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Executive Summary

According to new data released recently by the FDIC, the largest banks in America collected $11.45 billion in
overdraft and non-sufficient funds (NSF) fees from American consumers in 2017, an increase of approximate-
ly $10 million over the 2016 total. Overdraft fees often impose a great burden on those already living pay-
check to paycheck, struggling to make ends meet. Typically, a small proportion of bank account holders pay
a large proportion of total overdraft fees. Since 2015, the FDIC has collected and released information about
these controversial penalty fees from banks that have $1 billion or more in assets. Therefore, $11.45 billion
does not represent the total overdraft fees collected, because it does not include those collected by small
banks or credit unions, institutions which are not required to report their fee volume to the FDIC.

Financial institutions typically charge an overdraft fee when a customer’s account lacks sufficient funds

to cover a transaction, but the institution chooses to pay the transaction anyway. Overdraft fees can be
triggered by debit card point-of-sale (POS) transactions, ATM withdrawals, electronic bill payments, and
paper checks. Some institutions do not charge overdraft fees on POS or ATM withdrawals—simply declining
the transaction at no cost when the account lacks sufficient funds—but many banks do. The bank typically
charges a fee, averaging $35 for each individual overdraft transaction it pays,' even when the customer
overdrafts by a very small amount. In addition to the high fee, the institution repays itself for the overdrafted
transaction directly from the customer’s next deposit, in effect “jumping the line” ahead of any other
planned transactions or debts the consumer has. If time lags before the account is replenished, the institu-
tion may charge additional sustained/extended overdraft fees even in the absence of further overdrafts.

This report analyzes the overdraft income of banks with assets of $1 billion or more and reviews the
overdraft practices of the 10 largest banks in the US, shining light upon the rules and procedures they
each employ.

The analysis found that:

Large banks reported charging consumers $11.45 billion in overdraft and NSF fee revenue in 2017, up
$10 million from the 2016 total and up 2% from 2015. Nine billion dollars of this amount was earned
by the 20 banks that charged the highest volume of fees.

All 10 of the nation’s largest banks charge overdraft fees in excess of $30, although a few do not
charge these fees on POS and/or ATM transactions;

More than one of the top 10 largest banks still engage in each of the following abusive practices:
charging sustained/extended overdraft fees in addition to per-transaction overdraft fees; using
high-to-low transaction processing for some types of debit transactions; and allowing five or
more overdraft fees to be charged per day to customers.




CRL overdraft research

CRL has analyzed market and consumer data for over 15 years to better understand how bank overdraft
programs operate and how those programs impact family finances. The most recent release, 2016's Broken
Banking, analyzed FDIC Call Report data and quantitative and qualitative data from the Consumer Complaint
Database maintained by the Consumer Financial Protection Bureau (CFPB). One of the most salient themes
within these complaints was the difficulty consumers had avoiding overdrafts even when they believed

they would. Often, these complaints related to bank practices that make it difficult for consumers to know
balance availability, transaction timing, or whether or not overdraft transactions would be paid or declined.
Central to many complaints were unreasonably high fees per transaction and no meaningful limits on how
frequently a consumer can be assessed a fee.

Earlier CRL reports estimated and tracked nationwide overdraft fee volume, analyzed consumer transaction
data to determine what kinds of transactions were resulting in overdraft fees, surveyed consumers about
their attitudes and behavior around overdraft programs, and investigated the impact of overdraft fees

on older and college-age Americans. These analyses sought to describe overdraft programs through the
experience of consumers and to build further understanding of the impact the fees have on the finances of
families. Specifically, the analyses found the following: account holders incurring large numbers of overdraft
fees are more often low-income, single, non-white, and renters?; nearly half of all overdrafts are triggered by
debit card (POS) transactions or ATM withdrawals®; customers often pay more in overdraft fees than the
amount of their overage®; banks collect a high volume of overdraft fees each year from college-age custom-
ers® and often benefit by partnering with colleges and universities to offer financial services to students’;
banks also collect a high volume of overdraft fees each year from older Americans® who rely heavily on
Social Security Income®; and many consumers who opted into fee-based overdraft coverage for debit card
transactions after the July 2010 change to the Federal Reserve’s Regulation E did so as a result of aggressive
or deceptive marketing." CRL polling has also shown that the large majority of bank customers would prefer
to have their transactions declined rather than incur an overdraft fee, when the transaction involves a debit
card transaction."

Recent regulator research

In 2017, the CFPB published a cluster analysis of customers who were charged high numbers of overdraft
fees. This study exposed the extent to which large banks’ abusive overdraft fees drain working families’
checking accounts. The study found that nearly 80% of bank overdraft and NSF fees are borne by only

8% of account holders. This group of account holders incurs 10 or more fees per year, with many of those
customers paying far more. For one group of hard-hit consumers, the median number of overdraft fees was
37, or nearly $1,300 annually.” Recent FDIC research indicates that overdraft fees push bank account holders
out of the banking system, finding that as many as 1 million adults who previously had bank accounts are
currently unbanked as a result of high or unpredictable fees.”

Regulation of overdraft programs has permitted harmful practices to continue

In 2009 and 2010, the Federal Reserve passed amendments to Regulation E of 1978’s Electronic Fund
Transfers Act," newly requiring banks to acquire consent, on an “opt-in” form, from accountholders before
charging overdraft fees on ATM withdrawals and debit card purchases that overdrew customer balances.
This disclosure-based change left a great deal of room for banks to continue to charge exorbitant fees

to accountholders.
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For the first time in 2015, the banking regulators

began to require banks with greater than $1 billion in

assets to publicly report their overdraft and NSF fee 9 Among the 20 largest banks,
revenue. Since 2015, the FDIC has reported informa- overdraft revenue has increased
tion about institutions’ overdraft and NSF fee volumes from $8.66 billion to $9 billion.

in quarterly Call Report data. Reporting institutions

now provide the quarterly total volume of the revenue

they receive from overdraft and NSF fees from consumer accounts. Before this data provision, industry and

other estimates of overdraft and NSF fee volume varied widely. Availability of this data is an important
tool to evaluate the impact of bank practices on accountholders.

Market analysis shows an increase in fee volume

To arrive at the figures in Figure 1, the analysis adds the reported overdraft fee income from the
627 institutions required to report within the FDIC’s Call Report Data. The 20 institutions that charged
the highest volume of overdraft and NSF fees are shown in Figure 2 below.

Figure 1. Aggregate overdraft and NSF fee volume since 2015

Year Overdraft revenue Change Overdraft revenue Overdraft as a
among reporting since 2015 among the percent of non-
banks 20 largest banks interest among all

reporting banks

2015 $11.18 billion 0 $8.66 billion 5.0%

2016 $11.44 billion +2.3% $8.99 billion 5.1%

2017 $11.45 billion +2.4% $9.00 billion 5.0%

Since 2015, the volume of overdraft/NSF fees charged by banks required to report, currently at a level
of $11.45 billion, has grown by more than 2%—a troubling trend. In 2015, banks reported receiving
$11.18 billion, and last year, $11.44 billion. Among the 20 largest banks, overdraft revenue has increased
from $8.66 billion to $9 billion. Overdraft revenue as a percent of non-interest income has remained at

about 5% for all reporting banks, in each year that the information has been collected.




- - %tL 97.'v60'9€$ %LE £90'760°657$ | 18T'LLE'TLSS 8VE'EIV'LE8S | 000°557'L8OTLS | S9L/000°LTH LLS Syueq |y
%S¢ USYSY'LLS %L 6v1'seL'Tes %LE v08'0LT'LTTS | 9T0'8TL'36YS 0€8'8€€'STLS | TLSVETLLYOLS | EPV'9ESITSLS syueq bunodal ||y
%S¢ 898'666'8% %LL ST5'Tv8'STS 43 8LL6L'LSLS | €99'L6Y'06TS SERTRUTHYS | vSWLLL'LEY'9S | $86'60%'59L'6S syueq oz doj
%tL LEEPOLS %¢S 666'0vLS %98 LE€'19T8 760'1v$ €TLLES v6TrEr'LS 671'689'L$ MNYE ININIANOD LSHI4

Y90 SYXILINYE TYNOILYN 1SHI4 | 0T
%Ly V6EP0LS %0¢ 05V'TTTs %LT 676'3€L$ LS6'7TL'TS 006'€9%'€S €11'965'69$ €£78'705'98$ ANVE SSYdN0) | 6L
%LL 000%LLS %L 000'8L0"LS %¢T 000°€29'7L$ | 000186'6Y$ 000709'79$ | 000°L6V'98Y$ 000'£69'S8€"LS WNOINVEILD | 8L
%9¢ 0L9'LzLs %LT VOT'rEes %LT 9v9'9¢5°L$ LLO'SSL'YS LLL'169'5S L8T'S6L'76$ 9LL'TLO'BLLS ANYAWO0D 1SNYL S4IAYHLANY S4FANLIVANNYW | £L
%Ly €9LTeLS %8 988'6L€$ %ST erLLELLS 961'85K'€$ 6£6'685'7S 089°0v8'8L$ TE€'050'70LS IHLYNVE TYNOILYN NOLONIINAH | 9L
%¢ET LTy'zelLs %8L 990°€£8$ %Ly 698'T5L'€S 8TT'TESYS £60'589'L$ £81'€9£'901$ L69'LL0'OVLS ANVG QYIHLHLAE | SL
%0 860°L¥LS %LL 155'6v€S %¢E¢E S9Y'L0L°TS SE6'LSEYS 007'59%'9% TET'SE9'L0LS 6E7'85L'SELS NOILLYIDOSSY TYNOLLYN INVEAIN | L
%Ey 029'951$ %0¢ $9/'59€$ %¢ET vLY'S0T'LS 667'66'€S €LLPYL'SS 65'781'68$ 166'566'LTLS NOILYDOSSY TYNOILYN "NV SNAZILD | €L
%88 /8'851$ %8 srL8Ls %6¢ SLUPETS vTe'8e9'es 6€7'786'SS 8ETTL'LLS 99£'725'08$ ANYG SONIAYS T¥43a31 vvsn | ¢l
%L9 668'791$ %8S 625'9TS %¢L 96L'7iv$ vL8'T918 0£9'£09% 670'9/8'7$ 065°TLE'SS ANVG TYNOILYN 1S3404000M | LL
%61 9LT'L918 %9 ILT'HrES %L¢E 06'88%'5$ 8L9'LL6'LLS TS99V LLS | ¥S8'T65YTTs LL1159'0678 NOILYIDOSSY TYNOILYN ‘INO TVLidYD | Ol
%6¢ 000'5£Z$ %91 000'80£$ %0 000°Liy'v$ 000'80£9% 000'6¥L°LLS | 0007¥6'€9L$ 000°£L0'9LTS ANYAWOD 1SNYL ONY ONINYE HONVYg 6
%9 9/9'567$ %L 185°0%9% %€ 7€1'€56'TS 37877 4°N SL8'L67'6% L0L'1S0'P9LS 615°£€9'10T8 ANYG LSNYINNS 8
%61 Phs'Les %S¢ 651'80L$ %¥e 807'000'7$ L61'768'¢$ 500€68'S$ 615'8L6'86$ 0TT'sTe'eTls YNVE SNOID3Y L
%LE LEv'18€S %€ET 8r8'ILT'LS %E¢E 180°TS€'SS 876'669°0L$ 600'750°9LS | S87'568'79$ ¥97'200°0L€$ NOILYIDOSSY TYNOILYN “NYE INd 9
%¥e 9€L'v9v$ %51 TEE'69€'1L$ %0 020'657'6% 820'9¢L'7L$ 8V0'S6E'ETS | 090'Ly0°LTeS 678'570'95¥$ NOILYIDOSSY TYNOLLYN NVE 'S'n S
%9 58'075$ %89 98y'0TL'LS %61 6V EV9'LS 695'666'9% 8L0'€9'8$ $68'0Y'9TS L00'767'38T8 VN INYE Al 14
%0¢ 000'959'L$ %T 000'865'5$ %be 000'099'52$ | 000%88'67$ 000'7¥5'SLS | 000%0VLOE'LS | 000VTSLSLLS NOILYDOSSY TYNOILYN ‘VI4IWY 40 MNVE 3
%0¢ 000'869'L$ %TT 000'LL9'S$ %LE 000'86v'52$ | 000°985%5$ 000'€80°08$ | 000'SEL'6ST'LS | 000'VSE'LYLLS NOILYIDOSSY TYNOLLYN “NYE 094Y4 STIIM [4
%6¢ 000'€98°L$ %LL 000'vLL'YS %9 000'€v6'LYS | 000°0LT'8YS 000°€LZ'06$ | 000'988'LLT'LS | 0008LL'0VL'TS | NOILYIDOSSY TYNOILYN “MNY4 ISYHD NYOJOWdI l

(0) dwody (DS) awody awodul (IIN) dwody

1S/a0 334 4SN/Q0 [IN/IDS abiey) a1nag [R30L/IIN 153J3U[-UON | BWOdU[ISAIA| | dWodU| [e10] susodag ENYY awe) yueg [yuey

spuesnoy) ui sjunowe Jejjop ‘awodul 33} 4SN/jeipiano £ L0z Aq s)jueq oz doj :z ainbi4

in 2017

Ices in

The State of High-Cost Overdraft Practi

n Unfair Market



In addition to overdraft and NSF fee volumes, Figure 2

also contains each institution’s assets, deposit vol- While most of the highest-charg-
umes, total income (including both interest and non- ing overdraft and NSF banks are
interest income), and service charge income. Taken also the largest banks in general,
together, and compared to the aggregate averages for the problems of overdraft can
these top 20 banks, all overdraft-reporting banks, and occur at every bank asset class.

all banks, we note two specific outliers: Woodforest

Bank and First National Bank Texas. Among the largest

overdraft and NSF-charging institutions, these two are much, much smaller than the rest, nearly all of

which are at or above $100 billion in assets. Woodforest and First National Texas, however, are both below
$6 billion in assets. As such, their proportions of non-interest income to total income, service charge income
to non-interest income,” and overdraft and NSF income to service charge income are each outliers among
the broader sets of institutions. This set of proportions shows the importance overdraft programs can play
within a smaller institution. While most of the highest-charging overdraft and NSF banks are also the largest
banks in general, the problems of overdraft can occur at every bank asset class.

Large-bank overdraft practices present obstacles to customers

Figure 3 below provides information about the overdraft practices of the 10 largest institutions, ranked
by asset size. Several practices tracked by this analysis were tracked for many years by the Consumer
Federation of America and more recently by the Pew Charitable Trusts, which continues to track various
overdraft practices of the 50 largest banks annually." To evaluate an institution’s overdraft policies, we
use indicators and features that bear directly upon the consumer experience of overdraft, including:

- the size of the fee;
- whether or not the institution charges overdraft fees on ATM or POS debit card transactions;

- whether or not the institution allows transfers from savings or a linked line of credit (LOC) in lieu of
overdraft fees;

- whether the institution has a cap on the number of fees it charges in a single day or on the minimum
size of an overdraft to trigger a fee;

- the transaction-processing order of the institution; and

- whether or not the institution charges sustained/extended overdraft fees in addition to
per-transaction overdraft fees.

When indicating that an institution uses a particular practice, the entire set of checking account options
is considered. For example, if one of three checking account options for a bank’s customers is charged
sustained overdraft fees, the bank is classified as charging extended overdraft fees. Though some banks
have accounts with greater protections than other accounts, it is the features of the least-protected
accounts covered here.
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Market trends show little improvement

Most institutions do

The above chart follows the overdraft programs of the top 9 not post in order from
10 banks in America through a series of account features,

smallest to largest, which
analyzing marketing and disclosures from the institutions

would result in the lowest

themselves. While these large banks are generally subject number of fees.

to the same regulatory framework and economic pressures,

some institutions have more responsible practices than

others do. At the same time, the similarities among bank overdraft programs are largely reflective of
insufficient regulation and oversight, which fosters a race to the bottom among these competitive
institutions at the expense of their customers.

Overdraft fees: The amount of the overdraft fee is similarly high among the top 10 banks, between

$34 and $36. But banks’ practices differ substantially with respect to overdraft fees on debit card
transactions. Citibank’s practice is far better than the other largest banks, because it does not charge
overdraft fees on debit card POS purchases or ATM transactions. Bank of America does not charge the

fees on POS transactions, and Chase does not charge them on ATM transactions. The other seven banks
routinely charge overdraft fees on both POS and ATM transactions, which they could easily decline instead,
at no cost to the customer.

Extended overdraft: Five of the top 10 banks charge sustained/extended overdraft fees for an extended
negative balance. Two additional banks previously charged these fees and have been engaged in lawsuits
related to them; they no longer charge the fees.?®

De minimis policies: In recent years, most banks have established a de minimis policy: the amount of
negative balance, sometimes per transaction and sometimes per day, below which no fee will be charged.
These de minimis policies can reduce the harm from a small overdraft, but in most cases, they do little to
mitigate multiple and clustered overdrafts.

Maximum number of overdraft/NSF fees charged per day: There is fairly wide variation in the number of fees
(often combining overdraft and NSF fees) an institution will charge in a single day—between three and six
among the largest banks. This translates to fees in the still unreasonable range of $102-$216 in a single day.

Transaction reordering: While transaction reordering to post transactions from largest to smallest has,
largely due to litigation,” become less prevalent, there remain some institutions that continue to post
some transactions in order from largest to smallest. Most institutions do not post in order from smallest to
largest, which would result in the lowest number of fees.

Lines of credit: More affordable alternatives to overdraft charges exist for bank customers. Unfortunately,
while banks typically offer a transfer from savings and/or a line of credit for a lower cost, they often do
not market these heavily, and these options are often not available to banks’ most financially distressed
customers, who are those hit hardest by the high-cost practices.




Policy Recommendations

The Consumer Financial Protection Bureau has studied overdraft fee programs for several years.

Publishing multiple reports that highlight overdraft abuses, the CFPB has repeatedly concluded that
concerns about overdraft practices that regulators have identified for years persist today. These concerns
include that a significant segment of consumers incurs large numbers of overdraft fees and that even
those with “moderate” overdraft usage may pay hundreds of dollars annually. As the CFPB considers how
to address overdraft fee abuses, its regulations must include a backstop against excessive fees that ensures
that financial institutions will no longer be permitted to wreak financial havoc in the life of any account
holder through overdraft practices.

A. Rein in excessive fees. The size of the overdraft fee is the engine that drives overdraft abuses. It

bears virtually no relation to the cost to the institution of covering the overdraft. The Credit CARD Act
required that penalty fees on credit cards, including fees for exceeding the card’s credit limit, be reasonable
and proportional to the “violation.” The Federal Reserve (charged with writing consumer protection rules
before the creation of the CFPB in 2010) determined that this requirement included that the fee must be
reasonable and proportional relative to the cost to the institution, and that the fee could not exceed the
size of the violation. In the overdraft context, where overdrafts cost the institution very little, this would
mean the fee should be significantly less than the average fee today, and it should in no case exceed the
size of the overdraft itself. Similarly, NSF fees are extraordinarily high in an era when processes are highly
automated, and it costs little to the bank to deny a transaction.

B. Stop the onslaught. Banks should limit overdraft fees to one fee per month and six per year, and
predatory posting practices should be prohibited. Once an account has gone negative and the customer
has incurred an overdraft fee, the customer should have sufficient time to bring the account back to positive
before being charged additional fees. Again, the CARD Act limited over-the-limit fees to one per month, and
the Federal Reserve determined in the credit card context that requiring “reasonable and proportional fees”
meant that no more than one penalty fee of any kind could be charged per single event or transaction. The
closest parallel to the typical “violation” in the credit card context is the monthly statement cycle. Account
holders struggling to keep their account positive often do not have the capacity to pay multiple fees, and
this practice causes them a harm they cannot reasonably avoid. Thus, CFPB should limit fees to one fee per
month and six per year; prohibit sustained/extended fees; and prohibit posting practices that result in
unnecessary overdrafts and fees.

C. Regulate overdrafts, particularly non-occasional/high-frequency and any ATM overdrafts, as credit
subject to ability to repay assessment and repayment through installments. Overdraft fees have long
enjoyed a regulatory pass in many respects, because banks have posited that overdraft is not being used

as credit but instead is merely an occasional courtesy. However, data showing that many consumers are
charged many fees annually belies this argument. When financial institutions pay a customer’s transactions
when the account lacks sufficient funds—particularly when done regularly, routinely, and repeatedly—the
financial institution is extending credit to that customer, and the product should be regulated as such. This
means that it should only be extended based on a determination that the customer has the ability to repay
it, and it should be repayable in manageable installments. ATM overdrafts, indistinguishable from pure cash
loans, should also always be subject to credit protections.

n Unfair Market: The State of High-Cost Overdraft Practices in 2017
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