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CREDIT UNION SHARE DRAFTS JOINT SUBCOMMITTEE 

OF THE 
SENATE AND HOUSE STANDING COMMITTEES ON COMMERCE 

December, 1978 

This Joint subcommittee was created as required by 
of the sixty-seventh General Assembly, 1978 Session, Chapter 
section 24, for the purpose "of determining the need 
legislation relating to share drafts of credit unions." 
meetings were authorized and three meetings were held. 

The membership of this Subcommittee ~s as follows: 

$f;nator Cloyd Robinson, Co-chairperson 
Representative Arthur A. Small, Jr., Co-chairperson 
Senator William D. Palmer 
Senator Irvin L. Ber~man 
Representative Ned F. Chiodo 
Representative Coopel Evans 

Acts 
1190, 

for 
Three 

The term "share draft" is used to identify a written 
order which is issued by a credit union member and which directs 
the credit union to pay the amount designated in the order to the 
person named in the order out of funds held by the credit union in 
an account of the issuing member. The function of a share draft is 
to enable a credit union member to disburse his or her credit union 
account funds in the same manner as a person disburses funds from a 
bank checking account. 

This subcommittee attempted to determine how share drafts 
are dealt with in the laws of other states. Information received 
by this Subcommittee indicates that few states have enacted 
specific share draft legislation. In many states, the authority to 
provide share draft services is believed to exist either as a 
result of the use of share drafts by federal credit union members, 
or as an implied or incidental power of a credit union under 
applicable state law. Of the forty-six states having state
chartered credit unions, share drafts were actually in use in 34 
states as of October 16, 1978, according to a representative of the 
Credit Union National Association, Inc. 

This Subcommittee received written and oral comments 
regarding share drafts and share draft legislation from 
representatives of the Iowa Department of Banking, the Iowa Credit 
Union League, the Iowa Bankers Association, the Iowa Independent 
Bankers, and Iowa-chartered credit unions and credit union members. 
There is no consensus of opinion either on the need for credit 
union share drafts or on the type of permanent legislation which is 
appropriate in the event share drafts are to be legalized in Iowa. 
Members of those Iowa credit unions which presently offer share 
draft services under the temporary authority enacted during the 
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1978 Session have indicated that credit unions should be allowed to 
provide share draft services in the future. Federal credit unions 
doing bUSlness in Iowa presently offer share draft services to 
their melnbers, and it appears that they are unaffected by state 
share draft legislation. 

ThlS subcommittee recommends that permanent authority be 
enacted to enable state-chartered credit unions to offer share 
draft services to their members, and submits the attached bill 
draft, LSB 379S-H, with the recommendation that it do pass. 
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1 All Act relating to drafts drawn upon credit unions. 
2 BE IT ENACTED BY 'l'HE GENERAL ASSE!1BLY OF THE STATE OF IOWA: 
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S.F. H.F. 

1 section 1. Chapter five hundred thirty-three (533), Code 

2 19/9, is illllend0.d by adding the following new section: 

3 NEW_SECTION. SHARE DRAFTS. 

4 1. As used in this sect.ion, unless the context otherwise 

5 requires: 

6 <1. "Share draft" mr:?ns a negotiAble or nonnegotiable draft 

7 used to withdJ:aH share~; from a share draft account. 

8 b. "Payable-i:!lroug;·. bank" mei,ns the bank whj.ch is 

9 clcsigl~i1t.ed to mai:e pre,;en~~ment 0;' a share draft to the cr€'dit 

10 union for Pi:~F:'"!1t. 

11 c. "1':r-unc<".tio.1" means the orjginal share dra ft i.s not 

12 return8d to t.he mc:mber. 

13 d. "Sh£\r'c draft acccmnt" means a .cegu12r share account 

14 from ;,))iGh the credit ullioCl has agreed that shares may Le 

15 \:li'i.:hdJ."c1\-In by n:e2'!!1S of a shaLe dr2ft. 

1(; e. "Liquidi 1.y resen'e" [leans an allocation of cash, demand 

17 depo~;i t~~) in state and n~\ti.onal ba:1ks, and ins'trtU~lcnts of the 

18 Vni t£:(; S L. Los t::0,t:;ury regu i rE:d 0 f a credi"~ uni.on engilCJed 

19 in i~ ShellY dr"ft progra ::, to be u::ed to enf:ur(: t.h<lt shclre 

20 draf1:s ~re hono)~ed prore)tly. 

21 2. Subject \0 the p'ovisions of this section, a credi: 

22 unJ.on 1:,i:Y provide )_ts m,::mers witi. shaLe drafts. The board 

23 of dircc e.ors shall determine, prior to reguesti ng approva} 

24 to implc::lcnt the share d,eft program, that the members' use 

25 of shaTe drafts is econonically and operationally feasible 

26 for the credit union. 

27 3. The share accounts and deposit aCCOU:1ts of a credit. 

28 lPlion C'pc:rating a share drc:ft progr"m must be insured by the 

29 natioll.,l cx-edi t union adn:inistrator. An uninsured credit 

30 unio:1 op,·rating a share draft program on the effectivE' date 

31 of thi£; Act shun not exp,·.nd the prograrn until its accounts 

32 are so insured, and the credit unIon shall obtain ilccount 

33 In!mri:nce within twelve months after the effective date of 

:,4 thi~; Act. The administrat.or shall tenninate the share draft 

35 progl:ilJn of any credit union "hich does not comply wi.th this 
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1 provision. The provisions of this subsection supersede the 
2 provisions of section five hundred thirty-three point sixty-
3 four (533.64) of the Code with respect to credit unions 
4 operating share draft programs. 
5 4. A credit· union shall sUbmit to t1e administrator a 
6 Ivri tten request to operate a share draf;: program. The request 
7 shall include all of the following: 

8 a. A ccrti fied copy of the minutes of the board of 
9 directors authorizing a request to the administrator for 

10 approval to implemen·c the share draft program. 

11 b. All backgrouJld document.ation \-,hich supports the board 
12 of directors' decision that the members' use of share drafts 
13 is economically and operationally feasible for the credit 
14 union. 
15 c. A statement verified by legal counsel that the forms 

16 and procedures to be used have been reviewed by legal counsel. 

17 d. A statement verified by the chairperson of the board 

18 of directors that the board of dir<!ctors has determined 

19 appropriate surety bond coverage is in force .. 
20 e. A statement of operational specifications and procedures 
21 which expre:;slyprovides for all of the following: 
22 (1) Identification of the payable-through bank. 
23 (2) Truncation. 
24 (3) A share draft 
25 member which outlines 

26 and the member. 

account agreement with each participating 

the responsibilities of the credit union 

27 (4) The recording of overdrafts and notification to an 

28 overdrawn member. 
29 (5) The encoding of each share draft with the routing 
30 and transit number of the payable-through bank, the share 
31 draft account number, and the serial number of the share draft 
32 in accordance with standards required for use in a clearing 
33 system utilizing magnetic ink character recognition devices. 
34 (6) The preprinting on the share draft of the names of 
35 the payable-through bank and the credit union. 
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1 (7) A method by which each member using share drafts may 
2 maintain a record of share drafts drawn. 
3 (8) The submission of a periodic statement of account 
4 at least quaJ:terly to each member who has a share draft 

5 account, which shall include for each share draft processed 

6 the serial number, the date of payment and the amount of 
7 payment. 

8 (9) Establishing responsibility for detection of 

9 unauthorized or forged drafts. 

10 (10) ProceduJ.-es for processing stop payment orders_ 

11 (11) Procedures [01" providing members with copies of paid 
12 drafts should copies be requested. 
13 (12) Procedures for retaining paid drafts or copies of 

14 paid drafts on file for a period of five years. 

15 (13) The fees, if any, to be charged for share draft 

16 account services. The iees shall not exceed the direct and 
17 indirect costs of provi:ling the services. 

18 (14) Procedures for establishing, maintaining, verifying 

19 and replenishing as nec~ssary each business day a minimum 

20 liquidity reserve consisting of cash in the credit union plus 

21 demimd deposits in stat'~ or national banks in an amount .:qual 

22 to three percent of all shares and deposi tt' upon which sJlare 

23 drafts can be written, plus united States treasury instruments 

24 owned by the credit union in an amount equal to ten percent 
25 of these shares and deposit3. 

26 5. A crech t union shall not commence the operation of 

27 a share drtlft program until it has received written approval 

28 from the administrator. The administrator may limit member 

29 participation for a pel'iod not to exceed one year. The 

30 administr~tor shall not give approval if any of the following 
31 conditions exist: 
32 a_ The requirements of subsection three (3) of this section 

33 have not been met. 

34 b_ The auditing committee has not fulfilled its statutory 

35 duties as specified in this chapter. 
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1 c. The man~gcment of the credit union hus demonstrated 

2 through prior perform.::tnce its inability to handle the 
3 additional activity the share draft program will generate. 

4 d. The cl·edi t union is not insured by the national credit 

5 union administrator. 

6 6. a. The credit union shall notify the administrator 
7 in writing at least sixty days in Cldvance of the propofied 

8 ilJplcrr.entaLion date of a modification relating to ilny of tJ:e 
9 follo;'7ing: 

10 (1) The pily.::tble-thr-ough bank. 

11 (2) Truncation procedures. 

12 (3) The share draft agreement. 

13 (-1) Procedures for establishing and maintaining tile 

14 liqui,lity reserve. 

IS' (5) lIny material modification of the share draft program 
16 not previously reviewed and approved by the administl'ator. 

17 b. A mudification referred to in paragroph a of this 

18 subsection (;h<.ll not be rr,adc except upon Hl"i tten approval 

19 of the a<1:llinistl'ator. 

20 c. The credit union shall immediately noti f1' the 

21 administrator of any miltter affecting t:he informat.ion provided 

22 pursui:nt to paragraphs a through d of subsection three (3) 
23 of this section. 

24 7. I f a share draft program or a n quest for modification 

25 is not approved, or if a share draft PJ'ogram is approved for 
26 limitc:d member participation, the administrator shall provide 

27 to th', credit union a I-1r1 tten statemen1: of the reasons for 
28 the action. 

29 8. A credit union shall not Ivaive the right to require 
30 notice as set forth in the bylaHs, but may guarantee payment 

31 of a share d:r:-aft if both of the following condi ticns are met: 

32 a. A specifi.c guarantee authorization is obtained for 
33 the share draft front the credit union. 

34 b. The gual<:ntee authorization is immediately noted on 
35 tile share draft account to prevent the withdrawal of 5hares 
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1 needed to pay the guaranteed share draft. 

2 Sec. 2. Ch"pter five hundred thirty-three (533), Code 

3 1979, is amended by adding the following new section: 

4 NEW SECTION. PA'!r~ENT OF SHARE DRJWTS DURING DISSOLUTION. 

5 Other provisio),s of the Code notloli thstanding, when a credit 

6 union is dissolved, first p::iority of payment shall be given 

7 to unpaid share drafts. HmJever, a s~are draft shall not 

8 be paid if 
9 1. The 

any of tile following condi~ions exist: 

S:WH~ draft \.Jas issued on "r after the date of 

10 RPl'oi!ltment of a receiver. in the ev(mt of an involunt_ary 

11 dissoilition, or on or after the date the credit union is 

12 requi((;d by section five llllndJ~ed thil-ty-threc point '.wenty 

13 (533.20), Gubsection tW() (2) of the Code to cease doinq 

]/~. businc:::;s in the event of a voluntary dissolution. 

15 2 _ The obligation of th'J member which is evidenced by 

16 tJle ~;h<tr" draft has heell satisfied. 

17 3. The Shilr:<- draft is Hritten against iln Rccount which 

18 does not contain sufficient funds with which to pay the !;llare 

19 drdt. 

20 4. The share draft is payable to a member of the credit 

21 Illl101" or to i'l mCt~ber of the fumily cf the issuer or the share 

22 draft, or to a busines:; in which the issuer of the f~hiJre draft 

~3 has cln interest. 

74 Sec. 3. CLAptC!' five hundred thirty-three (533), Code 

:!5 1979, is ~mended by ad~illg the following new section: 

),6 NS\{ seCTION. TERJ'!lFATro;, OF SP,,'\RE DRAF'£ PROGRA1r,. Failure --------
2'1 to pH))"ptly honor share drafts \·}ri tt(,n on accounts containing 

28 ,;ufficient funds ...,hen pre"ented for payment, or depletion 

29 of the share draft liql:idity rese.eve beloH the minimum level 

30 specified in Olis Act, 511all be grounds for terminating a 

31 share droft program and the admini:;trator shall terminate 

32 the shi.n-e dl:aft pro<jrcll:\ of i'_ credit union demonstrating a 

33 contillui:1g pattern of eithel practice. A credit union whose 

34 share draft program Iws been terminated under this section 

3S sllall not be considered for authorization of a new share draft 

-5-
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1 program for at least two years after termination. 

2 Sec. 4. Section five hundred thirty-three point six 

3 (533.6), sUbsection four (4) , Code 1979, is amended to read 

1 as follows: 

5 4. If i~-9kdll-arpea~ after notice and opportunity for 

6 hCilring is given the administrator determines t.hat any crecli t 

7 union is insolvent or that it has vioLlted any of the 

8 provisions of this chapter, the .admini::trator may,-aftcr-a 
9 lwar± F.<;j-6i'- a f~er-i'lf1-El!lf.'er~tmit.y-£e"'-a-; ,eafoj,ll.~- ± 6 -y ;i;veFl, Shill 1 

10 order t1l4t cl'edi t union to COL"rect the condition. The 

11 administriltor shall grant the credit union not less than si~ty 

12 d"ys wi thin 'rlhich to comply "'i til the ordl:!r: except that a 

13 credit union shall be allm·]",d only t\?O business (~:s to correct 

14 5!~q.ci.c.:lcies in t_h0 liquidity reS<"::J:ve for share draft accounts. 

15 Failure to comply shall afford the administrator grounds to 

16 revoke the certificate of approval and shall afford the 

17 ad:niniGtrator the authority to apply to the dist;:ict court 

18 of tl10 di~';tr.ict in Hhich this credit union is located for 

19 the ilppointm.mt of a receiver for thc credit union. The 

20 district court shall appoint the adnlinistrator of the credit 

21 IInion department as receiver unless the administrator of the 

22 credit union department has tendered the appointment to the 

23 administrator of the plan by Hhich the accounts of the credit 

24 union are insured. Either adr,}inistrator as receiver shall 

25 por;ser;s the rights, powers, and privileges granted by state 

261m; to a receiver of a st:lte credit union. Neither 

27 administrcltor shall be required to furnish bond as receiver 
28 of a state credit union. 
29 Sec. 5. Not'r,ithstanding other prOVisions of this Act, 

30 a credit union which has an operating share draft program 

31 as of the effective date of this Act may continue to offer 
32 share draft services prior to submitting a request and re-

33 ceiving <lpproval of the administrator as required by this 

34 Act, but the credit union must submit a request as required 

35 by this Act not later than sixty days I'lfter the effective 
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1 date of this ],ct. The administrator shall act upon the re-

2 quest within thirty days after receiving it. The temporary 

3 authority granted by this section expires ninety days after 

4 the effective date of this [,ct, or on the date the adminis-

5 trator acts upon the request for share draft authority, 

6 \·Jhichever date is earlier. 

7 Sec. 6. Acts of the Sixty-seventh General Assembly, 1978 

8 Sc>:'sion, chapter one thousand one hundred ninety (1190), 

9 section tI.;enty-three (23), is repealed. 

10 Sec. 7. This Act, being deemed of immediate importance, 

11 shall t<:ke effC'ct and be in force from and after its publica-
12 'tion in , a newspaper published in 

13 , Iowa, and in ____________________________ , a 

14 newspaper !lublished in ____________ , Iowa. 

15 EXPLANATION 

16 This biJ.l pro'vides permanent authority for share draft 

17 accounts ill credit unions, which replaces the temporary 

18 authority cont~ined in section 23 of House File 2467, enacted 

19 during the 1976 session. 

20 Section 1 of tlle bill requires t.hilt each credit union 

21 desiring to offer share draft services must apply to the 

22 credit union ad.'1linistrator for approval of the proposed 

23 program. Contents of the application are specified, along 

24 with conditi.ons which must be satisfied before approval may 

25 be given. Among other things, til(; provisions of section 1 

26 requi.re the id~ntification of the bank through which the share 

27 dl'2fts are payable, the operating procedures for share draft 

28 a:c0unts, pre-printed sllare draft forms, periodic statements 

29 0 f ,Iccounts to members, procedures for stop-payment orders, 

30 and disclosure of share draft service fees. 

31 Section 1 also requires that credit unions with share draft 

32 programs be in~;ured by the federal credit union administrator, 

33 and that a liquidity reserve be established to ensure payment 

34 of share drafts. The liquidity reserve must be equal to at 

35 least 13 percent of the total arnount of dollars 1n share 
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1 accounts and deposit accounts against which share drafts may 

2 be dr~wn, with 3/13ths of the reserve in cash on hand or 
3 demund depos i ts in state or national bank:;, and wi th the 

'1 rCIIli'\inder of the reserve invested in United States treasury 

5 iw;truments olmed by the credit union. 

6 section 2 provides that if a credit un~on is dissolved, 

7 outst<lnding third-party share drafts must be paid prior to 

8 distribution of assets or payment of obligations of the credit 
9 Unl.on, 

10 section 3 authorizes the credit union administrator to 
11 ot"d(,l" il cr.edi t lmion to terminilte its shal'e dr.aft program 

12 if t!wre is a repeated failure to pay drafts promptly when 

13 presented, or a repeated failure to maintain the required 

14 liquidity reserve. 
15 Section 4 uuthorizes the administrator to r.evoke the certif-

16 icate of approval of a cr~dit union which fails to correct 

17 II o(,[:iciency in its liquidity reserve within two business 

18 d.lYS iliter the administx'a :cor orders the correction. 

19 Secl:ion 5 ilpplies only to credit unions having share dran. 
20 pro0rdT:S in operation as of tl1e effective date of the Act, 

21 and it permits them to continue the program for up to 90 days 

22 folJoving th" effective date of the Act While the process 

23 of complying ~!ith the new statutory requirements is taking 

24 plilce. 

25 sc>ction 6 repeals the temporary authority contained in 

26 H. F. 7.167. 

27 The bill \~ould take effect upon pUblication following its 

28 enactment. 
29 
30 

31 

32 

33 

34 

35 
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