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In May 2024, a Maryland teacher told a federal bankruptcy court in California that he could not reach his own savings. “I have
nearly $38,000 tied up,” he wrote. “This money took years to save up.” His money sat with a crypto app called Juno. Juno ran
on technology from Synapse Financial Technologies, a middleware company most customers had never heard of, which had
filed for bankruptcy weeks earlier."

He was not alone. His problem was the predictable failure mode of Banking-as-a-Service, or BaaS. In a typical BaaS program,
the customer opens an account in an app that may carry a bank’s name and logo. A fintech company designs the app and
runs much of it. The bank holds the deposits and provides the regulated services. A middleware company like Synapse sits
between them, connecting systems, processing transactions, and keeping the ledger that says who owns what. For a
community or regional bank without the budget to build its own digital platform, the model is attractive. It is also a structure in
which no single company sees the whole picture. When the middle layer fails, the bank must ask the question it should have
asked from the start. If the provider disappeared tomorrow, could it still determine what it owes each customer?

Synapse’s Collapse

Synapse occupied that middle layer. Its technology connected nonbank fintech platforms to partner banks, including Evolve
Bank & Trust, and supported account infrastructure, payments, and ledger management. By one industry estimate, as many
as 100 fintechs and 10 million end users relied on Synapse."

The decline was quick. Synapse laid off staff in 2023 and filed for Chapter 11 in April 2024, planning to sell its assets to
another fintech. The buyer walked away within weeks.?

Then customers lost access to their money. Synapse’s records could not be reconciled with those of its partner banks. The
Consumer Financial Protection Bureau (CFPB) later alleged that Synapse failed to keep adequate records of where consumer
funds were and failed to make sure its records matched the banks’. By the CFPB’s account, the banks found that they held
between $60 million and $90 million less than the balances in Synapse’s records. Synapse, through its bankruptcy trustee,
resolved the CFPB matter by stipulated judgment, without any adjudication of fact or law.?

The Lawsuits That Followed

For banks, the more instructive story is the litigation. In November 2024, customers of Yotta, a savings app that offered high-
yield accounts through Synapse’s banking partners, and Juno filed a putative class action in Colorado against the four partner
banks (Evolve, AMG National Trust Bank, Lineage Bank, and American Bank). They alleged that the banks failed to safeguard
customer funds and keep accurate records, and that the banks relied on Synapse to open accounts, process transactions, and
manage ledgers. A second putative class action, filed in Tennessee against Evolve and Lineage, accused the banks of
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negligent monitoring and mismanagement of consumer deposits. That case was transferred to Colorado and consolidated with
the first. The banks dispute the allegations.*

Yotta itself sued Evolve in federal court in California, accusing the bank of fraud. The court dismissed Yotta’s complaint
because Synapse was a required party, and because Synapse was in bankruptcy, it could not be joined. The court did not
decide whether Evolve was liable, and it held that Yotta could refile in state court. Yotta has appealed. The obstacle was
federal joinder, not the merits. But the ruling shows how central Synapse was to the dispute — so central that a federal court
could not resolve the bank’s liability without it.°

What Banks Will Have to Answer

Synapse is an extreme case. The legal questions it raises are not. They arise whenever a bank-branded product depends on
companies the bank does not control.

Start with duty. A program agreement can divide responsibilities among the bank, the fintech, and the middleware company. It
cannot bind customers who never signed it, and it does not stop regulators or plaintiffs from going straight at the bank. That
argument gets stronger when the app the customer used carried the bank’s own name and logo.

These cases will be won or lost based on records. If a bank relied on Synapse’s ledger and that ledger cannot be reconciled
with its own, the customer sees one balance in the app, and the bank sees another. Plaintiffs will say the gap proves the bank
failed to keep accurate records, failed to oversee its vendor, or failed to account for customer funds. And the bank must defend
those claims without the one document it needs most: a reliable record of what each customer was owed.

Contracting out a function does not contract out the regulatory obligation. The 2023 interagency guidance from the Federal
Reserve, FDIC, and OCC states that a bank’s use of third parties does not diminish or remove its responsibility to operate
safely and soundly and to comply with applicable law. That guidance covers the relationship from planning and due diligence
through contract negotiation, ongoing monitoring, and termination. In September 2026, those agencies and the NCUA
proposed to rescind it and replace it with a shorter, principles-based document. The proposal states that it establishes no
enforceable standards, and that the agencies do not expect banks to eliminate third-party risk. It is not final, and the 2023
guidance remains the operative standard until it is. Nor does the proposal change the underlying statutes, including the Bank
Service Company Act, under which services a third party performs for a bank are examined as if the bank performed them
itself.®

Expect plaintiffs’ counsel to build discovery requests from the FFIEC’s Bank Secrecy Act/Anti-Money Laundering Examination
Manual and the agencies’ third-party risk management guidance. They will ask what the bank knew about its vendor, what
controls it required, whether anyone independently tested the account records, and whether the bank had a workable plan for
the day the vendor failed. The Synapse plaintiffs are already doing a version of this. Their Colorado complaint points to a June
2024 Federal Reserve enforcement action against Evolve, based on 2023 examinations that found Evolve lacked an effective
risk-management framework for its fintech partnerships, to argue that Evolve knew of its problems well before the bankruptcy.
The Fed said its action was independent of the Synapse bankruptcy. Regulatory findings do not establish civil liability, but they
will shape the claims, defenses, and discovery.”

Reducing the Litigation Risk
No contract eliminates BaasS risk. A bank can, however, decide now what kind of record it will have when the dispute arrives.
Diligence should scale with what the bank is handing over. A bank that lets a vendor keep its core records or process its

transactions needs to know how those records are created, where they live, and how the bank can check them
independently.

Draft the contract for the worst day of the relationship. It should address, in plain terms, recordkeeping and reconciliation; data

access and audit rights; indemnification and insurance; and transition assistance. Most important, it should give the bank
usable access to the records before a crisis, not merely a right to demand them after one. A right to data means little against a
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vendor that has stopped operating.

Then test whether the bank could function without the vendor. That means backups, independent reconciliation, data-export
procedures that have actually been run, and an exit plan built for abrupt failure rather than an orderly wind-down. The right
controls depend on what is outsourced, but the test is always the same. If the provider disappeared tomorrow, could the bank
still determine what it owes each customer?

The bank does not need to write the software. It does need to know which system is authoritative, how balances are
calculated, where transaction records reside, and whether those records can be preserved and produced in litigation. If only
the vendor can answer those questions, the dependency is itself the risk.

What Comes Next

Synapse did not end Banking-as-a-Service. It exposed the questions every bank in a fintech partnership should already be
able to answer. Who performs each function? Who controls the records? What is left when one company disappears?

Those questions get harder as fintechs build artificial intelligence into account monitoring, fraud detection, and customer
service, exposing banks to errors by autonomous Al agents and Al-enabled fraud.

Much of the Synapse litigation remains unresolved, and the law governing these relationships is still forming. Banks should not
wait for it. They should structure every fintech partnership on the assumption that, when something goes wrong, the bank will
have to explain not only what its vendor did, but why it trusted the vendor to do it.
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