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=m I13G Background

NThe US Check System has had over 50 years to
be tweaked and perfected. The check image

system i just four. 0
Fred Herr, SVP Retail Payments Office, Federal Reserve Bank

www.i3ggroup.com B



=m I13G Background

Purpose:Remedy RAexceptionso processi
Industry

Goal: Quickly address large percentage of exceptions with few
changes:

Best practice recommendations
Better intra-communications among industry players

Influence on industry organizations (rules and
standards) to execute solutions

Members: Small, diverse cross-section of industry participants

Bank of America JP Morgan Chase
Federal Reserve Frost Bank
Midwest Independent Bank (ICBA) US Bank
Southwest Corporate Federal Credit Union

Wells Fargo Sterling Savings

North American Banking Company (ICBA)

www.i3ggroup.com



=m I3G Engagement Model with Industry
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mm kA site” tMicebhteo: sExxcieRopund lo n s

Delcravierrablresdf rom ARound | 0

A Electronic Endorsements
A Best practices document & recommendations

A TIFF Tag Standards

A Clarification on standards approach
A Recommendations to standards body

A MICR Line
A Best practices document for MICR interpretation & population

A Duplicate Events
A Pilot program & subsequent industry procedural recommendations
A Industry Notification System for Duplicate File Events

All Documents are available for download: www.i3ggroup.com



HE|
Tam Duplicate Event Pilot & Notification System

Pilot concluded in April
Procedures being refined for industry best practices document

Duplicate Notification System

Intended for industry-wide communication of duplicate file
events

Provides timely information and instructions on how to remedy a
duplicate event

Leverages FRBServices.orgp or t a l and FedMail E

Over 10,000 RTs can receive notifications i would like to
grow this over time to even further improve reach

Coming July 2009

www.i3ggroup.com 6
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“ 2= Round Il of Exception Issues

Goal: Proactive approach to reduce impact of low
volume/high cost exception processing for the industry.

Image returns (incoming monetary returns)
Clearing of non-imageable checks
Electronic administrative returns

Image integrity

WwWw.i3ggroup.com !



=® |mage Returns: Incoming Monetary

The Problem: Slow and costly returns process = Negative
customer impact.

Industry needs best practices and updated rules to
address proper use of return reason codes.

The Approach for Resolution:

Builds upon recently established industry returns hierarchy
recommendations

Devel ops a nfield guideo for re
operating scenarios to appropriately process

Recommends: Maintaining and carrying return reasons and
endorsements on X9 file. Retain all return codes and
endorsement chain in file.

www.i3ggroup.com 8



=® |mage Returns: Incoming Monetary

Detailed Recommendations/Actions

Monetary returns follow ICLR path

Administrative reasons follow the adjustments process

AField Guideo covers array of r
Code dXo
EARNS notification
Centralized returns
Handling of nANOI soO

Duplicates
Image and Data mismatch
ALoopingo i tems

NCI Adjustments

WWW.i3ggroup.com 9



=m Clearing of Non-Imageables

The Problem: What to do with remaining paper: Not all items leveraging

the paper check frailso are able-to be p
imageable).

Industry needs alternatives to process remaining paper transactions i
non-imageables and ineligibles.

The Approach for Resolution:

Non-imageables: items that do not have a useable or readable image
to exchange

Ineligibles: items that are imageable, but not covered under Check 21

3 primary payment products that are not eligible for image conversion
have emerged. TT&L payments , U.S. Savings Bonds, and Foreign
items

TT&L payments are readily solvable and requires a willingness
to migrate customers to the U.S Department of Treasury
electronic federal Tax payment system (EFTPS)
https://www.eftps.gov/eftps/home.do.

Savings Bonds
Foreign items: 98% are drawn on Canada

www.i3ggroup.com 20
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mm Electronic Administrative Returns

The Problem: Payment risk due to lack of standard practices
that ensure the expeditious handling of check images that fail
In the process of converting from paper to image.

Industry needs standard practices for electronically
returning administrative returns.

The Approach for Resolution:

The source should always be charged back to insure the
entity closest to causing the problem handles it and shoulders
the associated risk.

ltems should be returned to source within 1 business day of
receipt of the ICL file wherein the item is contained.

Standard electronic formats are used to notify the source
Institution of these image defects.

www.i3ggroup.com .



mm Electronic Administrative Returns

Detailed Recommendations/Actions

Notify the source via the use of a
message containing data only.

The ANSI X9.37 file format (and surviving standards)
provides for electronic return notification.

A data only AAdministrative Defect
should be used to report items failing processing to the source
institution.

Error codes specific to the cause of the failure must be utilized
to insure these items are not processed as a traditional return
item.

|l nstitutions receiving these AAdmi.
be charged through their settlement accounts for the value of

the items creating the ability to prioritize these items in the work

stream and an impetus for faster resolution to minimize their

collection risk.

www.i3ggroup.com .



=® |mage Integrity

The Problem: Significant risk to financial institutions related to
Acoldiene data mismatcho

Industry needs standard image integrity analysis
practices to reduce systemic exposure to risk.

The Approach for Resolution:
Great risk:
Gramme-Leach-Bliley Act
Institutional Abandonment
Reputational
Greater risk brought on by:

Remote deposit service going

www.i3ggroup.com 3
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=m Upcoming Event

Vendor Forum: TAWPI Annual Conference
August 517 Washington DC
NCheck 21: An I ndustry Dialog o

An industry discussion between bankers and
providers on completing the vision of Check 21

Visit www.i3ggroup.com to receive additional information
on how to register

WWW.i3ggroup.com 2



