CHECK 21 AND ELECTRONIC CHECK CONVERSION

To facilitate check truncation and electronic chegkhange, th€heck 21 Acauthorizes a new
negotiable instrument called aubstitute check™" A substitute check is a paper reproduction ef th
original check that contains an image of the fieomd back of the original check and can be procgsséd
like the original check. Th€heck 21 Acprovides that a properly prepared substitute cieetke legal
equivalent of the original check for all purposilse Check 21 Actloes not require any bank to create
substitute checks or to accept checks electrogicBlile Check 21 Acincludes new warranties, an
indemnity, and expedited re-credit procedures pghatiect substitute check recipien@heck 2lbecame
effective on October 28, 2004.

What to expect from theCheck 21law and check conversion

Your check will clear the bank faster than usualBe aware that if sufficient funds to cover your cke
are not in your account at the time that you semd gheck, there is an increased risk that youclklell
bounce. Banks are not required to make funds dtaita you on your deposited checks any faster than
the law permits, even if a check has already ctktre issuing bank.

Your original check will be destroyed after it is €anned to create a substitute check. The substitute
check serves as the legal copy, and the original@anent will no longer be on file with your bank.

FREQUENTLY ASKED QUESTIONS

General Questions

What is Check Truncation?

Check truncation refers to removing an originalgragheck from the check collection or return. With
Check 21a substitute check or an electronic image obtiginal paper check replaces the original check
in the collection or return process and is cledgnedugh the check-clearing network.

What is Check 21and what is its basic purpose?

Check 21s a federal law that is designed to enable btmksandle more checks electronically, which
should make check processing faster and moreaefitici oday, banks often must physically move
original paper checks from the bank where the chack deposited to the bank that pays them. This
transportation can be inefficient and costly.

How will Check 21make check processing more efficient?

Instead of physically moving paper checks from baek to anotheiCheck 21will allow banks to
process more checks electronically. Banks can oajtpicture of the front and back of the check@glo
with the associated payment information and trandms information electronically. If a receivinguk
or its customer requires a paper check, the bamkisa the electronic picture and payment informatibo
create a paper “substitute check.” This procesbleadanks to reduce the cost of physically hagdlin
and transporting original paper checks which cawudrg expensive.
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Is electronic check processing secure?

Electronic check processing is not new to the fomgnndustry and is a safe and reliable way of
processing payments. It uses technology that has teeveloped and tested to process your check
information securely.

DoesCheck 21mean that customers can't get their checks back itineir account

statements?

No. Check 21does not require customers to stop receiving chbakk in their account statements. The
contents of an account statement will continuegt@twerned by the account agreement between tlike ban
and its customer. Rather, when banks have agrggtae paid checks in statemer@heck 2Ipermits

the bank to provide either the original check suhbstitute check.

What changes can | expect whe@heck 21goes into effect?

You will notice a change only if you receive a ditbh#e check when you were expecting an original
check. For example, if you receive canceled chealtsyour account statement, you might begin to
receive a mixture of canceled original and subtitinecks. If you receive image statements (pistafe
several checks on a single page), you also magentitat some of the pictures are of substitutekshec

Will Check 21lincrease the speed with which checks are clearedtiween banks?
The speed of check-processing already has incréasedponse to check-system improvements other
thanCheck 21Thus, even now, once a check is deposited withrd, it is almost always delivered
overnight to the paying bank and debited from theck writer's account the next business day. Check-
processing speeds should continue to increase tioweras banks make further operational changes in
response t€heck 21That means money may be deducted from your chg@acount faster. Before
you write a check, it's always best to make sure ghecking account has enough money in it to cover
the check.

What is the difference betweerCheck 21and programs that convert checks to

electronic payments?

A check you write may be processed as a checkalincse, your rights are governed by check
laws and regulations. Some merchants, however,us@ayour check as a source of information
to create an electronic fund transfer. You musgikecnotice that your check may be processed
this way. Electronic fund transfers are governedlifferent laws and have different consumer
rights than check payments.

How is check truncation different from check convesion?

“Check conversion” is a term that generally retersonverting a “source document” (a check) into an
Electronic Funds Transfer (EFT) transaction foadleg through an electronic payment network, siech a
the Automated Clearing House (ACH) or debit cartivoeks. In the process, the check is used only as a
source of information and is not processed as ekcha@yment. The provisions Gheck 21do not apply

to EFTs. Instead, the clearings of EFTs are sulbjeRegulation E and the NACHA Rules. The types of
check conversions you may be familiar with include:

Accounts Receivable Check (ARC) conversion occursma consumer mails a check (e.qg., the
consumer’s payment of his or her monthly phong twlla company that, in turn, converts it to an
electronic transaction and clears it throughAlEd network. Generally, the consumer’s financial
institution lists the item on the consumer’s moytstatement as an electronic debit item and does no
provide an image of the item.
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Point of Purchase (POP) conversion occurs whereekdls submitted for an over-the-counter
transaction. The cashier swipes the check to captccount information and [usually?] returns the
voided check to the check writer, and the transads cleared through the ACH or debit card
network.

How is a convenience check treated with respect @heck 2P

Credit card checks are “checks” and, as such, doeitirned into substitute checks that, when halngye
a bank, would be subject to tlheck 21 Aés warranty and indemnity protections. However, the
consumer expedited re-credit procedures apply whbn a check is charged to a consumer account,
which includes only a deposit account.

Substitute Checks

What is a substitute check?

A substitute check is a paper reproduction of agirmal paper check that must (1) contain an imdgae
front and back of the original check, (2) bear aghfgtic Ink Character Recognition (MICR) line
containing all the information from the originaleddk MICR line, except as provided in industry
standards to facilitate substitute check proces¢B)gconform in paper stock, dimension, and othezw
with industry standards, and (4) be suitable faomated processing in the same manner as the alrigin
check See sample below.
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When is a substitute check legally the same as tbeginal check?

To be the legal equivalent of the original cheble substitute check must meet each of the requimsme
described in the previous paragraph and, in additraust (1) accurately represent all the infornratio
from the original check (i.e., must bear a legibtage of the original check), and (2) bear the heige
“This is a legal copy of your check. You can usth@& same way you would use the original check.”

May | use a substitute check as proof of payment?

Yes. You may use a substitute check as proof angay because it is legally the same as the original
check. For instance, the IRS will accept your sulistcheck as proof of payment. If you do not have
substitute check but have a copy of an originatkloe a copy of a substitute check, you usually nnsey
these documents as proof of payment.

What is the difference between an Image Replacemebiocument (IRD) and a

substitute check?

IRD is a technical term used by the banking induistrANS X9.100-140 to refer to substitute checks.
The term IRD formerly included other documents usekplace original checks, such as photocopies in
lieu used when an original check was lost or dgetipbut ANS X9.100-140 was changed so that the
term now only refers to substitute checks.

May | demand a substitute check from my bank insted of a copy?

Your bank may provide you with a substitute chdxk, it is not required by law to do so. If your kan
does not provide you with a substitute check, yswally may use a copy of an original check or aycop
of a substitute check as your proof of payment.

Is my bank required to tell me about substitute cheks?

Only the institution’s consumer customers who ree@aid checks or substitute checks along withr thei
periodic account statements are required to getdtiee. Any new consumer customers, who will get
back paid original or paid substitute checks inrtheriodic statement, must get the notice atitne the
consumer relationship is established.

Banks must also provide this disclosure when auwmes requests an original check or a copy of alchec
and receives a substitute check. In addition, #rklmust provide this disclosure if a check thescomer
has deposited is returned unpaid to the consunteiform of a substitute check.

Original Checks

Can | still get my canceled checks back?

If you get your canceled checks back with your actstatements today, you will continue to receive
canceled checks unless your bank notifies you wiker The only difference will be that some of the
canceled checks that you receive may be substih#eks. You can use a substitute check the same way
you would use an original check, such as for rdameging and proof-of-payment purposes.

Can | get my original check if | need it?

Banks are not required currently to keep your aagcheck for any specific length of time, abdeck 21
does not add any new retention requirements. Irnyroases, the original check may be destroyed.uf yo
request your ariginal check from your bank, younlbenay provide you with the original check, a
substitute check, or a copy of the check.
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Can | prevent others from using my original check ¢ create a substitute check?
No. Generally, any check can be used to creatéstisue check, except a foreign check. Banks hat t
customers must accept a substitute check as dne the original check because the substitute ciseck
legally the same as the original check.

What if | receive a substitute check representing &audulent original check?
Check law provides protections against frauduléetks so that generally you are not responsilyledif
notify the bank in a timely fashion. This is theseavhether you receive an original check, a suibstit
check, an image statement, or a line item on yocowant statement. If you receive a substitute clogéek
fraudulent original check, you may have additiangthts undeiCheck 21 Contact your bank for more
information.

Consumer Protection

How am | protected underCheck 2T

Check law protects you against erroneous and uoaréill check payments. In additid@heck 21
contains a number of new protections for consunt@sexampleCheck 21contains a special refund
procedure (called “expedited re-credit”) for a aamgr who suffers a loss related to a substitutelche

or she received

Please direct your questions concerning informatiahis document tdreasury
Manager@ushmm.org

Information reported in this document was obtaifrech www.federalreserve.gov
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