bills fate, but they
communicats how the account will e handled should the consumsr pay late,
Contrast this with tha communication sant out by the bank, Whan an Item is
- presented to an account with Insufficient funds to pay the check, the bsnk gen-
trally sends qut 2 terse notice indleating that the custamer did not have the
funds in thetr account to cover the check, The communication usually indj-
cates that, although the bank may have paid the chack, the practice of falling
below the minimum balance In the account (3 not something the bank encour-

ages;

The New Dynamics of Cheoking Assonnts and Customesy
Communrtagéion

" As new payment options have flourished over the past several yeani. the math-
0ds and means in which consumers use chacking accounts have also changed,
Rather than having only checks flow through their checking account, con-
sumers now have many ways to access thelr funds, such-as Internet access,

ATM zceess, etc,

A by-product of having multiple delivery channels is that consumers now need
Better, more specific communication from financial institutions regarding use of
these aceounts, Financial institutions should be aware that in regard to gon-
surners’ attitudes toward late payments, the environment s changing, Banks’
needt to be able to clearly articulate polices so that consumers can niake

* Roager D. Cofion, "Driermining the Con of thttky Lo Chigen,” huty 1984,
n%mmwﬁ-mwm&w&w by
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Informed decisions as well as understand the bank's policy regarding NSF fees
when a customer mistakenly overdraws,

The Dllemma

Many bankars beltove thas 2 vesponse that discourages overdrafts s the accepted -
course of action: Thay belleve that ovardrafting a checking account is simply
“wrong." They beliave that banks should actively discourage overdeahts and they
view NSF foes s “punitive” foes that are designed to discourage the activity,

Cther bankers believe that most of thelr customers are dood customers that will
vitimately elear up their accounts, and that paying an insyfficlent ftem is better
for the customer than rerurning it. Whils not sneouraging overdrafis, these
bankers believe that they are actually helping their customers avold other fees
and providing them a valuobls sarvice when they pay overdrawn items,

Which view is apprepriste? Or more preciusly, whioh visw fe
appraprinta for your bank?

. In many cases, these two views are not mutually exclusive, Bankers do not

want ta actively encourage overdrafts, but they do want o provids good cus-
tomer sarvice whenever and whatever prudent,

HOW FORMALIZED OVERDRAFT
PROTECTION PROGEAMS WORK

The first question you might ask Is, “How do these programs work?” An exal-
ple may help Hustrate the programs’ underlying concepts.

John Smith Is a customer at ABC Bank. John sits down to pay his bills on the
Sth of the month, He gets to his credit card bill and ha notices that the pay-
ment Is du on the 15th, or e can wait and pay it on the Ist of the following
month, in which cass he will be charged a $36 late fos, He decldes o wait snd
pay the credtt card bill late because ha has an unexpected emargéncy expense
that he needs to pay Immediately. John understands “the deal” with the credit
card company = they havs communicated this to him with every bill, John

Fage 18
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- understands that he will incur the late fee, but In spite of this, hemam the
decision to defer tha payment.

John isa't surs how ABC Bank would gensrally handle it if he were to present

-80 NSF ¢heck. In the past he has presented checks that were paid when funds

were not avallable, but hte hus also presanied some that were returned, The

* bank’ corsmunication in both casss was very short and did ot inform John

how they made thalr dacision, Asamxh.lahnbasnacomfmatauas tohow -
thebank might handle the next check be presents. .

Mcmwmmmwmafmovmﬁpmm. Through a
" varlety of tachniques, tha bank communicates elearly with John and gepsrally .
makes him aware of thelr decislon-making process. Whken John Is next faced
with making tha decision of whather ar not to pay the evedit card hill, he now
considers his options. He can continua to pay the bill late as he has on occasion
in the past, or he van go ahead and writs the check to the credit card company
today and have some comiort that the bank will probably pay it. He would pay
tho bank 320 (their NSF fes) vi. paylng the credif card company $36.

The Informed Consumer Effact

By communicating with customers, banks that offer formalized overdraft pro-
tection programs achieve the “Informad Consumer Effect,” helping pasticipants
to meke an, informed decision on how to utilize this service, should the need
arise, Because John is given soms comfort on how hix check will ba handled,
he shifts a fes from the credit card company to the banik and pays Iess in fees,

Just how does & bank communicate with a customer? This is an area where
bankers should proceed with caution. A non-recommended method of commu-
nicating with customers is to markst the service aggressively, A fow bariks put
up billboards, take out radic ads, and do regular monthly statement stuffars,
But as the Office of the Comptroller of the Currency pointed cut in Interpretive
Letter 914 (IL914), this could have the sppsarance thet the bank is attempting
to entlce customers to overdraw thelr accounts, an activity that at best [s
*frowned upon” by consumar groups, end at worst could be consldered an
unsafe practice. At a typical bank, 60% to-70% of the customer base never {or

" rarely) present an Insufficient jtem, and marketing to them Is wastaful,

rPags 11
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However, an effictent, fair, snd conalstent process could glso be considered en
Opportunity for clear communtcation to customers — 5 way {0 enhance & cus-
tomes relationship. Customears are often confusad by the NSF decision-making
process in those barks that do not have a formaltzed program, since there (5
often inconsistency fn paymant of NSF ltems. Banks that offer a formalized
overdraft program have the eppartunity 1o establish consistant Ruidelines for
paying NSF items and to inform and educate customers who use the service,

WHY ARE MORE BANEERS CONSIDERING
FORMALIZED OVERDRAFT PROTEOTIONS -

As of January 2003, the Consurmer Faderation of America estimated that mare

than 1,000 banks in the United States use formalizad overdraft protection pro-
grams, and that nunber is steadily growing ¢ Why are more bankers consider-

* Ing thess programs?

1. A New Definition of Customer Service

One of the most commpn complaints by consumer graups about averdraft pro-
tection sarvices is that banks with these Frograms ere providing “bad™ customar
service. Some consumer groups equate ths paying of overdrafts with “payday”
lending, They believe that paying un overdraR item {s equivalent to taking
edvantage of an uninformed customer. .

However, this seems to ba an oversimplification of a mych broader issue. © _
Thtnk about it from the perspective of your customers ~ wauld they conslder it
hetter customer service If the bank paid their check ar returned it?

Bank smployess also benefit from & conslstent overdraft program that offers
them guidance on haw end when ta cover ovardraft items,’ Sincs they can now
deflne their ovardraft pollcy and explain It to the customer, they can offet bat-
ter customer service, Defined overdraft Program guidelines elfminate banker
and customer confusion and lead to Improved customer service.

2. A Way to Avold Discriminatory Fractices
Organized overdraft protection programs formaHza 2 process that has been han- -

—
'Cmm&dtmw&mﬂ'ﬁam?mmm'&ahnl
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dled informally snd in a discretionary manner In the past, making it more equi-
teble and consistent, In general, banks have historically pald ttems for some
customers and riot paid them for others, basad mostly on & variety of factors,
including account history and the relztionships the customner has with the per-
sonal bankers or CSRy working in the hranch. By using overdraft protection
software and more efficlent automation, the banks that implement these pro-
grams stats that they are attempting to treat all customsrs more fairly.

3. Incrensed Opportunity
Whaen banke formalize theip programs and disclose them, they learn that some
cuisfomers find this to be a valusble service. These customers chpose to write
. chetk a fow days bafore a depoat and pay the NSF fee rather than pay a late fee -
to the check reciplent. They choose the bank option becauss the costs are gener-
" ally Jower than those imposed by the merchant or other payes, and It presents
less of a hassle, Financlal institutions that formalize their process and disclose it
to customers allow their customars to make informed decisions for themsalves,

COMMON CONCERNS

Bankers need to addrese & numbar of concerns befare;.thay decids to implament
such a formal overdraft program. Questions raisad by the madia and con.
sumars groups altke have spawned a varisty af concerns.

Percoptions of “Abnsing” the Customer
1 . .

Media and consumer groups have voiced concerns that some overdraft protsc-
tien programs are by nature decaptive and designed to take advantage of con-
sumers. Othiar madia raporta discuss cases in which banks have allowed cus-
tomers to averdraw with their ATM or debit card, at either the ATM or the
polnt of sele, without notification that they were overdrawing the account or
that thay would be charged a fes. {Reg DD requires fee disglosure at account

opening and on periodic statements,)

It s interesting to note that fn most overdraft discussions the media snd con-
sumar groups often gloss over individual consumer responisibility. Banks only
charge thess fess to consumers that present NSF items. Overdrawing fa a dis-

Pags 18
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cretlonary activity and is completsly avoldable, much liks the dectsion to use a
foreign ATM. In both cases, the service provided Is merely responding to cus-
tomer naed and hehavior, )

Although the uitimate responsibility lies with the consumer, sityatlions may
arise in which a customér becornes overextended and {s unable to pay back the
.overdrawn amount and subsequent fees, As customer service organizations,
hanks should be aware of these slfustions and work with the customer to
resolve the lssus. Any program alfowing chronte overdrafts that put.the cus-
tomer in difffcult financial circumstances mMay szam to take advantage of a cus-
tomer and, of courss, should be avoided. Banks should communicate clearly
and frequantly with thelr customers regarding the status of thely sccount bal-
ance. The bank may then offer the overextended customer & yepayment plam,
peshaps et & low Interest rute, or reduced NSF fess ta help the customer recavar
from the situation. The checking account could be left open and avaitable, as
long ‘a5 the customer rieets their repayment nbligations,

Appearanee of Violnting Credit Laws °

One recent article charged that banks #re "akhﬂng' credit laws when thay pay
overdrafts. The reasoning appiied was that an overdraft is & short-term loan’
and the NSF fee Imposed is interest, Some consumer tdvocates have stated that
overdrafts amount to Ioans with very high interest rates, sometimes exceading. -
1,000%, . '

Thase allegations ignore the fact that many banks charge the same fes whether
the ltem Is patd or réturned, and thare is no differenttal for overdrawing the

- account, More specificaily, at most banks customers do not pay any additfonal
Fea for overdrawing their accounts - thay are only charged a fae for presenting -
an insufficlent itém and the bank subsequently handling the jten.

Credit Jaws apply when a bank axtends credit to a cansumer, According to the
Truth in Landing Act, 15 USC 1601 et seq. (TILA) and its implementing
Federal Reserve Regulation Z, 12 CFR Part 2268, *Credit means the right to
defer payment of a dabt or to Incur debt and defer its payment.” The bank
does not grant & “right” to overdraw; it is 2 discretionary activity on the part of

Page 14
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the bank. Credit laws ha';re not applfed to bank overdraft fees In the past, and
it 13 unlikely that they will in the future,

As stated In the American Bankers Assoclation letter from ABA Chairman-Elact
Ken Fargeson, dated March 21, 2003, “Overdraft protection hzs besn #round
for a long time, but has evolved over the years. Under automated bounce Pro-
tection systams that are now galning in populsrity, banks dlsclose that they may
pay overdrafis up to a Umit—usually between $100 and $500, depending on
the customer. The featurs is typically avatlabls to all those eliglble to open an
dccount. There is no eveditworthiness test as there is for an overdraft line of
credit. A flat fea is charged for the ovardraft, regardiess of the amount.”

Saveral henkers have shown hesttancy toward avardraff protection progrems
because of potential changes to Regulation 2 (Truth in Lending), which would
cause an ovardraft to be considered & loan and relared charges to be Interest for
APR purposcs. For decades, undsr the terms of Regulation Z, regulators hava
not generally considered overdraft fees o be a Ioan when the ftem s pald. Prior
history with other regulations hes zhown that tha Federal Reserva changes
them only after careful consideration,

Moreover, any change In regulation would likely Impact the payment of all NSF
items, not Just those items at banks with formal averdraft programs. It would
"be & very detrimentel changs to consumers for the regulators to alter regula-
tions in such a manner that banks could effsctively no longer pay any ovar-
drafs, .

Ineurring Too Much Risk

It may appear upon initial reviaw tl;at paying overdrafts would Increase the
overall risk levals of s bank. After all, the customer {8 typlcally not required to
contplets any type of application for the service. Most banks do not sufject

customers to a formal underwriting process prior to allowing tha customer to
evardraw their account. The bank typically does not obtain cradit scores,

Fage ik
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Prudent bankers must approach an overdraft Program b3 they would any other
new product or service offering. Analysis of the particuler program must be
performed with the bank's averall risk tolsrance in ming, Acceptably levels of
risk must be determined prior to éntering any program and monitored after
implemeantation,

Most bankers who have Implemented a forma) ovardraft program indfcate that
charge-offs do, in fact, increase. However, they also Indioate that the overall
Iavel of charge-offs Is within acceptable levals of risk and the banefits of the
overdraft program vutwelgh the increasa in charga-offs,

ADDREBSING THE REGULATORY CONCERNS

" Regulstors have expressed converns when reviewing overdraft protection pro-

grams, and all bankess consldering this ssrvice should take care to address
"them, Some of the main {ssues are delineated In OCC Interprative Letter 14

and further defined in the ABA letter dated March 21, 2008, from Ken
Forgeson, ABA Chafrman-Elect. 11914 outlines thres types of regulatory con-
cerns with respect 10 ons particular overdraft protection program, They
include; 1) Compliance Issues, 2) Supervisory Concerng, and 3) Policy Issues,
We recommend studying IL914 in depth and reviewing the concerns of the
OCC with legal counsel. Howaver, thate ars hesic steps bankers can take to be
proactive in addressing these regulatory concerns. ' :

Define the Process Spécifically.

For many ysars banks have pald checks on an inconsistent basis, often tines }
lacking universal guidelines that employees could follow, Often, banks did not
have a formal policy fn place to guide bankers on how and when to cover an
overdraft. Defining the process specifically will help 15 slleviate compliance
‘concerns. Due to simple human nsture, whan paying or returning an overdraft
using only personal discretion as a gulde, inconsistencies wiil result, By apply-
g cansistent criterla scross the board, tha entire pracess should becoms con-
sistently implemanted with all customers. . -

Page 18
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Use Dstatled Reporting wnd Tracking. )
As part of the banks formal process, the bank should usa detalled reporting and
tracking of accounts In the verdran protection program. This will ensure that
all lavals of managament remain apprised of the program, and that potential
abusers of the sarvice can be spotted and addressed appropriately, including

baing removed from the progranm,

Avold Statements that Seas Like Comniltments. . .
In &)l wrltten communication to customers, be certaln to stay away from state-

' ments that saund ke ahsolute commitments to pay overdrafts, {e.g., "never

ihcur 8 merchant charge egein”). The Office of the Comptroiler of the

Currancy In its Intarpretive Latter 914 {IL814) points out that the Fedars]

Trade Commission Act prohibits deceptive acts or practices, including represen-
tatlons or omissions that are likely to mislead reasonabls consumers, Carefully
word all the bank customer communications to explatn the overdraft process
clearly and directly. Be surs to acknawledgs that the process to pay NSFs is
completely discretionary and that st overdrafts will not be pald sutomatically,

Avold “Enticing” Customiers (o Bagin Presenting NSy,

Studtes have shown that most customers do nat overdraw thair accounts, nor
da they want to, It 2002, Reddon Financial Group estimated that nearly.§0%
of customers have lttle or no interest in NSF sarvices, -Heavy marketirig of an
overdraft protection program could give the appearance that the bank iy
attsmipiing to entice customers who currently do not overdraw accounis to
begin averdrawing them, Aggressive marketing can potentially backfirs, ovan
though the intent may.simply be ta inform the customer of a helpful, new séry-
ice that I8 now available, Instsad, establish sound, customer-service response-
oriented polictes for customers who overdraw their accounts, Above all, do not
state that overdrawing Is an gcceptable practice; offer alternatives, The bank
shioyld alss provide appropriste disclosyres at the ATM and teller window if -
ctustomers are allowed to ovardraw their accounts at those channels,

‘Use the Same Pee for Bath Paying and Returning,

One of the “tests” offered In 1,914 for detarmining if an overdraft fas 11 2 ,
finance charge ar not, s stated under Regulation 2, 1s whether an NS fee Is the
same regardless of whether a check is pald or returned, By charglng the sams
fea In hoth instances, the fes is umlikely to be constdersd a *finance charge."

Page 17
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Utiltzs Effactive Risk Mansgement Techrilgues, )

Banks that menitor customer behavior can contact those customers who exhibit
excedslve or sbusive usage and inform them of bank programs that can hslp
them manage thetr account balances, This practice ahould Identify customers
who show a serious lack of account managsment so that bank management can
maka decislons on the eustomers continusd invalvemant in the bunk’s aver-

draft program,

RECOMMENDED BEST PRACTIOR
“DO'S AND DON'TH" ,

In addition to taking progctiva £16ps to address regulatory concerns, adhering
to certain “best practices” will help ensurg that an overdraft protection program
takes the right approach. The matn bast practicss that ail bankers should know

include:
Best Prastica “Da's”

1. Da Inform customers that the bank hag othar ways to bandle over-
drafts, such as lines of credit and utomatls transfars, Clear communica.
ton will give customers alf the information they need 1o make an infonged
decision. Let your customers know that the bank has other, potentially less
expensive ways to handle overdrafts, :

2, Do proactively offer an “opt-out” giving the customers @ thofce, Some

3. Do moniter custamer activity, and don't let custoniers abuze the service.
Utilize software taols to generate detailed reports éhat will allow the hank to
track customers who may be #busing the privilege, Constder contacting and

' notifying frequent overdrafters of the toat of thesa services, and suggest & meat.

Ing with bank officers to consider othar alternatives to overdrafting,

PFage 18
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4. Do apply good risk management techniques, using software to monitor
usage. IL914 notes that overdraft protection programs could Incresss a banks
credit risk profile (e.g., higher delinquency and loss ratas) by extending credit
to borrawers who may not have normally qualified for payment of overdrafts or
ovardrafy protection, By uillizing software tools with robust reporting capabill-
tles, you should be sble to minimize this risk and managa it accordingly

5. Do communicats with custoriare often, uslng multiple chanmels (1.¢,, ]
lsttors, phone calls, amail), It is imparative that bankers notify customers as

while they are overdrawn, AsABA Sentor Federal Counsel Neséa Fadds states
in &n April 2003 ABA Banking Journal articls, “A consumer ynderstan ding of
bank practices in this marter is absalutaly erdtical ta avold charges of unfair

*, Plag™  Communteation and sducation of customers will help to dispel the

mystery of the process and enhancea the ovarall customar relal!onsh_]p a5 wall,

Boat Prastios “Don'is™

tion also makes It seem a3 if the bank Is Attempling to éncourage customers
who héve not presanted N5Fs to bigin presenting them,

2, Don't step over the line from o campliance perspective. Regulators may
question programs that give the wrong impression about the 8cope of protec-

ton offersd by the program and in turn oversall its benefits, Whan communi-

- cating with customers, it {s Amportant to use clear, precise, and accurate Jan.

guage that does not attempt to oversell the customer, Keep In mind that this
service 13 discretionary, and therefore avold promisas or words that sound lke

insufficlent checks,” “make & mistake — you're coversd,” and “write & check or

use a1l ATM for more than you Kave in the bank - you're covered” are overly
broad statements, givan the limitations of these programs. -

Fage 1»
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3. Don't atlow mtomu: thcnppmuniq'tonm funds that will put
thalrlocount!ntonnmﬁvahﬂmlt the ATM, through POS, or teller

an additional fee for overdrawing under the elrcumstances, I this is not tech-
nically feasible, the bank should Placa notlces at the ATM or have s policy In
place that doos not allow the custamer to overdraw the account at the ATM,

Banks should not mistead thefr Customers as to the actual balance in their
account and they should clearly present balatices 1o their custormers Ini a format
that is =asy to understand, For example, if the averdraft Jlimit i3 included inan
“avallable balencs,” the tekt on the ATM sereen and receipt should specifically
Hata that the balance Includes the overdraft limit, Mistakes are easily made If
this Information s not communtcaed to the customer clsarly at the Hme of the
transaction. Additionally, banks should considar walving any initlal NSF fees
for customers who inadvertently overdraw thefr chacking eccount due to any
type of confusion at eloctronle channels,

tion guidelines and establish losn logs raseive methodalogies to ensure timely
loss recognltion and estimuted loss caverage, Thig is imperative, Strict luss-
recognition programs ang tracking are recommanded,
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CONCLUDING REMARKE

With the wide rangs of opinions and heartfalt smotions concerning overdraft

" programs, it 18 no wondér that many inside and outside the Industry question
elther the practics or the mathods of overdralt services, In sorting through the
facts and apinions, history ¢en be an excellont gulde. In the May 20, 1981,
1ssue of Business Week, the headlin read, *With the Fed showing no signs of
easing its regylations, banks are doubting the wisdom of offering certificates of
deposit." Believe it or not, thix statement was mads conceming negotiable
CDs] .

Bven the most padestrian of bank products today, eeriificates of dapaosit, ware
once the subject of much debate and concern, Consumer needs often are shead
of regulatory management snd public polfey, Such may be the case with for-
malized overdralt programs, Bankers, Hiowever, must carefully consider all
sides of the farmalizad overdraft Gption to make the best decision for theiy

banks. .

——
*ﬁnkmﬂmwmm«nmaw:m 1 N
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APPENDIX .
- Latter to Bank CEO from the APA Chairman-Ellect,
Date: March 21, 2003 '

To: Bank CEQs
From: Ken Pergeson, ABA Chairmén-Efect

Hundreds of banks are offering automated bounce pratection on checking
accounts, & new version of bankere' traditional practice of paylng overdrafts.
Many ather banks are considering Jt. Thets why I'm writing, Az ABAs .
Chatrman-Bliect and a community banker, I'm hearing o ot of concern about '
. this product and the consequences of offering and promoting it,

Al bankers want a fair return, But bankers also have & responaibility to treat
customers fatrly and provide them with clear, canspicuous digclosures, One
tisleading phrase or questionable ad can desiray your customers’ trust in &
heartbeat, an awfully high price to pay. As one compliance officer wrote about
paying Intarest on {nvestable balances, *Its cute. It legat, Don't do it} When
put under g spotlight, that practice led Congress to enact ths Truth-n-Savings
Act and the Fed to issus Reg DD, That exarnple could be » previsw of coming
attractiorts if bankers don't look carefully before they leap into this,

Consumers like averdraft protection, It can save tham returned-check fees
from creditors or merchants snd aveld tarnishing thelr credit rating In credit
bureaus and databases, But some of thesa products have drawn firs from the
regulators and in the medie—and litigation won't be far behind, as customars
start compladning shout unfalr reatment.

Ovardraft protection has besn around for & long time, but has evolvad over the
years, Under automated bounce protection systems thet are now galning in
Popularity, banks disclosa that they may pay overdrafis up (o & mit—usually
hetween $100 and $500, dspending on the customer. The foature is typleaily
avaflable to all those eligible to open an account, There is no creditworthiness
test sy theve is for an overdraft Hoe of credit, A flat fes is charged for the over-
draft, regardless of the amount. ’
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Before you offer a bounce pratection pioduet. decide if you'd want to defend
the one you're considering in your local Yiewspaper or to your regulstor. To
Pprotect yourself and your institution’s seputation, you should, at 8 minimum;

* Disclase, disclose, disclose, Disclose costs and terms in the agreement fully
and conspicuously, including treatmant of debit card overdrafts. And
disclose charges prominently in statemants,

v v —

* Make clear that the bank Is nqt'pmmising to pay checks, even if the
consumés meats tha criteria for paying an overdraft,

» Do not encourage overdrafts in your marketing materials, advertising ot
comnminications, Some customens have bounced checks because, on
balence inquiries, their bank adds the amount of their overdraft protection -
to their true balance, leading them to believe thay have more than thay do.
Spme bank messages encourage them to use the product anytime,

» Monitor the account for frequent uss of the service, Customars may not ' ‘
understand how ta uss it appropriately. ) v

AUl of these efforts may still not be enough. Dons carefully, automated bounce
protection programs can be good for your customers and for the hanks. But
without understanding how your program will be seen and Judged Ih your
commurnity, in the agencles and in court, it could become your worst night-

ware., It you offer dne, procesd with caution and make-sure you do it right.

Ifyon, havs any questions or concerns, pleas; contact ABA Regulatory Divector
Jim Mclaughlin, st 1-800-BANKERS. .

Fage 24
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