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This communication is designed to provide you with quick snapshots and timely perspectives on recent regulatory developments.  

 

CFPB Consumer Overdraft Report: Not Just for Educators 

Background 

Shortly following its publication of model Overdraft Program (ODP) disclosures, the Consumer Financial Protection 
Bureau conducted a survey of consumers, asking for information about their experiences with overdrafts. While the 
introductory remarks on Bureau’s report indicate the primary purpose for developing ODP disclosures was consumer 
financial education1, the remarks addressing consumers who have experienced overdrafts and related fees indicate 
the agency is paying very close attention to overdraft practices, fees, and disclosures at U.S. banks. Most U.S. 
financial institutions took steps in response to 2005 interagency guidance related to ODP2, clarifying forms and 
disclosures, reviewing and adjusting practices, and implementing loss mitigation processes for customers who 
frequently overdraw their accounts, regulatory compliance examinations continue to uncover problematic practices. 
And while the interagency guidance has been part of consumer protection examinations for more than a decade, 
regulatory agencies have found common and perennial problems with overdraft programs. 

Summary of the Survey and Report 

The CFPB interviewed consumers regarding overdraft practices and experiences, capturing qualitative information 
regarding consumer thoughts, intentions and expectations about overdraft programs. The study found consumers 
generally appreciate the benefits of overdraft availability, but they also recognize drawbacks related to overdraft 
program use—especially with respect to the high cost of overdrafts. Despite regulatory standards for ODP disclosures 
and guidance related to ODP practices, consumers reported surprise at overdraft fees and uncertainty about how their 
banks decide whether to pay items against insufficient funds or whether they will assess overdraft fees. Among other 
concerns were lack of consumer confidence regarding item processing and posting practices, a lack of clarity around 
financial institution opt-in for debit card and ATM transactions, and the risks and potential benefits of ODP alternatives 
like credit cards, linked savings or credit line accounts, or other financial products. 

The CFPB and the prudential regulatory agencies (OCC, FDIC, and FRB) have warned the financial institutions they 
regulate that overdraft programs and related consumer protection concerns will rank high on their list of focus areas for 
2017 and 2018 regulatory compliance examinations. Consumers who incur significant, recurring overdraft fees present 
heightened compliance risk for the nation’s banks; even greater compliance and reputational risk lies in leaving such 
consumers without viable alternatives in line with the CFPB’s mission of giving consumers the tools and information 
they need to effectively manage their finances. This is especially true for protected groups of consumers (e.g., 
minority, female, low-income), and at-risk groups such as students and the elderly. 

                                                  
1 The Consumer Financial Protection Bureau conducted the study over a period of two months and published its report in 
November, 2017. See the full report here: https://s3.amazonaws.com/files.consumerfinance.gov/f/documents/cfpb_consumer-
voices-on-overdraft-programs_report_112017.pdf 
2 The Interagency Guidance is available here: https://www.federalreserve.gov/BoardDocs/srletters/2005/SR0503a1.pdf 
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First, the Positives: Consumers Who Appreciate ODPs 

The study found that consumers who have access to an overdraft line of credit or some other linked account to help 
them manage fees associated with overdrafts were more likely to see the benefit of access to ODPs. These 
consumers understand more clearly the trade-off between incurring a transfer fee, which is typically lower than an 
overdraft fee, and the late fees or negative credit reporting that can result from a missed payment due to NSF. They 
also recognize the softer benefit of saving themselves the embarrassment of having a transaction declined, even if 
they incur a fee for the convenience. 

These more financially savvy consumers also tend to be better off financially than their less informed counterparts, so 
they are more likely to seek alternative financial products to help them manage overdrafts and related fees. They know 
enough about managing their finances to request an alternative, and are typically in a financial position to qualify for 
one. In addition, better informed consumers track their account performance and balances more routinely using their 
financial institutions’ websites or mobile apps. Low balance alerts and other notifications help consumers manage their 
accounts, and easy account access encourages consumers to check their balances before making large or 
unexpected purchases. 

The Down Side: Consumers Who Need Help 

Consumers who do not have access to an overdraft line of credit or another alternative to help them manage 
overdrafts and fees admitted to knowingly overdrawing their accounts as the lesser of two evils (e.g., having a utility 
turned off, facing a medical emergency necessitating immediate payment, or needing groceries). These consumers 
tend to understand very little about how their banks administer the overdraft program generally or whether alternatives 
might be available to them, particularly when fees accumulate to a significant amount. The most vulnerable consumers 
in this group face the possibility of losing entire paychecks to overdraft fees. 

Consumers who have low incomes are often one small financial event from incurring multiple overdraft fees because 
they typically carry very low account balances and do not budget for overdraft fees, which can amount to hundreds of 
dollars in a single pay period if they make a financial misstep. A few of participants in this group did not realize they 
would incur overdraft charges if their account balances fall into a negative position, but of those who were aware of the 
potential for fees, fewer still have financial options to avoid them. The study found that in many cases, the transaction 
causing an overdraft involved meeting a basic household need. 

While the study showed some stark differences between consumer groups with varying levels of financial literacy, 
most participants agreed on a number of points related to overdrafts. 

Where Participants Agreed: ODPs Increase the Risk of Consumer Harm 

Study participants share concerns about their banks’ policies and practices related to administering overdraft 
programs. They also have not considered a financial institution’s overdraft policy, program or practices when deciding 
where to open a new account, or whether different financial institutions might offer different types of ODPs, or the 
same type of program administered in a different way (e.g., differing per-item fee amounts, transaction posting 
practices, types of transactions subject to overdrafts, etc.). Most participants agreed that the majority of their overdrafts 
came as a surprise at the time, either because they had forgotten about a scheduled payment or because they 
miscalculated the timing of a payment (or deposit).   



 

 

Curiously, several study participants (including the more financially savvy) said they would like to have been notified at 
a point of sale if a planned transaction would overdraw their accounts, even though affirmative opt-in is required for 
one-time point of sale and ATM transactions. Many study participants were not aware of the rule, and many have been 
charged for those transaction types despite not having opted in. 

Participants across the spectrums of age, financial experience, and financial footing agreed that overdraft alternatives 
are important; however, participants did not share common ideas about which alternatives are positive and which 
create undue risk for them. For example, some participants like the idea of linking a credit account to their checking 
accounts because credit lines and cards typically offer a much longer repayment period—albeit at a much higher rate 
of interest—than other alternatives. Others feel savings accounts are a better alternative because they already have 
the funds and a transfer to cover an overdraft costs them much less than a paid overdraft item. Some others borrow 
funds from family or friends to avoid the fees or interest altogether. In trying to categorize participant responses in a 
way meaningful for the agency and U.S. financial institutions, the CFPB summarized the study’s conclusions and 
offered suggestions for financial institutions and those who work to improve consumer financial literacy. 

The Bottom Line: Regulatory Expectations for Financial Institutions and Educators 

Financial institutions face significant competition, especially from a growing landscape of alternative providers like 
FinTech. Management and Boards of Directors continually seek strategies for giving their institutions an edge against 
competitors; a comprehensive, compliant and innovative overdraft program can help financial institutions reach 
consumers, improve an institution’s reputation with communities, and strengthen the communities they serve by 
helping their consumer customers become responsible, informed participants in the financial marketplace. The CFPB 
underscores the importance of keeping consumers informed, offering the following suggestions: 

 Remind consumers to consider overdraft practices when selecting an account and a financial institution. 

 Encourage consumers to investigate all overdraft options offered for their current accounts so they can select 
a plan that best suits their needs. 

 Help consumer develop a system for staying aware of the timing of their scheduled payments. 

 Encourage consumers to check account balances periodically through mobile banking, web banking, ATMs or 
other means, especially prior to making discretionary purchases. 

 Recommend enrollment in—and demonstrate the process for—low balance alerts. 

When developing or enhancing an ODP, financial institutions can differentiate their product and service offerings from 
those of their competitors by considering consumers’ perspectives regarding overdrafts and related products. Rather 
than simply offering a lower overdraft fee than competitors, consider highlighting alternative products like credit lines or 
linked accounts that are already available to customers. For consumers who are struggling, consider a fresh start 
program or some other lower cost alternative. 

Whatever program components you decide are best for your institution and your consumer customers, monitoring 
overdraft usage and proactively identifying and counseling consumer customers who habitually incur overdraft fees—
especially if those fees amount to a significant portion of the customer’s routine deposits—can help institutions avoid 
regulatory criticism, reputational harm in the community, and unhappy customers. 

  



 

 

How Experis can help 

Experis Finance offers industry experience in all aspects of Financial Services, including: 

 Performing Compliance Risk Assessments for entities or specific functions like overdraft programs 

 Assessing the adequacy of compliance controls and processes 

 Developing internal compliance monitoring and audit programs to address unique risks 

 Evaluating processes and practices and developing program enhancements to address weaknesses 

 Developing and delivering general or targeted compliance training specific to your organization 

Our Risk Advisory Services practice can evaluate your compliance management program, provide comprehensive 
recommendations for improvement and help you address those recommendations. 

Our team of professionals has extensive experience working with clients to address these issues to help them avoid 
costly fines and penalties. If you have any questions about or concerns around your implementation of these steps, 
contact an Experis representative at financialservicesindustry@experis.com or visit our website Experis Finance. 

https://experis.us/finance

