	Question
	Response

	Compliance and Preparation for Check 21

	Are banks required to do this and if so, what is the compliance date?

Is there a required implementation date for check 21 compliance?
	Banks must accept a Substitute Check, which is the legal equivalent of the original check for all purposes. However, the design of the IRD/ Substitute Check is such that it can be used in lieu of the original item through a bank's existing check processing environment. So "being compliant" does not enforce any changes. It allows banks to take advantage of new processes and technologies, but does not mandate them.

The effective date for banks to comply with Check 21 is October 28th, 2004. After October 28, 2004 all banks must accept substitute checks (IRDs). Banks are not mandated to accept images.

	The 12 month deadline to implement...what does that mean? If you don't get everything done what's the penalty?
	There are minimal steps that must be done in order to comply with Check 21 such as Customer Education, IRD acceptance and re-presentment, and processing IRDs as return items. There may also be competitive pressure if you were to deliver IRDs back to your customer and all other banks offer image statements.

	 As this regulation does not carry penalties for non-compliance, other than competitive advantage, are there any other reasons, which would require a bank to be in full compliance on or before November 2004?  
	The actual criteria for "implementation" or compliance with the Check 21 Act are few and simple. There are requirements related to customer awareness, and there are some aspects of Check 21 that can have a minor effect on check clearing such as correct encoding of an IRD being returned. Banks must also support the consumer expedited re-credit process that is provided under Check 21. Also, after October 28, 2004 when Check 21 becomes effective, banks must accept Substitute Checks as the legal equivalent of the original check for all purpose.

As stated, Check 21 has no specific penalties associated with the Act. The Act does state that "An action to enforce a claim under this Act may be brought in any United States district court, or in any other court of competent jurisdiction, before the end of the 1 year period beginning on the date of the cause of action accrues." Just like most other check law in the US, enforcement would be through the courts.

While Check 21 does not cover requirements to become image enabled, obviously the primary intent is to facilitate check truncation, where the primary benefits would be cost.  By implementing a Check Truncation/ Imaging strategy, your organization could cut costs in the following areas: check processing (fine sorting, reject, repair, proof), research, statement prep, bulk filing, courier, etc.  

	I have heard that the compliance date will probably be pushed back. Do you think that will happen?
	Check 21 specifies that the Act "shall take effect at the end of the 12 month period beginning on the date of enactment" which leads to an effective date of October 28, 2004. The Act further specifies that this requirement can not be varied by agreement, so it is unlikely the effective date will be pushed back. 

	Can other businesses originate images?
	Other businesses can originate images if they have an agreement with their financial institution that allows them to do so. 

	Can we charge our customers for image requests of their checks
	This is a matter for agreement between banks and their customers. Many banks provide their customers with internet access to images of paid checks.

	Check21 will have a significant impact on the nation's courier industry. Could you speculate on the impact to smaller banks that need that service, but it may get very expensive, as there are fewer banks using their service.
	The goals of Check 21 are stated as:

· To facilitate check truncation by authorizing Substitute Checks 
· To foster innovation in the check collection system without mandating receipt of checks in electronic form 
· To improve the overall efficiency of the Nations payments system.
As more banks move to adopt check truncation and imaging technology in order to capitalize on the benefits offered by a more efficient payments system, the costs associated with delivering the original paper check is expected to go up.

	If your bank is already utilizing check imaging, does this automatically mean you are prepared for check 21? If not, which vendors lead the pack?
	A bank that is using check imaging for POD, and has an image archive, is better prepared for the expected implications of Check 21 — check truncation with image exchange. However, additional applications would be needed to create and process outgoing image exchange files, accept & process incoming image exchange files, process image returns, and handle day 2 image-based applications.

	Does every bank have to adopt imaging within a year? 

 
	No. There is no need to purchase any new systems or services in order to be compliant with the terms of the Act. If you choose to remain in a paper exchange environment, you will receive either the original item or a substitute check.

As such though, there is a minimum requirement to process IRDs both within the Inward Clearing process and ensure the items are posted correctly, and if an IRD is returned to ensure the return strip is encoded correctly per the IRD specifications.

	Will image clearing become the only way to process checks once Check 21 is passed?
	Check 21 facilitates image clearing but does not mandate it. You can continue to process as you do today, but you will see more IRDs instead of original checks once Check21 is in force.

	Will image presentation be required through Check 21?
	Check 21 only addresses the creation of a substitute document. However, it facilitates (but does not mandate) check truncation and image presentment. In the long run, the payment system is most efficient, and maximum benefits gained, when all banks support check truncation and image exchange. Thus, we can expect that market forces and competition among banks will cause a gradual migration of the US payments system towards a full check truncation system.

	We do not have imaging today and do not plan on having imaging in the future. What will be our strategy to deal with check 21?
	There should be no impact on your current operation, other than you would start to see IRDs in your inclearing cash letters. Again, the cost of transportation and clearing cost may cause some institutions to revisit their imaging initiatives or in your case, non-initiatives.

	Does this mean those customers who demand their checks back will no longer be able to receive them?
	Banks could provide customers IRDs if they so desire. Customers will not be able to demand their original paper checks back. 

	We do not process our own checks. How does this affect us?
	At the very least, you will need to notify your customers about Check 21 and if you return checks, explain what substitute checks are. In addition, your tellers will need to be trained on IRDs in case one is returned and represented.

	Do companies have to provide prior notice to their customer before they convert to this method? Do they have to offer there opt out?

How will check21 be communicated to the public?
	There is no "opt out" regarding the requirement to accept a substitute document (IRD). Under Check 21, banks must provide notice about Substitute Checks to consumers who are customers of their bank. The notice must describe

· The process of check substitution and how the process may be different than the check clearing process with which the consumer may be familiar and 
· The description of the consumer recredit rights when a consumer believes in good faith that a Substitute Check was not properly charged to the consumer's account.

	Am I to understand that some banks may be presenting cash letter in an electronic format and we would be required to have the facility to accept those electronic letters, regardless if we are presenting our cash letters in the same format? 
	Banks will not be required to accept an electronic cash letter.  If you are processing in a MICR paper environment today, you would receive an inclearing paper cash letter that would contain original paper items and possibly IRDs. However, a collecting/presenting bank and a paying bank can exchange electronic cash letters by mutual agreement (the mutual agreement would address aspects such as formats).

	When can banks begin the mass implementation? Will there be a phase-in period?
	That is the time from which an IRD becomes a legally acceptable replacement for a check. From that point (if you did nothing else), you may start to get IRDs amongst your inclearings, as returned items, and as represented items. You will need to know the minor changes required to handle these. All banks need to be compliant as far as processing IRDs on the enactment date.

As far as implementation of image exchange though, SVPCo will be piloting exchange amongst a number of its customer through 2004, irrelevant of the enactment date, exchange being for accounts that do not require checks returned today. Endpoint Exchange already supports image exchange. Therefore the "phase-in" period has effectively already started, and 2005-2006 is expected to see a significant increase in truncation and image exchange.

	If there is no need to encode MICR information, how is the sorter going to capture information such as the amounts? Do you need CAR/LAR?
	IRDs and original checks delivered to you as qualified items must have the amounts encoded. For your own Proof and Capture operation, you may not need to encode amounts depending on whether you are truncating the items and whether other components (like statement rendering) may need amounts encoded.

	You keep stressing the 11 1/2 month deadline for implementation. Are you saying that if we do not implement within this time frame, that we can never implement Check21 thereafter?

[back to the top]
	The Check 21 Act becomes effective Oct 28, 2004. After that date, a financial institution is obligated to accept IRDs. You have until the effective date to prepare. As discussed elsewhere in Q&As, there are only a few steps that must be taken to comply with Check 21. Steps include customer and teller education around IRDs and a minor process change (MICR code 5 in position 44 instead of a 2 to indicate a qualified IRD return)

There is currently no regulatory timeline or constraint in implementing a Check Truncation/ image exchange strategy. However, delaying a Check Truncation/ image exchange strategy could cause you to incur significant processing costs and compromise your competitive position in your market.

	Image Exchange

	How will financial institutions complete agreements with other financial institutions across the country?
	You will only need inter-bank agreements with those to whom you will send image cash letters. Financial institutions can set up agreements with other banks across the country. However, it may be more beneficial to participate in multi-lateral agreements through clearing associations or the Fed. For example, an agreement with the Fed could be sufficient, as the Fed would have appropriate agreements with the banks to which they deliver work that you took on deposit.

	Will an agreement only be necessary for the BOFD if they are direct clearing?
	Inter-bank agreements will be necessary for all parties exchanging images instead of paper items.

	Will there be a standard agreement?

[back to the top]
	We expect that a series of standard agreements will continue to exist based on the parties in the agreement. Most standard agreements will include applicable rules and regulations as well as considerations such as costs, liabilities, and warranties.

	Image Replacement Documents (IRDs)

	What does IRD stand for?
	Image Replacement Document (specified by ANSI Standard X9.90). The Check 21 Act refers to Substitute Checks and not IRDs but for purposes of the Act, the terms can be taken as equivalent. 

	Are IRDs document carriers for the checks?

Are IRDs exact copies of the original check?
	No. An Image Replacement Document (or Substitute Check) is a paper reproduction of the original check that – 

A. contains an image of the front and back of the original item, specific text, and printed copies of the various endorsements that may accompany the electronic check through the clearing system

B. bears a MICR line containing all the information appearing on the MICR line of the original check (with some exceptions related to processing Substitute Checks)

C. conforms in paper stock, dimension, and otherwise, with generally acceptable industry standards for Substitute Checks and

D. is suitable for automated processing in the same manner as the original check.

There may be some differences in appearance between the original check and the substitute check. Proposed amendments to Reg CC state that "a substitute check need not capture other characteristics of the check, such as watermarks, microprinting, or other physical security features that can not survive the imaging process, or decorative images, in order to meet the accuracy requirement." 

In terms of the image format printed on the IRD, and whether this is a black&white or grey-scale image, that will be defined by the inter-bank clearing rules which are yet to be defined

	What is the weight of the paper for and IRD?
	The Check 21 Act states that paper stock for substitute checks must conform with generally applicable standards for substitute checks. The industry standard that defines the acceptable range of paper weights for substitute checks/ IRDs is ANSI standard X9.18 (Paper Specifications for Checks). General consensus is that it is 26 pound / weight paper.

	Is there anyone in the country currently generating IRD?
	NetDeposit Inc is printing IRDs in conjunction with EDS and Zion's Bank. 

	American express is using IRD?
	We are not aware that American Express is using Image Replacement Documents. They do have a service called IRD (International Rate Desk) which is perhaps causing confusion? Another possibility may be they have an arrangement with Zion's as discussed in the previous questions since American Express has a very large travelers check processing center in Salt Lake City where Zion's is headquartered. 

	Will there be resolution requirements to produce IRD's?
	The current standards do not address image resolution requirements (in terms of the item processing equipment that scans the original check and captures the image) other than the C21 general requirement that an IRD "accurately represents all of the information on the front and back of the original check as of the time the original check was truncated". The image resolutions currently used by vendors that produce check image capture equipment are deemed to be acceptable. There is a requirement when printing IRDs (see ANS X9.90) to "scale" the front and back images of the original check to fit into the allocated region on the IRD where the front and back images are to be placed. 

	How does this process affect proofing the items? Will we still need to encode with the MICR?
	There should be no need to encode the original check with the amount if we have image clearing agreements. However, a printed IRD must have the amount encoded as it must be capable of being processed as if it were the original check being cleared through normal (non-image) micr based methods.

	Who is responsible for printing the IRD?
	The presenting bank is responsible for printing the IRD. Note that the presenting bank is an institution that is delivering the item to another institution. It is not necessarily the Bank of First Deposit, as it could be a correspondent or intermediary institution in the clearing chain (such as the Fed). Consequently, the IRD printing is the responsibility of the bank presenting the item to a bank that requires paper.

	Who pays for IRD's
	The Check 21 Act does not indicate who pays for the creation and transportation of the IRD. But since the receiving bank is required under the Act to accept the IRD (if they choose not to receive electronics), it seems likely that in order for the sending bank to clear that check it would have to pay for creating and transporting the IRD. Also under current check operating procedures the sending bank is responsible for the cost of collecting the item.

While there is little practical experience regarding the production and therefore cost of an IRD, there is some experience and some studies have already been conducted. The current estimates depending on volume, capital investments, number of sites and type of applications are $.15 to $.20 per Substitute Check.

In the long run, this cost could be passed back to the first bank that truncated the original item and captured the image (since they experience the benefit of lower check processing expenses by using check images). The cost could even be shared among the various stakeholders (including the bank that required the IRD). Ultimately, market forces and competition among banks, clearing houses and processors will determine the allocation of the costs of the IRD process. (Information Source: ECCHO)

	What about business checks & gov.checks
	IRDs are designed to accommodate any kind of check. 

	Will the treasury dept accept IRDs of savings bonds?
	Check 21 defines a check as "(

A. a draft, payable on demand and drawn on or payable through or at an office of a bank, whether or not negotiable, that is handled for forward collection or return, including an IRDand a travelers check; and 

B. does not include a noncash item or an item payable in a medium other than United States dollars." Savings bonds do not fit into this definition so would not be eligible for IRDs. 

	What about small banks that still use "counter checks"
	You may receive a IRD in lieu of the original counter check (the IRD is the legal equivalent of the original check). You should be able to process the IRD in exactly the same way as you process the original counter check. For instance the written customer account number should be visible on the check image in the IRD. 

	Physical size of the IRD in a return environment? Position of the 2 in the MICR line. Are these issues perceived as a problem to work through?
	The IRD is defined as having dimensions comparable to a commercial check (8.5" x 3.3" for a forward presentment IRD and 8.5" x 3.8" for an IRD used as a return with a conditional qualified MICR line printed on an attached perforated strip). An IRD used for forward presentment has a "4" encoded in position 44 (EPC) on the MICR line. An IRD used for return has a "5" encoded in position 44 on the return strip. Financial institutions creating IRDs for returns must be aware of the requirement to print a "5" and not a "2" in position 44 on the return strip.

The standard is specified by ANSI Standard X9.90, and is available from the ANSI book store http://www.x9.org/books.html 

	How are tellers going to know if an IRD is valid or not?
	Tellers will need to be educated as to the IRD standards, much the same way that they are able to determine what is a valid check. Note, tellers would only expect to see IRDS in circumstances where a returned IRD is being redeposited.

	I had heard that the bank that creates the IRD has to put some "information" in the MICR line to denote who created it. How can that be done?
	The MICR codeline on the IRD must have all the information from the original item and be suitable to be automatically processed by the recipient in the same way that they process an original check. In addition, a "4" must be encoded in the EPC field (position 44) on the MICR line on the substitute check to indicate that the item is a substitute check. The EPC field is on the immediate left of the FRD-ABA number. In addition, text is printed on the IRD to indicate the truncating bank and the bank that created the substitute check (called the reconverting bank in Check 21). Information and data required to create the substitute check is conveyed in the electronic image exchange files. 

	Do you think FRB will really be printing IRDs or will they contract with a 3rd party producer?
	We expect the FRB will offer a product or service that involves printing IRDs for paying banks that can not accept images. Whether they print the IRDs themselves or contract with a 3rd party provider is likely incidental. If you have an agreement to send images to the FED that involves having the FRB print IRDs as and when required, the agreement will need to identify responsibilities and costs and the FRB will be responsible for executing the agreement in the most efficient manner. 

	Does this mean a bank will get just the amount and check # unless they submit a request for an IRD?
	No. Unless you enter into image exchange agreements with other banks, the Fed, SVPCo, Endpoint Exchange, etc., you will always get paper, in the form of the original item or an IRD.

	Re-clear of IRDs -- what about the size of the image made smaller with the IRD and then imaged again? What are the rules on this?
	This issue is addressed by the ANSI standard for IRDs (X9.90). The front and back image from the original item is scaled down to fit into the assigned areas for the image on the original IRD. If an image of the front and back of the original IRD is used to create a subsequent IRD, the image is not scaled down to create the subsequent IRD. Instead, the image of the original check is "clipped" from the image of the original IRD and "pasted" "as is" into the appropriate areas on the subsequent IRD with no reduction in size. The "4" in position 44 on the original IRD is used to tell the processor that the image is from an IRD and should be processed accordingly if a subsequent IRD is created. 

	As a bank currently providing images to over 90% of customers, can we continue to provide images back to customers or will we be forced to provide IRDs?
	Yes you can continue to provide images since you are not mandated to deliver IRDs to your customers. If your customers are happy with image statements, it would be in your best interest to continue delivering image statements for these customers to avoid additional costs and potential warranty issues associated with printing IRDs. You may have to consider printing IRDs for those customers that currently are getting back paper, unless you can move them to an image service. 

	What if the BOFD does not image? Who is responsible for the IRD?
	Responsibility for the IRD (within the Act) lies with the bank that creates it. This could be a presenting organization or clearing agent such as the Fed, SVPCo, Endpoint Exchange, Net Deposit, another bank acting as an intermediary, etc.

	Do we need to indemnify the IRD's?
	The indemnification (and warranty) is with the "reconverting bank" (the bank that creates the Substitute Check) and all subsequent banks that process it. Through interbank agreement, the indemnification and warranty could be passed back to the bank that images the item originally.

	What keeps a person (criminal) from making his or her own IRD?
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	A criminal might be able to create an IRD but it would be difficult for them to deposit it since the only legitimate way to deposit an IRD would be if it were a returned item that is being re-presented. It would be difficult to create a "fake" returned IRD that would pass the depository bank's scrutiny (plus the bank should have a record of returned items that are eligible for representment). IRDs are created by financial institutions (or their agents) for inter-bank processing and not by bank's customers.

	Accepting or Receiving IRDs

	Could an institution send the original check instead of an IRD?
	Yes, a Financial Institution could send the original check instead of an IRD. However, in a fully-operationalized check imaging/ truncation system, it may be more efficient to create an IRD from an image & associated data, rather than to find and send the original check. These are decisions that a bank must make based on their individual circumstances and exchange partner requirements/ agreements. In any event, an item must be presented for payment only once. 

	How could you know if a bank is non-image and must use IRD's?
	The acceptance of images for clearing will be through bi-lateral and multi-lateral agreements (such as with a clearing house). A bank that is not party to an image clearing agreement will expect paper (check or IRD). However, if a bank clears through a correspondent that accepts images, the final "presenter" to the bank that requires paper will produce an IRD. Some organization may publish something in the future similar to Thompson also I believe SVPCo is maintaining such information presently for those interacting with their organization. 

	With as many end points as your outgoing cash letter has, how would you know when to present an IRD as opposed to sending the transmission to the Fed?
	You would establish agreements with your endpoints to exchange images. For those that will not accept images you could still send the original items. If you have a nationwide or large regional presence you could print IRDs closer to the endpoint that needs paper. Process and courier savings may give you a positive return on the IRD production cost. Alternatively, you may elect to send that bank's items through an alternative route (e.g. correspondent or Fed) such that you can clear the image and the bank that needs the paper gets an IRD from their correspondent.

	What would we do if the receiving bank does not accept IRDs?
	They do not have that option. The IRD (Substitute Check in the Act) is a legal substitute for the original check. 

A Bank can only "return" an IRD for any reason that they could return the original check (e.g. NSF). They may also be able to return an IRD if the image is not sufficiently legible to be usable or if the IRD does not comply with the applicable standards (forthcoming rules and regulations are expected to cover these aspects). 

If you are sending paper cash letters to an organization for electronic clearing, the clearing organization (Fed, SVPCo, Endpoint Exchange, etc.) will capture the image of the paper deposit items. According to the requirements of the receiving organization, the presenting organization will either send an image or an IRD to the paying bank

	What is the rationale for the Bank of First Deposit (BOFD) paying for IRDs to non-compliant CHECK 21 institutions?
	First, a paying bank that receives an IRD is "compliant" with Check 21. Allocation of costs are not defined by the Act, therefore they will be established by inter-bank agreement or regulation. The intent is (initially) to avoid new (increased) costs for a bank that continues to participate in the check clearing system they way they always have done (i.e. by accepting paper checks). 

The costs will need to be borne by the bank that originally creates an image for clearing (and effectively clears at a lower basic cost) which is really the truncating bank. Note that the BOFD may also be the truncating bank but if they are not, it would likely be hard to justify requiring a BOFD that is not a truncating bank to pay for the IRD. However, today the BOFD pays for the transportation of the transit deposit item so there may be some rationale for processors to pass some of the IRD print costs back to the BOFD. Again, the IRD costs should be offset by reduced end to end transportation costs so this all needs to be reflected in pricing schedules. 

	Does the legislation provide for charging the IRD costs back to the institution requiring the IRD?
	The Check 21 Act does not assign costs but we expect the Fed will be addressing this as a rule/ regulation in early 2004. 

Refer to answer to previous question for more information. 

	Since the BOFD could still send a paper check to a DTA, surely the cost of an IRD would have to been borne by the truncating bank , not the BOFD?
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	DTA (Distributed Traffic Agent) is an acronym used by SVPCo for the access point into the SVPCo exchange network. 

The existing Check 21 verbiage indicates that the cost of an IRD would be borne by the truncating bank if that is not the BOFD. However, discussions are occurring whereby the paying bank might incur the cost.

	Impact on Federal Reserve Services

	Do you anticipate Fed charges going up to process paper checks?
	We expect that the cost to process paper checks will increase as check volumes go down and more banks adopt check truncation. 

	Do you see a greater reduction in Fed offices?
	Earlier this year, the Federal Reserve Banks announced upcoming changes in their check operations. Changes include a reduction in 13 check processing locations and a streamlining of check adjustment sites nationwide. Restructuring is set to begin in fourth quarter of this year and continue through the end of 2004 (see http://www.frbservices.org/Retail/CheckInfrastructure.cfm)

	Has the Federal Reserve developed a strategy to support check21?
	We understand that the Federal Reserve is developing a strategy to support C21.

	Impact on Fed daily settlement and reserve position?
	We are not aware of any impact on Fed daily settlement and reserve positions.. 

	Is the Fed going to be a clearinghouse for image documents?
	The Federal Reserve is expected to offer a wide range of check clearing services, including image capture and exchange.

For additional information regarding Fed Financial Services see http://www.frbservices.org/. The Fed currently offersFedImage Services which is a suite of image products for the capture, archive, retrieval and delivery of check images. They also have a check truncation service (see http://www.frbservices.org/Retail/pdf/TruncationProduct.pdf).

	When do you think the Fed will require imaging technology for all banks?
	Our opinion is that the Fed will not mandate image technology for all banks. However, incentives such as competitive pressures and cost/pricing considerations will likely cause the industry to migrate to wide adoption of check truncation and imaging technology. 

	Will the fed send out images and IRDs only and no checks?
	We suspect that if a bank requires paper items (does not enter into an image agreement with the Fed) they will get either original checks or IRDs based on the most cost-effective solution for the Fed (i.e. if the physical paper is delivered to the Fed and the item is local, the Fed may elect to deliver the original item and not an IRD).

	If we decide to use a clearinghouse to send foreign items to, will there no longer be a need to send a cash letter to the Fed?
	Assuming that "foreign" relates to "off-us" or transit items (and not items drawn on a foreign bank such as Canadian items) you could send transit cash letters to a clearinghouse instead of the Fed. 

	How will foreign items (Canadian for ex.) be handled through this process?
	Check 21 only applies to checks that are drawn in US dollars on US banks. Thus, foreign items would continue to be cleared following current practice. 

Foreign or transit items can be encoded, image captured and then truncated at your institution. Alternatively, you could also capture the item earlier in the process at the branch via Branch or ATM image capture. Items drawn on non-US banks will continue to be paper based for the immediate future.

	Is the Federal Reserve developing a strategy to be able to present an image inclearing file, without ECP, that is cost effective and has integrity for the content?
	The Fed intends to use the ANSI standard X9.37 for image exchange. X9.37 allows different models to be implemented: ECP + image (often referred to Image Cash Letter), ECP with image to follow, and ECP with image on request. The ECP data is always required for posting. The different models indicate whether the ECP and image data are sent in the same or different files. Images can also be accessed by reference (e.g. URLs) or by providing pointers into a shared archive. The Fed is expected to support presentment of image inclearing files that are cost effective and provide content integrity. 

	We are one of the banks that don't have check imaging at this time and send our return items to the federal reserve. My understanding is that they will no longer accept the actual document after October 2004.
	The Fed has not announced their products and services yet to support Check Truncation and Check 21. However, we have no reason to believe that the Fed would not accept the original check as a return, but a paper return will likely be priced differently than an image return. 

	Will the Fed be marking the returned check copies in some manner, so that if a member walks in the F.I., and wants to cash this check that was returned, that we will know that it is official??
	The IRD must have the following printing on the front of the document:

"This is a legal copy of your check. You can use it the same way you would use the original check."

Additionally, when returning a dishonored substitute check in a QRC manner, the value of "5" must be entered in position 44 on the strip affixed to the item. This identifies to a subsequent processor that the item is a substitute check in the event they might create a substitute check from the item.

The Return Reason must also be printed on an IRD that is used for return of a check.

In addition, any bank or institution that creates an IRD has to print it on standard check paper as defined within the IRD standard (ANSI X9.90), but should also consider features that would help detect that the IRD is "official" such as printing on check stock that has embedded security features such as check safety paper.

There is also an "Optional Data Region" on the front of an IRD that could be used to print a security feature. 

	We have been approached by Fed rep about downloading our incoming cash letter. What is this that they are offering?
	The FED currently offers a Truncation Service where they will send you electronic data files for the inclearing work that you are about to receive. Instead of delivering the physical items to you, the FED can capture the images and make them available for online viewing. There are also different options for making the paper available to you if required. 

More information can be found at http://www.frbservices.org/Retail/pdf/TruncationProduct.pdf

	Has the FED and SVPCO entered an agreement to provide Check 21 services?
	Yes. They have publicized an agreement that the Fed will use the SVPCo network for image clearing exchanges. There is no definition yet of how that will take place. 

	Please explain the SVPCo/Fed agreement. Will this limit to whom an FI can transmit images for payment.
	A Financial Institution is free to enter into an agreement with any processor or institution with whom they wish to exchange images based on their business needs. 

	Will the FED participate with Endpoint Exchange as an image exchange alternative
	The FED has announced that they will use the SVPCo network for image clearing. We are not aware that they have announced a similar arrangement with Endpoint Exchange yet. 

	The Fed is mandated to provide check clearing. Is the Fed taking a leadership role in developing the infrastructure for Check 21?
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	Yes absolutely.

	Receiving, Sending and Settling with Check Images Versus Paper

	How do banks get the check images?
	There are 3 different models that can be used to exchange images between Financial Institutions.

· ECP Image Cash Letter (images sent with transaction data) 
· ECP with image to follow (transaction data first, images later) 
· ECP with image on request (transaction data send first, paying bank requests specific images from collecting bank)
The decision as to which exchange model to use will depend on business requirements and interbank/clearinghouse arrangements and agreements. 

Images and data are sent using the American National Standard X9.37 format.

Method for exchanging images is by agreement between the exchange participants. There are several options including communications networks, CD-ROM, etc. 

	How do we process a return check if we are accepting images? What do we mail to the customer?
	If a collecting bank sent images of their transit work, they will generally get back an electronic return (image). An Image Replacement Document can be printed and mailed to the customer.

As the bank would still have the original deposited check, another alternative would be to send the original check back to their customer.

By agreement between bank and their customers, an image of the returned item could be e-mailed to the customer. However, customers may prefer to get something back that has been printed by the bank to facilitate collecting the unpaid item from the drawer. 

	I have heard talk about there being a clearing house similar to the ACH clearing house only it would be for check images. Please comment.
	The SVPCo (Small Value Payments Company) organization is providing a network for exchanging check images among their member banks. Endpoint Exchange also provides this capability.

	How will Check 21 affect correspondent banks that clear physical items? Will banks simply settle among themselves?
	That seems to be a logical step. However, banks will need to bear in mind the number of inter-bank settlements that they may have to manage. Using a shared net settlement service might be a more viable solution.

	What mechanism is in place to balance an image presentment file?
	If a bank currently uses image-assisted inclearing, the application provider should be able to accept the image presentment file and create an equivalent data set as if the items were captured on the bank's own transport. 

	So, we will no longer need to physically submit checks received for deposit to the Federal Reserve? We will transmit them electronically?
	By agreement, check data and images can be sent to the Federal Reserve for collection in lieu of the paper check. 

	If you utilize a clearing third party like Endpoint Exchange to clear your images, won't you receive your images from them? Or do you have to accept images from multiple clearing vendors including the Fed
	You have control over your image clearing environments. You can establish agreements with the FED and with Endpoint (and with others) if you feel that it is cost effective to have two or more points of contact for images. We would expect that the various electronic (image) clearing houses will try to establish interchange agreements between each other. For items that come from places that you don't have image agreements with, you will get paper checks or IRDs.

	How many files could we receive in a day? What deadlines for sending files?
	This will depend on the inter-bank agreement that you have with the parties through which you can process image clearances.

	How will the telecommunications networks handle the massive amounts of data being transferred at around the same time everyday?
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	Generally the "peak" times are because of the need to get physical checks delivered. There is no technical impediment to delivering batches of work when they are ready throughout the day or evening, instead of waiting until all items in all batches are ready at "EOD."

	Retention and Storage

	How long do banks (and the FED) need to keep paper items from others and themselves?
	The Check 21 Act puts no destruction requirements on the truncating bank for the original check. A bank truncating the original item and creating a Substitute Check under the Act should evaluate their business considerations including but not limited to risk, cost, etc. in determining how long, if any, the original item should be retained. In an image exchange, where agreements outside of the Act are required, the agreement may provide for retention requirements a bank must fulfill. The retention requirements for the original check will generally be based on the period established by agreement within which the true original can be requested (as opposed to requesting an image, or copy of the original, or an IRD). In addition, various federal and state laws require retention of certain items (in most case copies) for periods of time that should be understood before initiating an image exchange. (Information Source: ECCHO)

	You stated that ONUS checks would need to be retained for 7 years. Surely, this is not correct. Please clarify. ECCHO rules already exist in this space.
	The paying bank must retain the electronic image or a copy of the on-us item for 7 years.

Note that there are also requirements for the truncating bank to retain images for transit items being exchanged. It is expected that this will be 3 years – clarity is still required here related to UCC and existing state laws.

	Does the BOFD have to keep the images of transit items for 7 years as we do on us items?
	This is not defined in the Act. The Fed is expected to address this rule / regulation in early 2004. It will probably be established as a mixture of handling the risks associated with image clearing.

	Less paper storage? What about all those items that used to be transit items that we must now store?
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	It is anticipated that the majority of truncated checks will be destroyed. The depository bank will likely keep images of the truncated transit items for a period of time consistent with their business practices and Interbank image exchange agreements. 

	Returns, Rejects and Dishonored Checks

	How will banks know the difference between a dishonored check and a photo copy of a check?
	The dishonored check will be laser printed with along with all of the micr data and endorsement information.

	How will we handle returned checks? 
	The check electronification standards support the electronic return of unpaid items and associated images. An IRD can also be created and returned. 

	On a return item, if it is an image document (IRD), it will be returned to the depositor. Will the depositor be able to redeposit the item?
	A Substitute Check/IRD can be processed the same as the original check, so it could be redeposited. However, since tellers are currently trained not to accept copies, tellers would have to be retrained to recognize IRDs as valid documents. 

	How will rejects be handled?
	IRDs may have rejects on them and they will have to be corrected just as an original check. Image clearings may have rejects in serial, account, etc. fields that will also need to be fixed on arrival. Essentially, image-based inclearing will bypass a reader sorter capture run but reject re-entry will still be required.

	Can we automatically set our system to process a return item twice?
	Generally, applicable Rules and Regulations allow the re-presentment of items that are returned unpaid under certain conditions. Whether this can be done automatically or not depends on the specifics of the particular system. 

	You covered the procedures used when we received return checks and that we can redeposit. How does our bank return NSF items to BOFD?
	If you get an original check, the process does not need to change at all. If you get an IRD, if you put it in an envelope or add a strip to make a qualified return, the EPC code (normally 2) must be a 5. If you are participating in an image exchange agreement, the specifics will need to be covered by that agreement. The ANSI standard file structure allows for the electronic item to be returned.

	Impact on the Branch and ATM

	How will this affect small institutions that do not have teller machines? Would teller machines be needed?
	NCR believes that maximum benefit from Check Truncation and Check 21 is gained when items are captured as close to the point of acceptance as possible (Branch, ATM, etc.). However, capturing items at the teller (for example) will not be required in either image or non-image environments. 

	What have you heard from the ATM industry on check21?
	NCR has the ability to capture check data and check images at the ATM. This has significant advantages in a check truncation / C21 environment in that checks deposited in ATMs at remote sites can be cleared electronically and the checks only need to be physically picked up when convenient. They would not need to be reprocessed. 

	Will we have to have special equipment at each branch?
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	No. When you want to participate by sending image clearings to the Fed or other image clearing provider, you will need a network interface connection. This is likely to be a PC type server (subject to your actual volumes), but can be located at a central ops facility. The only way that you would need special equipment is if you decide to do branch image capture.

	Quality

	How will we handle checks with inks that do not show up on an image?
	It is true that certain types of pens have inks that may not image well. In some cases, it may be necessary to retrieve the original check at capture time to complete data entry. Once captured, the data would be linked to the image so it would not have to be re-keyed later. 

	I imagine most sort patterns do not care about serial number or account number on transit items. How do we ensure the integrity of our positive pay with wrong or no serial numbers? What about posting errors or non-posted items with bad account numbers?
	The paying bank will have to validate account numbers/ serial numbers using appropriate validation routines in conjunction with an image-based exception handling process. Items would be corrected by reference to the cleared image or the IRD if one is requested.

	Our NCR sorter does a great job, but it cannot image checks written with gel pens. How will the system handle these blank items?
	It is true that certain types of pens have inks that may not image well. In some cases, it may be necessary to retrieve the original check at capture time to complete data entry. Once captured, the data would be linked to the image so it would not have to be re-keyed later. The bank may also elect to clear the check as a paper item. 

Agreements may allow the paying bank to return an item that has an unusable image. 

	What's going to be done to improve upon the image quality?
	Industry testing to date has verified that the quality of images generated by capture platform vendors is adequate for image exchange applications. NCR designs high quality into the imaging equipment from the outset. Various diagnostics are executed both at start up and on an item by item basis to assure that equipment is operating at its maximum performance levels. Image assessment tests (quality and usability) are performed on the images themselves to assure that no transient event has happened that could degrade image quality on a specific item (this could be caused by problems such as a document that is not "image-friendly", problematic ink used to fill out the check, folded document, excessive dust on camera, etc.). The truncating institution should assure that the captured images are usable. The receiving institution will generally want to perform their own image assessment tests to validate that the images they are receiving are usable. There are industry initiatives in place to identify a common industry approach, and set minimum industry requirements, for image quality. The ANSI standard for image exchange (X9.37) has also identified a set of image quality/usability flags. 

	Who is specifying image quality?
	No specific technical measurement criteria or quantitative metrics have been defined yet for image quality. However, there are some industry initiatives underway that may address this. The ANSI standard X9.37 defines optional Image Quality and Image Usability flags that can be sent with each image in the interchange file. 

	How will you handle images that are unreadable?
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	You will be able to return an item if its image is unusable. All image exchanges will be through inter-bank agreements. It is feasible that an agreement could incorporate a "re-image request" or a request for the original item. 

	Transports

	I have a transport with "upstream" cameras. How will the endorsements that are added after image capture be incorporated into the Check 21 process?
	The endorsement information is included in the image exchange file as an "electronic endorsement". The electronic endorsement is available to all downstream applications while the item is in electronic form. If an Image Replacement Document (IRD) (referred to as a Substitute Check in Check 21) is created for the item, The electronic endorsement information is extracted from the image exchange file and physically printed on the IRD. The image exchange file is created using American National Standard (ANS) X9.37. The standard that governs IRD creation is ANS X9.90. Information on purchasing American National Standards can be found at http://www.x9.org/books.html

	If we upgrade our NCR 7780 sorter to image capable, would we need to upgrade to an iTRAN to be Check 21 compliant?
	You would not need to upgrade to an iTRAN to be Check 21 compliant. An image-enabled 7780 provides images in a form comparable to the iTRAN. A replacement should only be considered based on other features, facilities or performance.

	Many sample images are shown in grayscale, what about existing bitonal (black & white) images?
	Check 21 does not give a preference for black/white or grayscale images. It is expected that the industry will settle on a "de facto" standard for the use of black/white and grayscale images for specific applications/purposes. NCR transports and applications support both black/white and grayscale images.

	Why would the MICR line not have to be encoded on the OTC items anymore? How would we process them through our reader sorter without the MICR line? 
	If your capture system is a reader sorter, fed by single pocket encoders, you will still need to encode amounts on all items, so that you can capture the correct values. If however, you were using a two pass image based system, there is no need to encode amounts on any items that are being truncated, or that are drawn on your own customers' accounts. Some statement and fine sorting systems still expect to see amounts on items so you may want to change these systems. That way you can save document passes and encoder ribbon.

	I heard a rumor that NCR was going to discontinue supporting the 7780. This is the machine many of us have our image enabled on. Please address.
	NCR is NOT ending support for the 7780. The 7780 has been discontinued for new sales but maintenance will continue until at least Dec 2010. So even though NCR is no longer selling the 7780, support for existing customers will continue for at least another 7 years.

	Will the image be required to have BOFD endorsement on back image? If so, are there any upgrades available for the 7780?
	An image only has to have endorsements that were printed on the physical paper item prior to image capture. So the BOFD endorsement printed on the physical check does not have to appear in the image they create. The endorsement information is included in the image exchange file (along with the item image and associated data) as an "electronic endorsement". 

The electronic endorsement is available to all downstream applications while the item is in electronic form. If a bank subsequently "re-converts" the image back to paper (i.e. creates an IRD), The electronic endorsement information is extracted from the image exchange file and physically printed on the IRD as part of the IRD text information.

The image exchange file is created using American National Standard (ANSI) X9.37. The standard that governs IRD creation is ANSI X9.90. Information on purchasing American National Standards can be found at http://www.x9.org/books.html

	If MICR is not necessary in image presentment, why bother with Power Encode? Why not concentrate on CAR and LAR technology for sorters?
	The MICR is needed for the initial capture point. The comment that it will not be necessary to encode the amount any more, is because a bank that elects to do electronic clearing does not send that physical check anywhere that would read the amount.

It should be noted though that reading the codeline using true magnetic MICR read technology is far superior in terms of reducing rejects and misreads over OCR read technology. And with electronic presentment, errors made at the point of capture would now result in incorrect data being interchanged between banks, this impacting not only the collecting bank but also the paying bank in terms of processing costs, posting errors and customer service issues.

	Would you clarify the capability of the 7780 if upgraded to image capability in the preparation for Check 21? I understand there would be additional applications necessary to create and process outgoing image exchange files and accept & process incoming image exchange files, returns etc. Also, does NCR have the software applications to do so or recommendations for such vendors?
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	NCR is closely following the development of regulations to ensure that our software products can be used in a Check 21 environment. NCR wants to be able to allow our customers the opportunity to make the best business decisions, and NCR is ensuring that our software solutions meet the requirements for both image capture, archiving and image interchange. If you have specific needs or questions related to the 7780 that is installed in your operations center, please contact your local NCR account manager. If you are not sure who this is, then please contact either Curt Colby or John Taylor at 406-256-7366 & 251-633-7768, respectively. Also their e-mail addresses are: curtis.colby@ncr.com & john.l.taylor@ncr.com .

	Impact on Fraud
	 

	How will fraud decrease? 
	C21 facilitates check truncation and electronic clearing of checks which should lead to a reduction in check fraud. With electronic clearing, return items can be flagged and dealt with much sooner than with conventional, paper-based clearing systems. As well, the paying bank can have access to the image much sooner than a paper check would be available. This all contributes to earlier identification of potentially fraudulent items which helps reduce exposure to check fraud losses. 

	What will be the disadvantage of not having the physical item in front of you to verify large items? Sometimes you view the item and notice it to be fraudulent. Without the item you may not see the watermarks or other problems with fraudulent items. Will this be an issue that will need to be addressed to decide whether to go to Check 21 or not?
	The ability to detect a fraudulent item from physical review of the original check cannot be guaranteed. Even if a bank elects not to go to check truncation / C21, they will still receive IRDs in the inclearing stream once C21 becomes effective. Image-survivable security methods are available that may become more widely used in the future. 

	Is the legal system (i.e. police departments) being made aware of this shift in check processing? How to handle forgeries, etc?? What happens to a bank that uses fingerprinting on checks that are being cashed over teller lines?
	Detection of a forgery will be more difficult from an image or from an IRD. The act only assigns the warranty to a "reconverting bank" (i.e. the one that creates an IRD). The warranty effectively protects the paying bank against claims if the IRD causes a loss that could have been prevented by the original check. So if an original check could have been used to detect a forgery, and the IRD could not (e.g. a security feature on the original check that does not survive imaging and so is not on an IRD printed from the image), the re-converting bank could be liable. We suspect that the inter-bank agreements will push the liability back to the bank that converted the original item into an image. The industry is also investigating check security methods that survive imaging.

Initially, we also expect that truncating banks will consider retaining the physical checks to support issues both within the clearing and settlement process, as well as the re-credit provision of the act and the requirement to provide a "better copy or original".

We are not privy to the status of discussions with police departments and other components of the judiciary system. 

	How will fraud and forgery of maker's or payees signature be handled by Check 21
	CHECK 21 facilitates check truncation and electronic clearing of checks, which should lead to a reduction in check fraud. With electronic clearing, return items can be flagged and dealt with much sooner than with conventional, paper-based clearing systems. As well, the paying bank can have access to the image much sooner than a paper check would be available. This all contributes to earlier identification of potentially fraudulent items, which helps reduce exposure to check fraud losses. 

You will also need to validate signature from the IRD or, from images if participating in image exchange agreements.

	Impact on court ordered original checks for forged or counterfeit items?
	The Act says that the Substitute Check "shall be the legal equivalent of the original check for all purposes".

	If a BOFD participates in check 21--how will positive pay/fraud protection software's work?
	When participating in image exchange agreements (which are not part of Check 21), fraud and positive pay software will need to work from the images that you receive in addition to any images you capture yourself as well as physical items (original items and substitute checks). You will get a mixture of work depending on the number of "endpoints" that you deal with.

	How would we be handling "check washing" or other fraudulent items presented for deposit at our bank or fraudulent items paid against our customer's accounts?
	The ability to detect a fraudulent item from physical review of the original check cannot be guaranteed. Even if a bank elects not to go to check truncation/ CHECK 21, they will still receive IRDs in the inclearing stream once CHECK 21 becomes effective. Image-survivable security methods are available that may become more widely used in the future.

	How do you catch invalid signatures, etc? Within the 24 hour timeline if we do not actually see the item?
	CHECK 21 facilitates check truncation and electronic clearing of checks, which should lead to a reduction in check fraud. With electronic clearing, return items can be flagged and dealt with much sooner than with conventional, paper-based clearing systems. As well, the paying bank can have access to the image much sooner than a paper check would be available. This all contributes to earlier identification of potentially fraudulent items, which helps reduce exposure to check fraud losses. With electronic clearing and image exchange, you must be able to make pay/no pay decisions (such as signature verification) from the image. 

	Will IRDs only be sent to banks that do not receive images? Or is this like a certified copy?
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	IRDs will only be sent to banks that require a paper item for clearing.

	Legislation

	Where can I find additional information about check 21?
	House (HR 1474) and Senate (S 3034) Bills can be found at http://thomas.loc.gov/. Additional information can also be found at http://www.eccho.com

	Will the final law/bill provide one standard presentment format?
	The advocated presentment format is the American National Standard X9.37. 

The Fed is adopting this format as announced in an October 3, 2001 press release which indicated the Fed's adoption of a single MICR detail transmission standard that conforms to the ANSI ANS X9.37 format. 

	What data is sent along with the MICR info: such as the BOFD routing number and the converting bank's transit routing number?"
	The requirement for data that is sent with the MICR info is defined by exchange standards such as ANSI X9.37 and inter-bank agreements. Typical data would include identification/ endorsement information for the BOFD, truncating bank, and presenting bank. As well, any further intermediary bank must add their "endorsement" information to the endorsement chain. There are also data required to assist in processing the cash letters, bundles, and items. The image data may also be included along with optional fields that flag any image quality or image usability suspects. 

	Why not clear items using the ACH system?
	Certain check items can be converted to ACH transactions and processed through the ACH system under NACHA Rules. However, only certain types of items are eligible for ACH check conversion, and authorization (or notice) must be received/ given to the check writer to convert the items. Under Check 21, authorization is not required from the check writer to truncate an item, and Check 21 applies to all checks. 

Within an image interchange environment, items can be cleared and posted sooner than in an ACH environment.

Banks must make a business decision regarding adopting a check conversion program.

	Will our members with Business Checking Accounts be able to deposit checks they receive via this electronic method to us?
	Yes, if you enter into agreements with them to do so. If a retailer does a "remote image deposit" you need to understand the effects of indemnification and warranty that you will adopt. That will be defined by interbank agreement when you clear the image of the item. If the image deposit contains an item drawn on one of your accounts, you will also be responsible if you create an IRD to satisfy the request of the drawer.

	Are the consumer protections for customers who receive physical checks only or ALL consumers
	The Check 21 consumer protection provisions apply to bank customers who receive a substitute check that is charged to their consumer account with the bank. 

	Are all financial institutions required to image checks?
	No, you can still process in a MICR paper environment but you will be required to receive IRDs versus the original paper checks.

The decision to participate in image exchange agreements can be taken based on costs and potential benefits, competitive positioning and your available technology.

	Will there be any speed up of forward collection?
	The legalization of an IRD means that banks that elect to (and the FED) can clear images across the nation. This enables speed up and less dependence on air and ground transportation. IRDs would be printed at a point close to paying banks that can not accept images.

It is expected that either through image interchange, or through non-local items now being presented effectively locally through IRD printing, that the volume of items being cleared before 8am on the second day requiring "same day settlement" will increase substantially. 

	What if, under Check 21, a bank does not participate and still uses Microfilm has its outgoing cash letter lost or destroyed? Could they recreate the cash letter from film?
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	Note that you cannot decide to "not participate" in that after Oct 28, 2004, you must accept IRDs. You can elect not to establish image-clearing agreements with any other institution. 

However, since the bank is presumably not image enabled, then you can still use whatever procedure is in place today to recreate the cash letter in the scenario described since there are no implications of generating IRDs from the outward clearing process.

	Regulation CC

	Will check21 change the Reg. CC time lines?
	As image clearing becomes more widely used, there may be less need for extended availability times for nonlocal items that are cleared electronically. Through the Expedited Funds Availability Act, the Fed has a responsibility to monitor availability times and shorten as warranted. 

	How will this effect Reg. CC?
	The Check 21 Act will have no immediate effect on Reg CC. However, it is expected that at a future time the Fed will issue a new Reg CC subpart for the Act. 

	This will be a definite impact on Reg CC. How will depository institutions know if the drawee bank is using image transmissions?
	It is not an issue of whether the drawer bank uses images, but whether the institutions through which a bank clears accept them. If our correspondents accept images, we can deliver images to them (by agreement).

	Do you expect changes in Reg. CC?
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	The Federal Reserve has published for comment proposed amendments to Reg CC that would add a new subpart D to implement Check 21. For details refer to http://www.federalreserve.gov/BoardDocs/Press/bcreg/2003/20031222/attachment.pdf

	Operations & Other….

	What happens if the terrorist just cut the data lines?
	Most network providers have backup routing with their networks. That would not solve a massively broad "cut", but minimizes the likelihood. The internet topology does allow for dynamic re-routing and a lot of those techniques are used in private networks too.

	What is the sneaker net?
	"Sneaker-net" is a term used to describe a non-network or non-communications delivery method for the images. In theory, the images could be put on disk or tape and hand carried to their destination (giving rise to the term "sneaker-net"). However, mailing, couriering or overnight shipping are also considered part of "sneaker-net". 

	What about network attacks, hackers, etc?
	Banks are advised to apply their normal due diligence & security practices when designing communications networks, Internet firewalls, etc. that are intended to handle sensitive data. 

	What will be the sec code on the ach entry?
	Items truncated under check law are not ACH entries. Thus, there is no SEC code for checks that are truncated in association with Check 21. 

	Are you going to make a brochure for us to provide to our customers to help explain?
	NCR is currently developing a set of white papers covering multiple topics around Check 21 that will be available on our web site in due course. However this material is targeted specifically to FIs.

It is expected that the Fed and other industry organizations such as the BAI will be providing material focused towards the bank’s customers.

	If we are currently outsourcing to a third party (jack henry assoc), what steps will the bank need to take versus what jack henry will need to do.
	You need to understand the processes and services that your service provider will undertake. In reality the main implication is that you may get IRDs from them whereas today you get incleared original checks. Read your service provider agreement in case it may let them participate in image clearing on your behalf. This will affect the costs and risks of being a truncating bank!

	I do not understand the power encode/single pkt statement
	If you have image POD, you can assign the value of the check to the image and therefore you do not need to encode the amount on the check. If you have a single pocket encoder, you have no way to assign a value to a paper except by encoding the item.

	What do you mean by "making sure your vendor doesn't take the path of least resistance"?
	Banks and Credit Unions need to make sure that the software vendors fully understand your environment and operation. These vendors need to customize their software to meet your unique needs versus handing over a vanilla solution that will require additional software modules and / or expensive modifications in a few months or years.

	Why is it called Check 21?
	It is officially the "Check Clearing for the 21st Century Act" and has a defined short form of "Check 21 Act"

	How does CHECK 21 differ from current electronic presentment?
	With current pre-CHECK 21 electronic presentment (ECP) models, typically only the item data without the image is exchanged and the original paper check follows. Images can be exchanged today if the appropriate agreements are in place (including an agreement with the customer that their items can be truncated). Under truncation and image interchange as facilitated by Check 21, images can be exchanged and presented without the original check following as long as the appropriate interbank exchange agreements are in place and the presenting bank has arranged for IRDs to be printed for paying banks that require paper. 

To satisfy CHECK 21 requirements, some enhancements will be needed to current electronic presentment systems such as including endorsement chain and audit trail information in the electronic presentment files, providing a means to request the original paper item or a better copy if needed, and providing image locator references if needed. 

Notwithstanding the above, Check 21 does not impose any direct rules or specific requirements related to electronic presentment. By legislating substitute checks (IRDs), CHECK 21 allows interbank agreements to be used to enable electronic clearing without the concern as to whether an intermediary, the paying bank or the drawer needs the original check back.

	Who benefits financially from CHECK 21?
	In general, Banks and Credit Unions can reduce costs versus processing paper. Their customers and members will experience reduced float on deposits. There should be a financial benefit to financial institutions that establish interbank image clearing agreements. It should be less expensive to exchange files rather than physically transport paper. As time progresses, the number of physical pieces of paper being transported will decline and the effective cost per item for those continuing to clear paper will increase.

In addition since customers can no longer be guaranteed that they will get their original checks back in their statements, we expect many FIs will use this as an "incentive" to move customers onto such as image statements. It is obviously up to the FIs whether they want to pass on resultant savings to their customers in terms of lower service charges.

	If the BOFD has chosen not to image, in what form (original item, image, IRD) will we as the drawee bank receive the item?
	That depends on the agreements that you have with the institutions that deliver to you. The drawee or paying bank will establish an agreement with the presenting organization (bank, or clearinghouse) as to whether they choose to receive paper or images. For example, if you have an image clearing agreement with the FED and all your work comes in from them, you will only see images. Work coming from other sources will depend on your agreements with those sources. In lieu of any agreement with a delivering institution, you will either get the original check, or an IRD.

	What happens when the clearinghouse sends an imaged check to a bank that needs an IRD?
	They can only send an "imaged check" in a file. If you are not receiving image clearances, you won't understand the file and therefore you have not received the item. If you require an IRD, the clearinghouse would need to arrange to have an IRD printed and sent to you. 

	Will Check 21 affect US Savings Bonds?
	Check 21 defines a check as 

(A) a draft, payable on demand and drawn on or payable through or at an office of a bank, whether or not negotiable, that is handled for forward collection or return, including a Substitute Check and a travelers check; and 

(B) does not include a non-cash item or an item payable in a medium other than United States dollars".

Savings bonds do not fit into this definition so would not be eligible for IRDs.

	Are the images and data sent together, separately or are there various methods?
	Various methods or models are possible. The main ones are data and images sent together, data and images sent separately, data send first and selected images sent later on request. 

	What happens if the check doesn't get imaged correctly, and then can't make it thru the system? Let's face it, if the document (check) is shredded, how will we ever be able to go back and research it??
	It is expected that Rules and Regulations will put responsibility for the original image at the point of truncation. Therefore, the truncating bank (may or may not be the BOFD) must assure that the item was imaged "acceptably". The truncating bank must also retain the paper item for a specified period (determined by applicable Regulations and Agreements) in case a "better" image or copy is needed. Retention period may also be influenced by the truncating bank's tolerance for the risk that the paying bank needs a better image or copy and the original item is no longer available.

 

NCR will deliver Image Quality and Image Usability features that not only will identify potentially suspect bad images, but will also support the outsorting of these suspects such that they can be processed and cleared if required through a physical check cash letter. 

	How can you avoid duplicate payment?
	Collecting bank processing systems will have to ensure that an item is only presented once for payment (exception would be an item returned unpaid that is being re-presented). Particular attention would have to be given to preventing situations such as an item being cleared as both an electronic item and a paper item. Similarly, the paying bank inclearing processing systems should check that an item received for payment is not a duplicate of a previously presented item (with the same exception around returns being re-presented). 

	Can you explain what you mean by "Day 2 Applications"?
	Day 1 capture would be to capture inclearings for example. Examples of Day 2 applications are: Returns, Reconcilement, Exceptions, Research and Web delivery.

	How do we capture the dollar amount of the check if encoding is not necessary?
	If you do not participate in an image exchange agreement, checks arriving at your inclearing facility will still need to be encoded with the amount (as that is the current and unchanged standard for clearing). A substitute check must also be encoded with the amount to be delivered to a bank. 

If you accept a transmission of check images, there will be associated electronic data with the check including the check amount. 

	Do we have to encode checks before shredding checks?
	If you have image POD, you can assign the value of the check to the image and therefore you do not need to encode the amount on the check. If you have single pocket encoders, you have no way to assign a value to a paper except by encoding the item.

The original paper item will have to be retained for a period of time commensurate with interbank agreements and the degree of risk associated with destroying the item. 

	Do you know how much this is going to cost each institution?
	The Federal Reserve is still evaluating and determining their fees associated with Check21 initiatives. Take the case of a non-image, traditional processing bank today. Check21 says that they will have to accept, when presented, an IRD in place of the original document. Hence, the law does not require that bank to transition to an imaging environment. As long as their traditional MICR based system can handle a paper IRD, that bank should be okay "operationally." However, will there be additional expense or costs associated with receiving, printing and / or processing paper IRDs? The consensus is Yes. Don't be surprised if the paying bank ends up incurring the cost associated with presentment of the IRDs. It is being talked about in the industry. 

Banks also need to understand the "expedited re-credit" provisions so that you know how to process any customer claims.

	Can you comment on the different pricing models of the DTA's - or Image Exchanges?
	You will need to evaluate the processing costs, warranties expected, and your internal costs of interacting with one or more image exchange providers.

	As a participant in an established image exchange network (ex: Endpoint Exchange), how many inbound transmissions should I expect to receive during the day
	Endpoint Exchange (EE) has a processing environment whereby check images are available to you at your site throughout the day. They have a single nationwide settlement deadline time. The EE system in your bank holds the image items until your systems "pull" them out. Although you could take small numbers of items almost continually, you could also take fewer extracts with more items. That is part of the agreement that a bank has with the clearing agent (like Endpoint) and how they may wish to make the maximum use and benefit from image clearing.

	What are the implications for Controlled Disbursement processing?
	In a check truncation/ image exchange environment, controlled disbursement products will have to work from the image and item data. 

	Only once for presentment? What about re-depositing checks?
	As the Substitute Check is usable in the same way as the original, it is possible that an IRD could be represented or re-deposited. 

However, if you are the BOFD and you truncated the original item, you could deliver the original item back to your customer who could represent the original.

	What additional hardware/software will we need to implement Check 21?


	You do not need any additional hardware or software to be able to continue to process checks as you do today.

In order to participate in image clearing agreements, you will need image capture capability to send images. You also need to consider where and how you will store the off-us items for a temporary period. You need to consider the use of an image archive (for all items) as it makes the storage (and retrieval from storage) less of an issue. You need to consider whether you can accept images as inclearings and whether you can do your other processes (payment decisions, statements etc) based on received images.

It also depends on what solution you have today. 

Additional questions can be addressed to either Curt Colby or John Taylor at 406-256-7366 & 251-633-7768, respectively. Also their e-mail addresses are: curtis.colby@ncr.com & john.l.taylor@ncr.com 


The content contained herein is based on information available at the time of release. All responses are subject to change or revision based on the final outcome of the approved Check21 legislation.
