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Summary

On April 27, 2005, the House passed legidation (H.R. 749) that would allow
federally chartered credit unionsto offer nonmember individual s accessto adefined set
of financial services and products. To be eligible, the consumer must meet the criteria
for membership in the credit union. The credit union could offer money orders, check
cashing, and money transfer services. Theintent of thislegidlationisto attract unbanked
individuals (consumers that do not have an account with a depository financial
institution) into the financial mainstream and to better serve low-income communities.
To date there has been little public opposition to the legislation. This report provides
background on the arguments offered in support of improved access, credit unions, and
the legidation. Thisreport will be updated as legislative devel opments warrant.

Background

Expanding and facilitating access to banking services and products for unserved or
underserved communities has been an ongoing policy initiative for depository financial
ingtitutions, federal regulators, and Congress for the last two decades. Financia
deregulation and technology have combined to create awide range of financial services,
products, and delivery systemsfor banks and thrifts. Nevertheless, asignificant number
of U.S. familiesdo not hold a checking or savings account at afederally insured financial
ingtitution.  Studies vary, but it is generally estimated that about 10 million U.S.
househol dsdo not own abank account.* The costs associated with maintai ning accounts,
dislike of banking institutions, and the convenience offered by alternative service
providers are among the more frequently given reasonsfor this. Reliance on aternative
nonbank service providers (for example check-cashing outlets) can be expensive. In
addition, individuals without an account rel ationship often forgo an opportunity to learn
about and take advantage of other financial services and products offered by insured
institutions. Proponents of encouraging account ownership and bringing the unbanked

! Michael S. Barr, “Banking the Poor,” aworking paper prepared for the Brookings Institution
Center on Urban and Metropolitan Policy, July 2003, p.8.
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into thefinancia mainstream maintain that i ncreased accesswoul d benefit bothindividual
consumersand their communities. Outreach to these communities on thisissue has most
often centered on financial education and devel oping low-cost, basic banking accounts.

The financia assimilation of immigrants, especially low-income immigrants, has
been arecent focus of concern as this segment of the U.S. popul ation continuesto grow.
The 2000 Census found that immigrants represent about 12% of the total U.S. civilian
labor force. The volume of foreign worker remittances, money sent back to the workers
home countries, hasgrown with this population. For example, the volume of remittances
to Latin America and the Caribbean from the United States totaled approximately $38
billion in 2003.2 The U.S. foreign remittance market is dominated by money services
businesses, Western Union and MoneyGram are two of the largest money transmitter
companies. Banks and thrifts recognize the potential customer base represented by this
unbanked population. Recently, individual bank and thrift institutions have developed
remittance products, customized to low-income senders, in an effort to attract unbanked
immigrants into the financial mainstream.

Credit union charters, in contrast to those for other types of depository financial
ingtitutions, restrict an individua institution’s service to persons in their field of
membership, who join the credit union. H.R 749 would amend the Federal Credit Union
Act® to enable federal credit unions to offer a limited group of financial services to
nonmembers in an ingtitution’s field of membership. This access can provide an
opportunity for credit unions to establish a relationship with unbanked consumers and
expose them to the possible benefits of joining a credit union.

Credit Union Organization

Many of thefinancial services provided by credit unionsare similar to those offered
by banks and thrifts but they are distinguishabl e because of their cooperative framework
and uniquecharter requirements. Theoriginal concept of acredit unionwasacooperative
organizationformed for the purpose of promoting thrift amongitsmembersand providing
themwith asourceof low-cost credit. Credit union chartersare granted by federal or state
governmentson the basis of a“common bond.” Thisrequirement determinesthefield of
membership, and isunique among depository financial institutions. Therearethreetypes
of charters: asingle common bond (occupation or association based), multiple common
bond (morethen onegroup each having acommon bond of occupation or association) and
a community-based common bond.

Individual credit unions are owned by their membership. Members savings are
referred to as “shares,” and earn dividends instead of interest. Credit union loan and
investment powers are more restrictive than commercia banks. Credit unions can only
make loans to their members, to other credit unions, and to credit union organizations.
Credit unions can invest in government or government-guaranteed financial instruments.
Because credit unions are considered financial cooperatives, the institutions are exempt
from federal income tax. Individual members are taxed on their dividends.

2 Manuel Orozco, “The Remittance Marketplace: Prices, Policy and Financial Institutions,” a
report by the Pew Hispanic Center, June 2004, P.39.

212 U.S.C. 1757 (12).
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Expanded Access Legislation

The Expanded Accessto Financial Services Act of 2005 (H.R. 749) wasintroduced
on February 10, 2005. Hearings were not held by the House on this legislation. On
March 16, 2005, the House Committee on Financial Servicesordered H.R. 749 reported,
as amended, by voice vote (H.Rept. 109-38). On April 26, 2005, the House passed H.R.
749, as amended, by voice vote and the |egislation was then referred to the Senate.

The legidation would permit federally chartered credit unions to offer a limited
number of servicesto nonmembersin an institution’s field of membership. The credit
union could sell money orders, money transfer instruments (including remittance
products), and negotiable checks (including travelerschecks). Theinstitution could cash
checksand money orders. Thecredit union could also receiveinternational and domestic
electronic fund transfers for these individuals. A fee may be charged for these services.



