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Consumers Union is a nonprofit membership or-
ganization chartered in 1936 under the laws of
the state of New York to provide consumers with
information, education, and counsel about goods,
services, health and personal finance, and to ini-
tiate and cooperate with individual and group ef-
forts to maintain and enhance the quality of life
for consumers.
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Earlier this year the Texas legida
ture passed alaw that required that
banks cash their own checks at their
face value (the “par value’ law). In
other words, if someone walked into a
bank with a check drawn on that bank,
and proper identification, the bank
could not charge afee to cash the
check.

On August 17, two weeks before
the effective date, the largest banksin
Texasfiled suit and a Federal District
court judge granted a temporary
injunction halting implementation of
the new law.

But the recent actions are part of a
more complicated history that shows
the “split personality” banks have on
the issue. On one side is the decades-
old pattern of banks abandoning low-
income and minority communitiesin
Texas. On the other is an industry

trend that recognizes thereis a profit
in “fringe banking”— check cashing
and other non-depository services.
Banks are now returning to the
communities they once abandoned,
hoping to cash in on the revenue
from high fees once the exclusive
territory of the check cashers, pawn
shops, and payday lenders.

Who is affected by
non-customer check cashing
charges?

Those most likely to be af -
fected by non-customer check
cashing fees are individual s often
referred to as the unbanked,
individuals without their own bank
account, who go to banksto cash
their paychecks. A study of the

Survey of Consumer Finances
found that more than half of families
without checking accounts are non-
white or Hispanic, and 85 percent
have incomes of |ess than $25,000.*
Therising costs of having a bank
account combined with the lack of
access to alocal bank and branch
offices have made keeping an open
bank account difficult for some
families.

During the 1980s, 36 percent of
nationwide bank failures took placein
Texas? A Texas A&M University
study found that between 1985 and
1993, the availability of banksin low
income, high poverty, and high
minority areas decreased. The study
revealed that the average number of
branchesin zip codesin the lowest
income quartile decreased 11 percent
and areas below poverty experienced a
decline of 13 percent. In contrast, the
number of branches in the highest
income quartile remained the same.
Predominately white areas actually
had an increase of four percent,
though minority zip codes saw their
branches decrease by 10 percent.®

Astraditional banks abandoned
low income and minority neighbor-
hoods, check-cashers and fringe
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banking emerged with a profitable
business. The check cashing industry
now cashes nearly 180 million checks
anually, charging $1 billionin fees.*

How are banks “cashing” in?

In 1977 Congress enacted the
Community Reinvestment Act to
encourage banks to serve low income
and minority communities.

By 1999, Guaranty Federal Bank
touted to regulators that it provided a
Dallas-based check cashing company
$20 million in loans as part of its
community investment responsibili-
ties.® And other banks are also entering
the check cashing market. In 1998,
WEells Fargo teamed up with Cash
America International, a pawn shop
chain, and created Innoventry, a check
cashing company.®

In an effort to increase profits,
banks are looking for other revenue
sources. In addition to directing
resources into check-cashing opera-
tions, banks are tapping into a new
market of low income and minority
consumers — this time directly — by
charging check-cashing fees, even for
checks drawn against their own
customer’s accounts. Mark Ferrulo, a
public interest advocate for Florida
PIRG, noted, “that used to be part of
the package. Thisfeeredly just
serves to add to the income stream.
It's amost pure profit.”” The banks
counter that non-customers can avoid
such fees by opening an account with
them. But for many low-income
families, the minimum balance
required for a free checking account
makes it impossible to open one.

Randall S. James, the commis-
sioner of the Texas Department of
Banking states, “There'salot of
money involved in this. In their
pleadings, banks estimate the check-
cashing fees represent in Texas alone
$80,000 to $100,000 per month for
each.’
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Non-Customer Check Cashing Fee Survey

Houston Banks Cash Checks? | Fee? Amount | Notes:
Bark of America Yes ? transfers to 800
Nurmber
Bank of West University Yes No
Coastal Banc Yes No
Comerica Bank Yes Yes $5
Compass Bank Yes No
First Bank of Texas Yes Yes $5
Guaranty Federal Bank Yes No
Heritage Bank Yes No
Laredo National Bark Yes No
Metro Bank Yes No
Moody National Bank Yes No
Ommi Bark Yes No
Southwest Bark of Texes | Yes No ?;"g;"oe bt
Sterling Bank Yes No 2 forms of 1D required
The State Bank of Texas | Yes No
Washington Mutual Yes No
Whitney National Bank Yes No
World Savings Bank No
Austin Banks Cash Checks? | Fee? Amount | Notes:
Bark of America Varies Yes frfaio el ’r‘g’;u'rzda‘d thumbprint
Bank of Texas Yes No
Bark One Yes Yes $3
not fees are at branch's
Chese Bark Yes Yes disclosed | discretion
Comerica Bank Yes Yes §5$%e0ck5
Community State Bark | Yes No f’;ﬁ%dm'f'w""”
Compass Bank Yes No
First Texas Bank Yes No
Frarklin Bark Yes No
Frost Bark Yes No f’°p%:?r:mf'ca"°” &
Guararty Federal Bark | Yes Yes fsggks
Liberty Bank Yes No
Regions Bank Yes No
. 2 forms of
Weshingion Mutual Yes No idertification required
Wells Fargo Bank Yes No
*Chase required a check for verification and to determine fees. For payroll checks, if the employer has an
arrangement with Chase the fee may be waived.
Dallas Banks Cash Checks? | Fee? Amount | Notes:
Bark Of America Branch | Yes No mgtﬁrge fesin the
Bank of America In-Store | No inSore locatiors dort
Bark of the Southwest Yes No
Bark One Yes Yes 53 waive $3 for some
employers
N -
Chase Bark Yes Yes g/o'mn. f<ee $5vz)alved for checks
Comerica Bank of Texas | Yes Yes $5
Compass Bank Yes No DL license required
Dallas National Bark Yes No
First State Bank of Texas | Yes No z:[ﬁ;“”bp”m
Frost Bark Yes No
Legacy Bank of Texas Yes No
Lone Star Bank Yes No
Pavilion Bark Yes No fgﬁz&dm'fmm
Reunion Bank Yes No
Texas Capital Bark Yes No
Town North National Bank | Yes No
. 2 forms of
Westingion Mutuel Yes No identification required
Wells Fargo Bank Yes No
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Which banks charge
non-customer fees?

In September 2001, Consumers
Union surveyed 56 branches of 37
different banksin Austin, Houston,
and Dallas to see which banks charged
fees to non-customers for checks
drawn from their customer’s accounts.
The banks surveyed include a variety
of large national banks aswell as
smaller regional banks. Only where
bank representatives said fees were set
at the branch level did Consumers
Union survey multiple branches in the
same city (Bank of Americaand
Chase).

Among the survey’ s key findings:

® Of the thirty seven different
banks surveyed by Consumers Union,
the banks that charge a check cashing
fee included some of the major banks
who filed suit to halt the new “ par
value” statute (Bank One, Chase
Manhattan, Comerica), plus Guaranty
Federal and First Bank of Texas.

® Of thefifteen banks surveyed
in the Austin area, four charged non-
customer check cashing fees. Bank
One charges $3.00, Comerica charges
$5.00, Guaranty Federal Bank charges
$5.00 for checks larger than $100.00,
and a Chase Manhattan teller
acknowleged afee but would not
disclose the amount.

® Of the eighteen banks sur-
veyed in Houston, two charged non-
customers and one (World Savings
Bank) did not cash checks for non-
customers. Comerica Bank and
First Bank of Texas both charge
non-account holders $5.00.

® Of the seventeen banks
surveyed in Dallas, three

charged fees. Bank One charges \ e

$3.00, Comerica charges $5.00,
and Chase Manhattan Bank
charges $5.00 or 1.5% of the
check, which ever amount is
larger.®

® Thenation's largest
bank, Bank of America, cur-
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rently charges different fees depend-
ing on the branch and state, according
to a customer service representative.
Consumers Union surveyed eight
Texas branches and found none
currently charge afee. The national
customer service representative stated
there was aflat fee of $3.00 for non-
customers' payroll checks. Thisfeeis
part of a program that the bank started
phasing in during June 2001 in
Arizonaand Nevada, and will prob-
ably extend to additional bank
branches in the future.® In its com-
plaint filed in court, Bank of America
stated that it intends to charge such
feesin Texas as soon as possible. ™t

Some of these banks are among
the banks Consumers Union found to
be under-represented as lendersin
minority and low income census tracts
compared to their own market pen-
etration—one measure of service to
underserved communities under the
Community Reinvestment Act. For
example, Chase, which charges Dallas
non-customers the larger of $5.00 or
1.5%, had arelatively low
marketshare of mortgage loansin
Dallas minority census tracts. Guar-
anty Federal, which will charge non-
customersin Austin $5.00 for checks
larger than $100, had arelatively
small share of mortgage loansin
Austin’s low income census tracts.*?

The Federal Reserve has found
that over the last ten years, there have

been “sharp increases in the cost of
banking services.” With the help of
the Office of the Comptroller of
Currency (OCC), large national banks
have been able to avoid state con-
sumer protection laws by asserting
that state laws are preempted and not
applicable to nationally-chartered
banks. Infact, the OCC filed a brief
in support of the banks' preemption
claimsin the Texas “par value’ case.’®
Without the help of a consumer
oriented federal regulator, “consumers
have been | eft at the mercy of an
increasingly consolidated, costly, and
sometimes abusive industry,” com-
ments advocate Stacy Mitchell of the
Institute for Local Self-Reliance.*

The new law protects the vulnerable
Representative Joseph Deshotel
(D-Port Arthur) amended SB 314, the
banking Sunset bill, to require banks
to cash checks drawn on their own
accounts at face value® Unlike
standard check cashing outlets, the
bank knows exactly how much money
acustomer hasin his or her account
and withdraws the funds directly. And,
bank customers expect that when they
present a check to another person, that
check can be cashed at the bank on
which it isdrawn. Thisis part of the
service that people buy when they pay
normal account fees. To safeguard
against identity theft, the new statute
alowed banks to require reasonable
identification, just as any one else
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would when presented with a check.

The legislature specifically
directed the Banking Commission to
enforce this new law, and drafted it
carefully to avoid the problem of
federal preemption that might be
asserted by nationally-chartered
banks. Even so, the nation’ s largest
banks filed suit—with the help of the
OCC— to protect their check cashing
fee revenues and continue to charge
this fee while the courts sort out the
preemption questions. Bankswho
keep low income consumers at a
distance should be prohibited from
finding new ways to make money off
them. The question remains whether
policymakers will be permitted to
address this imbalance.
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