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Talking Points

» Rules and Regulations
» Returns
» Agreements
» Adjustments
Encoding/Amount Error
Non-Cash Item/Non-Conforming Image
Late Return Claim
Entry in Error
Wrong Payee Credited

Breach of Warranty Claims
ECCHO Rule 9
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Paid/Duplicate
Not Our Item
RDC Indemnity

Unauthorized Remotely Created Check/Rule

Pricing Error Adjustment



Governing Rules & Regulations

o UCC midnight deadline (UCC 4-301)
e Reg CC expeditious return requirement (8 229.30)

e Fed OC 3 Rules
e ECCHO Rules

 Third party providers for operational procedures and
settlement
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Return

» UCC = requires you make the
determination to pay or
dishonor the item by
midnight of the day
following presentment

» Reg CC = requires items to
be returned, to be handled
expeditiously

» Return must reach
depositary bank by 2:00
p.m. (local time) two
days after presentment
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Return
Deadlines

Monday

Tuesday

Wednesday

Thursday

Depositary Bank

Paying Bank

Paying Bank

Depositary Bank
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Checks Deposited
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—» Return Candidates
identified

@ Return Deadline
Timeclock Starts
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Checks Posted =
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Return Decisions

Reg CC 229.31(b)
requires that returns
be received by 2pm
local time on the
second business day
following the banking
day on which the check
was presented

Return Initiated

UCC 4-301 requires bank
to determine to pay or

return the item by
| midnight of the banking

If > $5,000 Notice of
non-payment by 2
pm local time

day following the banking
day of presentment




» Current statutory and regulatory
provisions do not cover the
adjustment process

» Adjustment agreements provide:

» Guidelines for adjustment
claims

ACIJ ustments - » Specific adjustment types that
By Ag reemen t are accepted

» Definitions
» Related timing

» Minimum dollar amount
permitted

» Documentation requirements
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Adjustments - By Agreement

Federal Reserve OC 3

Section 20.0

» References online Check Adjustment Quick Reference Guide
o Governs the handling of electronic adjustment requests

« Eligible for adjustment via FRB?
o Forward or return item must have been exchanged via FRB

ECCHO Adjustments

ECCHO Adjustment Rules & Matrix
» Apply only to Members using the ECCHO Rules

o Govern the handling of electronic adjustment requests through various providers
« Eligible for adjustment?

o May adjust item under ECCHO Rules whether or not forward or return item was
exchanged under the Rules
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Federal Reserve Top Check Exceptions

Exception Type Volume Trends

ENC and PAID exception types account
for 74% of the cases received for the
period:

®  ENC (Encoding Error)

=  PAID (Paid Twice)

®  NCH (Neon-Cash Item)
= LC (Late Return Claim)
= LR (Late Response)

" ERR (Entry in Error)

LR (Late Return Disclaimer) = < 1]

Incoming Volume from \
Financial Institutions

January 2025 — August 2025

ERR L URCC
2% 3% 1%
NCH12% .

PAID 22% =
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Note: These numbers do not include incoming adjustments from Government Agencies or FRB Processing
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Used to request a credit or
debit entry for an item that
was clearly encoded for an
amount different than the
legal (written) amount or
the written amount and the
encoded amount on the
image are the same but
differs from the amount
stated in the image
cash/return letter.

Can be submitting by either
the BOFD or the Paying
Bank

s
Reported within six
calendar months of the

cash/return letter date -
Same day entry

After six calendar months,
but within one year - Deal
direct, no entry

Legal / Written Encoding Cash Letter Listed
Example 1: Twenty-two dollars $2,200.00 Cash letter says $2,200.00
$22.00 Cash letter says $2,200.00

Example 2: Twenty-two dollars



Amount Error - Legal Amount - ECCHO Rules

Encoding Error
or Misread

180 Calendar
Days with entry

J

More than 180
Calendar Days
up to 1 year

without entry
J
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Paid Item (PAID) - FRB

A
M—dﬁ—

Retum/Adjust as
Duplicate to BOFD A

-l_q‘:f-:-';?; ==

Return/Adjust as
Duplicate to BOFD B

o 2 ——

IMAGE

BOFD A

Paying Bank C




Paid Item (PAID) - FRB

» Used to request a credit entry for an item that is being refused either
because it is the original check (or the legal equivalent) or a photocopy
and the other item has already paid.

» An adjustment request can be submitted for either item (first or
second presentment/return).

» Reported within six calendar months of the cash/return letter date -
Same day entry

» After six calendar months, but within one year - Deal direct, No entry

» No attachments required
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PAID is not the same as DUP!

» Fed error type DUP should not be used
to report items that paid twice

» Duplicate Entry (DUP) is used to
request a credit or debit adjustment
entry be investigated and reversed
because it appears to be a duplicate
entry.

» Within twenty business days of the
most recent entry day - Same day
entry

(S




was asked to pay based on an item that it
already has paid. This is for a claim arising

$ An institution received an item for which it
under duplicate warranty provision.

Duplicate
Presentment

- ltem -
ECCHO Rules

180 Calendar Days with entry

More than 180 Calendar Days up to 1 year
without entry




Non-Cash Item (NCH) FRB

» Used to request a credit entry for a non-valid item
(zero-value) that was included in the cash/return
e — . letter total, an item was included that does not meet
" * legal equivalence requirements for Check 21 or the
e e e image received in an X9.100-187 (X9.37) image
cash/return letter is deemed to be non-conforming by
the receiving institution.

» Examples of NCH include - an empty carrier, a
control document, a deposit/withdrawal ticket, or a
mutilated item. Check 21-related Non-Cash Items
include situations in which the image on the
substitute check does not match the MICR line on the
substitute check (mismatched items), the substitute
check has more than one legal legend (or no legal
legend), or the substitute check is an image of
image. These examples are not all inclusive.

(S




Non-Cash Item (NCH) FRB

Within twenty business days of the cash/return letter date - Same day
entry

[

After twenty business days but within six calendar months - Entry after
notification to the offsetting institution, who is advised to respond
within twenty business days

After six calendar months but within one year - Deal direct, no entry

A legible photocopy of the item is optional
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» Image Missing

» Ineligible Item

» Invalid RT
Non- » Item fails to meet image quality standards,
COnforming image of item is missing, item contains and
invalid or undefined routing number or invalid
Image (NCI ) - data for specific file type, or the item is
ECCHO Rules ineligible for image exchange

» Within 20 business days with entry

» After 20 business days and within 1 year
without entry
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Not Our Item (NOI) - FRB and ECCHO

(S

Used to request a credit
entry for an item that
was charged in a
cash/return letter but
the item does not bear
the receiving institution’s
routing number in the
MICR line or indorsement
area (for return items).

After twenty business
days and within one year
- Deal direct, no entry

Reported within twenty
business days - Same da
entry

Legible copy of front and
back of the item required



When are late returns allowed?

» Check was presented to Paying Bank on Monday, November 17. Check
was returned by Paying Bank on Friday, November 21.

» Check was presented to Paying Bank on Wednesday, October 22.
Check was reported as counterfeit by account holder on Thursday,
November 6. Check was returned on Friday, November 7.

» Check was deposited at BOFD on Tuesday, November 18. Check was
presented to Paying Bank on Wednesday, November 19. Check was set
to return on Thursday, November 20, but the return cash letter wasn’t
created and sent out until Monday, November 24.




Late Return Claim (LC) - FRB

» Used by the Depository institution to request a credit entry
regarding their allegation that an item was returned to them
late by the Paying Bank.

» Must be $100 or greater
» Within two calendar months - Same day entry

» After two calendar months and within one year - Deal direct, no
entry

» Copy of the Bank’s Claim of Late Return Form is required

» Legible copy of the front and back of the item is required
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Late Return Disclaimer (LR) - FRB

| lll




S100 or more

Must be submitted 60 calendar days from presentment of the
return item

To disclaim it must be done within 20 business days from the
receipt of the late or disputed return item

Copy of item required



» Indemnity to protect second depositary bank that
received deposit of paper check that was returned
unpaid because the check was previously
deposited at another depositary bank using RDC
service

RemOte » Indemnity provided by first depositary bank that
De pOSit » Is truncating bank because it accepts the
deposit of electronic image or electronic
Ca th re information related to the original check;
|ndemnity » Does not receive original check;

» Receives settlement or other consideration for
electronic check or substitute check related to
the original check; and

» Does not receive return of check unpaid




RDC Indemnity

ICL

Deposits image @
E/ RDC Bank/BOFD A
@ RDC agreement
\/\

Payee Agreement

- Paying Bank
ICI_

R

Return check or adj
duplicate

Deposits paper check w/o
RDC Restrictive
indorsement

Paper Deposit Bank/BOFD B
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@mﬁm

RDC Indemnity Claim

Processing

RDC Indemnity claim may be made against any
RDC depositary bank that meets the required
conditions for providing the indemnity

For Fed exchanges, use Warranty/Indemnity
Claim (WIC) associated with RDC items with RDC
form

For ECCHO exchanges, use Warranty/Indemnity Claim (WIC) for RDC Indemnity Claims within

1 year according to ECCHO Adjustment Matrix

- Use Sample RDC Indemnity Claim letter to provide

necessary information

Claim can be made to any one RDC bank,
even if multiple RDC banks are subject to
the conditions of the indemnity

Within 90 calendar days of the PAID adjustment or
return letter date (after 90 calendar days deal direct)

Both PAID items must have been processed by Fed

Check with Fed to ensure conforming with all
requirements



Restrictive Indorsement

Indorsement which
limits further
negotiability of a
negotiable
instrument

“For Mobile Deposit
Only to ABC
Financial RD Service
Only”, Account
Number, & Signature

J




Entry in Error (ERR) - FRB

» Request a credit or debit adjustment entry made
in error be investigated and reversed

» Within 20 business days - Same day entry

Entry made after approval of offsetting
institution. Request offsetting institution to
respond within 20 business days or entries will
be made

» After 20 business days and within one year -
grRO®

» Unless you are disputing an entry that requires
documentation, attachments are not required
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Entry in Error (ERR) - FRB

(Claim of Damage Due to Underencoding Adjustment)

>

(S

Request for credit for an underencoded item charged and for which you
are unable to collect the funds

» BOFD warrants the encoding after issue under Reg CC warranties

» Paying Bank can disclaim item that was underencoded by the
BOFD to protect themselves from a loss

Within 20 business days - Same day entry

After 20 business days and within one year - Entry made after approval
of offsetting institution. Request offsetting institution to respond within
20 business days or entries will be made

Claim of Damage Due to Underencoding Adjustment Form is required



Claim of Damage Due to Underencoding

» Check for $365.95 - Encoded as $65.95 (underencoded for $300)
» Paying Bank unable to collect the additional $300
» Has claim back to BOFD

(p)

~/

Deposit Check

Underencoded

BOFD Warrants Correct Amount
Customer Received

Credit for the Encoding Adjustment
\ Correct Amount “
| $365.95
“ ( )
DepOSiting « Z - Account Closed
Customer Customer,

or
Insufficient Funds

Claim of Damage Due to
Underencoding
Adjustment

BOFD Paying

Bank
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Remotely Created Checks (RCC)

» Not created by paying bank
e Defined in Reg CC §229.2 (fff):

o Check not created by Paying Bank and that does not bear a signature applied by person on
whose account the check is drawn

' Reg CC 5229.34 (b): Warranty from depositary bank (BOFD) |

« Bank that transfers/presents remotely created check and receives settlement or other
consideration warrants to transferee bank, any subsequent collecting bank, and paying bank that:

o Person on whose account remotely created check is drawn authorized issuance of the check;
o In the amount stated on the check and to the payee stated on the check

E Cla i horized RCC )

» Not provided in Reg CC - claims are covered by rules and agreements
o ECCHO Rules (Rule 8 or adjustments)
o FRB OC 3 (adjustments)

@nﬁm




Uses for Remotely Created Checks

Business purposes

Definition
Reg CC §229.2 (fff)

How many are
presented each
year?

e Just in time
payments

* Internet payments

(S

e RCC is unsigned
draft authorized by
account holder and
not created by the
paying bank

e Contains a MICR line
- same as any check

e Processes through
the banking system
as a check

e *Federal Reserve
Retail Payments
study stated 2.3% of
checks written are
RCCs

e Estimated 14.5
billion checks
written in that same
period

*Source: FRB P



Samples with EPC ‘6" value

Business-sized Check

NAME OF COMPANY 101
STREET ADDRESS PR
CITY, STATE _— A‘PI’E-L 4, 2025
oroemor___ECCHO | §| 201200
Two thousand eighteen dollars 00/100 | @

Financial Institution Name
Street Address

e g Authorized By Drawer N
Memo ‘
"O00000:0 4 ERNLZILSETAOR L2ILSETA" SO000D0 R 23L G,
T Consumer Check
RCC NOt SighEd Team Checks
. o po . 123 Main Street CORTERRD
identification by drawer Nashile, TN 37203 o April4, 2025
PAY TO THE
ORDER OF ECccHoO ;) § 201L8.00
Two thousand eighteen dollars 00/100  poitars B ==
ABC Bank
3710 Rawlins Street
Dallas, TX 75219 Authorized By Drawer -
Memo
y §
B ifiLSE?AOR afILSE AN 00000k 23L 5"

@mﬁ“‘ RCC

identification




Remotely Created Checks and Fraud

Unsigned Draft Liability with BOFD

Vulnerable to fraud because does not bear .
drawer’s signature - no readily verifiable Regulation CC transfer/presentment
indication of authorization warranty:
A\ y S )

- Consumer complaints of alleged fraud with
RCCs - Bank that transfers or presents a remotely
- Unauthorized RCCs can created risk and created check and receives a settlement or

P other consideration provides the warranty

/ -\
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» Used by the Paying Bank to request a credit entry
in response to their allegation a remotely created
check was not authorized in the amount stated on

the check to the payee indicated on the check and
FRB does not bear a signature applied, or purported to
be applied, by the person on whose account the
AdeStmentS' check is drawn.
. ) » A copy of the customer’s written statement
U nauthor]zed asserting under oath that the item in question was
unauthorized is required, and a legible photocopy
Remotely of the front and back of the item in dispute
» Within 90 calendar days of cash letter date
Created Check
» Same day acknowledgement
(U RCC) » Provide entry within 5 business days
» After 90 calendar days

» Deal direct, no entry
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» It allows a receiving ECCHO Member to make
an RCC warranty claim by delivering the item
(either as a returned Electronic Check, a
returned substitute check, or other returned
item) to the ECCHO Member that is the

ECCHO Rule 8 Claim - Depositary Bank through the return check
Remotely Created process. As an alternative to using the Rule 8
Check Warranty Claim claims process, ECCHO Members can make RCC

warranty claims through other channels, such
as by making the claim using an adjustment
process (whether under the ECCHO adjustment
rules or otherwise) or by making a written
demand on the Depositary Bank.
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» A check was made payable to Jim Smith, who
is currently stationed overseas. Jim asked his
brother Steve to take the check to his
financial institution ABC Bank and deposit the

Wrong Payee check into Jim’s account. Steve got confused
: and ended up at XYZ Bank and asked to

Cred]ted deposit the check into Jim Smith’s account.

(WPC) Coincidentally, XYZ Bank did have an account

for Jim Smith and allowed the check to be
deposited accordingly; however, it was not the
correct Jim Smith. Now Jim is wondering how
he can get his funds back from XYZ Bank.

40




Used by depository bank to request
a debit entry for an item
incorrectly processed, credited and
paid to the wrong payee

Credit will be passed to the bank
item was presented to

No attachments required

Timing:
Within 6 calendar months:
« Same day entry

After 6 calendar months,
but within 1 calendar year:
 Deal direct

« Respond within 20 business days with
information



Wrong Payee Credit - ECCHO

Depository Bank seeks to pass credit to maker’s
m account at Paying Bank to correct error in payee
processing/credit of the item.

e Within 180 Calendar days for same day entry
=22

Wee After 180 calendar days and before one year -
E without entry
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Pricing Error Adjustment (PEA) - FRB and ECCHO

FRB use only

Initiated by FRB at request of Bureau of
Fiscal Service (BFS)

- when BFS determines bond was
redeemed or processed for incorrect
amount”®

Disputes regarding PEA

- Use Entry in Error (ERR) adjustment
request

- FRB will contact BFS

- Agency will respond with correcting
entry or additional information

* Small dollar claims (525 or less) must be sent directly to BFS
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Breach of Warranty Claims

Returns are the best bet for correcting errors!

A Adjustments may exist for certain circumstances

g Breach of warranty claims are an option Altered checks
when an adjustment doesn’t exist Forged indorsement

N Counterfeit/forged maker sighature = Can send letter of indemnity, or
- no warranty claim Rule 9 claim if ECCHO members




» Not all claims have an
associated adjustment type

Demand Letter » Altered Check

» Forged Indorsement

Some claims must be handled
bank to bank through a

a demand letter or court
<!

proceeding
\ » Letter should state
» |dentification of Check
\ » Warranty breached
» Provide location for
(.

respondent to send
settlement

-

®
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Duty to Report

UCC 4-406 Customer’s Duty to Discover and Report Unauthorized
Signature or Alteration

(c) If a bank sends or makes available a statement of account or items
pursuant to subsection (a), the customer must exercise reasonable
promptness in examining the statement or the items to determine
whether any payment was not authorized because of an alteration of an
item or because a purported signature by or on behalf of the customer
was not authorized.

(f)...a customer who does not within one year after the
statement...discover and report the customer’s unauthorized signature or
any alteration on the item is precluded from asserting against the bank
the unauthorized signature or alteration

(S




-or-

Disclaim - Back to
Available S to CoveK \ Paying Bank

Warranty Claim? —

Charge Customer COPY of WSUPP

ECCHO el ‘
R l 9 Cl 3 Within 15 business

uie aimm - days of request?
Forged/Counterfeit SSN
Check Warrant ) = ~

Deposited IMAGE IMAGE
Check

Bank X

BOFD Requests Copy of WSUPP
Within 15 Business Days
of receipt of claim

<

Drawer/
WSUPP Customer

Paying Bank

Depositing Within 60 calendar
Customer . - - - ” days of statement?
Sub Paper Image
Check Copy
Warranty Claim made directly to BOFD Banks are all ECCHO Members

Within 15 Business Days of receipt of WSUPP
Letter, Sub Check, Paper Copy (front/back), or Image







- . Continuing Education
22 AAEBEt Credits

Risk Professional

»Get Adjusted: A Guide to Check Adjustments

»December 11, 2025

» This session is worth 1.8 credits

® e Accredited
ACH Professional
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