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Disclaimer

This course provides an overview of general payments. Responsibility for
compliance with all legal and regulatory requirements remains at all times with
individual users. This presentation and the information contained in it are not
intended to be used as legal advice and Viewpointe provides this materialh a s
| swithout warranty of any kind, either express or implied, including, but not
limited to, the implied warranties of merchantability or fitness for a particular
purpose. This document could include technical inaccuracies or typographical
errors and individual users are responsible for verifying any information
contained herein.

The information in this document and discussed in this presentation is the
exclusive property of Viewpointe Clearing, Settlement & Association Services,
LLC. It may not be copied, disclosed, or distributed, in whole or in part,
without the express written permission of Viewpointe. © 2009 Viewpointe
Clearing, Settlement & Association Services, LLC. All rights reserved.
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Check 21

Aln 2003, a |l aw called The Check
which changed how most financial institutions processed check
payments

A Check 21 authorized the use of substitute checks

r

A However, it did not:
Grant check images the same legal status as paper checks
Mandate that financial institutions send or receive check images

Mandate that financial institutions that currently provide images must
provide substitute checks

Determine what constitutes legal presentment
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Where We Are

A The Check 21 Act has prompted the creation
other services that has caused a profound
change in check processing, most notably:

A Image exchange
A Remote deposit capture
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Image Exchange

A Image processing
Image archiving and processing are routine
business practices today

Fewer substitute checks are being printed

A Single or multiple presentment point options
are available depending upon clearing
channels

Correspondent bank
Clearing house

Direct presentment
Federal Reserve Bank
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Image Exchange

v

A Image cash letters (ICL) provide financial
Institutions with the opportunity to present items
multiple times throughout the day

Large-dollar item clearing
Greater availability

A Not being required to transport paper provides
opportunities to present to more endpoints than
before
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Image Exchange

v

A Forward checks move faster
Image delivery may expedite collection

A Return checks move faster
Earlier return notification due to faster clearing

A Return checks also impacted because bank of
first deposit (BOFD) endorsements are missing
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Image Exchange: Faster Clearing

v

A Faster clearing provides many benefits:

Better availability of funds for financial institutions
and their customers

Next business day clearing of most large-dollar
items (might take several days to clear via paper
process)

Reduces opportunity for kiting schemes and returns
exposure
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Image Cash Letter: Digital images of paper cash letter;
includes both the MICR data record and the check
images transmitted from the sending bank to the
receiving bank
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SENDING BANK

CUSTOMER (BOFD) |
RECEIVING BANK
— — = RECONVERTING BANK PAYING BANK
i ; ; / Substitute Chec_:k: A paper rep_roductlon
= =] =] _ . from an electronic record of (or image of)
— — Reconverting Bank: an original paper check that was
STORE CHECKS First Fl to create or previously truncated. Must meet the
transfer the substitute definition of a substitute check from
Truncation: Stop processing of check Regulation CC Subpart D and applicable

physical paper item(s) and forward standards (X9.100-140)

electronic image(s) and MICR data
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Shared Archive

Image Archive: Facility of the sending bank and/or
the receiving bank, or of a third-party agent that
stores images for and makes them available to the
receiving bank and/or the sending bank
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= = Electronic Record: Governed by check law and created from
=1 [=] 1= entire MICR line on a check, suitable for posting to a
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Image exchange requires MICR data record to be sent along
with or preceding/following the image of the physical item
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Avg # of Images Rec / Day
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# of Recelving Institutions
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# of Image Based Trans.
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8 Paper Check Law

A Years of check law
A UCC statutes: state law that covers the clearing
of checks
o0 states
A Litigations
Centuries
Countries
A Federal Reserve Operating Circular 3 (OC3)

Legal agreement by which the FRS provides check
collection services
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8 Paper Check Law

A Reg J
General rules for checks and collection of items
through the Federal Reserve
A Regulation CC: Federal regulation that covers
aspects of clearing of checks

Establishes the abllity to create a substitute check
Image exchange left to institution agreements
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Image Exchange Law

UCC statutes
None

Litigations
None

Fed regulations
Not for private sector exchanges
ECCHO Rules: defines the legal framework for

Institution-to-institution image exchange and
operations

Used for private sector exchanges

Check 21
Covers substitute checks, not imaged items
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Image Exchange Law

v

A Agreements are an essential element for the
financial institution in managing risk

A Agreements with clearing channels

Know what risks you have assumed through
agreement

Make sure your procedures are in line with your assumed
risks (image quality assurance)

Essential for adjustments and collections
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8 Need for Rules

A Need for image rules beyond the Check 21 Act

Check 21 is image-based and encourages image
exchanges

Electronic exchanges are not covered by Check 21

Electronic exchanges require agreements

Warranties and indemnification of Check 21 made by

reconverting bank not carried back to original imager of
item
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mn- :‘tm. ~ lin;) :;‘ *' 1’ -
Reconverting Payi'ng Bank Customer

Collecting Bank

Bank
(BOFD) Warranties & Indemnification

1) Check 21 covers these relationships J

2) Reconverting bank makes warranties & indemnification
to other parties
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Risk avoidance T clearing house rules
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