
Check Safekeeping: 
Transition to the Electronic Future 

; 

More financial institutions are 
promoting check safekeeping 
as a transit ion product on the 
way to paperless payments. 
Public acceptance, however, 
depends on the resolution of 
legal, technical and 
promotional problems. 

The wave of computertechnology sweeping U.S. 
industries is not transforming these industries 
instantaneously. Firms have a substantial invest-
ment in traditional ways of doing business, and 
many people remain resistant to change. For 
many companies, the problem with the futuristic 
vision is, " h o w do we get there from here?" 

For the financial services industry, facing de-
regulation, increasing costs, and outside compe-
tition, the future includes a fully electronic pay-
ments system that will control costs and boost 
profits. Such a paperless system could reduce 
costly branch office networks and provide greater 
variety and convenience to customers. The 
paper check system, however, is firmly 
entrenched; the shift to an electronic 
payments system will not occur 
overnight. 

What the financial services 
industry needs is a "transition 
product" to ease the change 
from paper to a paperless 
payments system. Check safe-
keeping, in which financial 
institutions keep the checks 
and send the customer only 
a statement, has the potential 
to be that transition product. 
Whether it emerges as a success-
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ful product, however, depends on whether cer-
tain technical and legal issues can be resolved, 
and whether the public will accept it. 

Potential Advantages 
of Check Safekeeping 

Check safekeeping has several potential ad-
vantages for consumers and financial institutions. 
It can help financial institutions stay profitable 
and competit ive as deregulation progresses, and 
it can help consumers control their checking 
account costs. 

Specific items on the deregulation agenda 
suggest that check safekeeping may become a 
more important element in the retail product 
line. Ceilings on checking account interest rates 
are on the way out. When they go, financial 
institutions will be able to pay market rates on 
checking accounts. To pay these rates and recover 
their check processing costs, banks and thrifts 
will be inclined to unbundle checking accounts. 

They will tend to charge an explicit fee 
for each particular element of the service, 

including returning cancelled checks 
to account holders. At the same 

time, competition among de-
pository and nondeposi-

tory financial institutions will 
be intense. This will provide an 
incentive to add value to check-
ing account services without 
unduly increasing their costs. 
Check safekeeping, positioned 

as a better alternative than 
check return, offers both pos-
sibilities. 

As a transit ion product, 
check safekeeping can trans-
fer volume from the check 
collection system to the net-
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work of automated clearing houses (ACHs) and 
reduce check collection costs. A substantial 
number of transactions are necessary to reap the 
benefits of the electronic ACH technology; how-
ever, the number of transactions f lowingthrough 
the ACH network today is miniscule compared 
to the number of checks being collected in the 
traditional way. The industry is supporting two 
parallel payments systems, checks and ACH. 
Most of the volume is f lowingthrough the check-
collection system, which may suffer disecono-
mies of scale industrywide as it does in the 
Federal Reserve System. Meanwhile, the econo-
mies of scale associated with the ACH network 
are barely being tapped.1 A concerted industry 
effort to develop interbank check safekeeping 
along the lines of a program being developed by 
the National Association for Check Safekeeping 
could reverse this inefficient use of existing 
resources. 

Check safekeeping can play a transitional role 
in the marketplace, too. Adoption of retail elec-
tronic banking services has been slow, with many 
consumers reluctant to change their payment 
habits radically. Check safekeeping, as practiced 
by most institutions already offering the service, 
requires a much less abrupt change. It allows 
customers to continue making payments by 
check, and, even though it doesn't give customers 
physical possession of every cancelled check 
they might need, check safekeeping permits 
them to secure specific cancelled checks or 
copies when a real need does arise. It is a small 
change, but by weaning customers away from 
receiving cancelled checks for all payment trans-
actions, check safekeeping makes a real contri-
bution to the evolution of electronic payment 
services. 

Check safekeeping can also serve those reluc-
tant or unable to avail themselves of more 
sophisticated electronic payment services now 
or in the future. In time, many consumers will 
make the transition from not receiving cancelled 
checks in their statements to not paying by 
check at all. However, some market segments 
may never make the change. Elderly, less-educated 
and less-affluent customers may be slower to 
adopt innovations than younger and more upscale 

'For a discussion of scale economies in Federal Reserve payment 
services, see: David R Humphrey. Costs, Scale Economies, Competi t ion, 
and Product Mix In the U.S. Payments Mechan ism Board of Governors 
of the Federal Reserve System (Washington, April 1982) 

consumers. Check safekeeping may be a practical 
way of providing low-cost checking services to 
those customers after more "profi table" cus-
tomers have changed to electronic alternatives. 
In short, check safekeeping has the potential to 
help consumers retain their freedom of choice. 

By marketing check safekeeping, even financial 
institutions not yet offering electronic services 
can participate in the process of educating cus-
tomers. Participating in the customer education 
process gives banks a chance to understand their 
customers and to respond to their concerns 
about the technological changes taking place in 
banking today. If the industry is to achieve its 
goal of an electronic payments system, all financial 
institutions must help customers to make informed 
decisions and to understand why their checking 
account costs have risen so rapidly in recent 
months. Providing information that helps cus-
tomers understand and adopt check safekeeping 
also helps them realize that other technological 
innovations in the financial services industry are 
for their benefit as well as for the benefit of 
financial institutions. 

Check safekeeping holds considerable po-
tential both as a product that speeds transition 
and as a way of reducing present operating costs. 
However, development of the service has just 
begun. This article examines how check safe-
keeping works and presents some of the issues 
critical to the product's success. 

The Check Safekeeping Concept 
Check safekeeping is a simple concept. Instead 

of returning cancelled checks to customers in 
their monthly statements, financial institutions 
send only the statement and retain the checks. 
An integral part of the concept is a mechanism 

. . by weaning customers 
away from receiving cancelled 
checks for all payment trans-
actions, check safekeeping 
makes a real contr ibut ion to 
the evolution of electronic 

payment services." 
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that permits customers to obtain copies of specific 
checks when needed. Cancelled checks are 
stored for a limited period of time, usually 90 
days. This gives customers an opportunity to 
examine their statements and to request copies 
of the originals, or the original itself, to reconcile 
any discrepancies between the statement and 
their records. After the specified retention period 
the cancelled checks are destroyed, and the 
banks use microfilm copies to respond to cus-
tomer inquiries and to provide copies of the 
microfilm image at the customer's request. Micro-
film records are maintained for at least the 
period required by law—usually seven years 
although it may vary from state to state. 

Banks already are required by law to make and 
maintain microfilm copies of checks. Access to 
the copies is also controlled under the law. It is 
costly for anyone other than the check writer to 
gain access to the microfilm records, and in most 
instances the bank must give the customer 10 
days advance notice that a request has been 
made to look at his records. This gives the 
customer adequate t ime to respond. 

Two versions of check safekeeping are in use 
today. In check safekeeping at the payor bank, 
the items flowthrough the entire check-collection 
system and are stored at the customer's bank. In 
interbank check safekeeping, the paper flow is 
halted (or truncated) at an earlier processing 
point in the system. Only check safekeeping at 
the payor bank is available to retail checking 
account holders today. Interbank check safe-
keeping applies to only a l imited number of 
commercial accounts. Neither kind of check 
safekeeping is mandatory; customers retain the 
right to choose whether to participate. 

Check Safekeeping at the Payor Bank 

Check safekeeping at the payor bank is rela-
tively easy to operate. If a financial institution 
already handles its own sorting, microfilming and 
statement preparation, it probably has the tech-
nology to truncate checks. If not, it may be able 
to use the services of a correspondent bank. 
Several larger financial institutions provide check 
safekeeping services for credit union share draft 
programs and for smaller financial institutions. 

Several institutions that offer check safekeeping 
services use the IBM 3890 reader/sorter with 
front-end microfilming capability. A trace number, 
assigned to each check before it is microfilmed, 

permits the retrieval of checks that customers 
request. Some institutions include the trace 
number of each item on the customer's state-
ment to ease the retrieval process. Others deter-
mine the number internally, based on the cus-
tomer account number, date of payment and 
item amount. Of course, statements must include 
the serial number and dollar amount of each 
check in sequential order so customers can 
reconcile their accounts. Regardless of how they 

"Consumers have shown little 
enthusiasm for check safe-

keeping services, so marketing 
the service to retail account 
holders requires a thoughtful 

set up their programs, institutions that offer 
check safekeeping agree that a fast, reliable 
retrieval system and careful statement design are 
critical to the service's success. 

Consumer Acceptance of Payor-Bank 
Check Safekeeping 

Consumers have shown little enthusiasm for 
check safekeeping services, so marketing the 
service to retail account holders requires a thought-
ful approach. The commercial banking industry 
has done an excellent job of selling consumers 
on the value of having their cancelled checks 
returned to them, and consumers are now reluc-
tant to give them up. In a nationwide survey 
conducted by Electronic Banking, Inc. in 1980, 
only 21.3 percent of the consumers responding 
indicated a positive interest in check safekeeping.2 

The survey's description of the service was neutral. 

?Thomas R Marschall. Research Report: C o n s u m e r Views of Check 
Truncat ion. Electronic Banking. Inc.. (Atlanta. 1980). p. 19. 
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It explained: 
The bank statement shows the amount of 
each check in numerical order, the date the 
check was paid and the amount of the check. 
The bank does not return the cancelled checks 
wi th your monthly statement, but holds them 
and will send you a copy of any check you 
need. These copies are legally acceptable.3 

When presented with a neutral description, 
consumers seem unable to conceptualize any 
benefits from check safekeeping. When asked 
why they were not interested in this service, 78.8 
percent said they wanted their cancelled checks. 
Only 6.8 percent believed it would be inconve-
nient or too t ime consuming to obtain copies of 
checks, however, and fewer (5.8 percent) ex-
pressed fear of computer or bank errors.4 Negative 
aspects of the service, then, did not appear 
responsible for the low interest level. The findings 
suggest that banks will have to stress the benefits 
of check safekeeping in their sales efforts to gain 
consumer acceptance. This requires a well-trained 
staff, and employee familiarity with the service 
through direct experience with their own accounts 
is preferred. Benefits cited most often by EBI 
survey respondents who used check safekeeping 
services were the elimination of check storage 
problems and the convenience of having the 
bank store checks and retrieve specific items on 
request. A large majority of users (87.0 percent) 
expressed satisfaction with check safekeeping.5 

Experiences in the bank credit card and credit 
union industries provide evidence that retail 
customers will accept non-return of signed trans-
action documents, even though they may not 
solicit that system. Visa began truncating sales 
drafts in 1974 after a 1973 pilot program using 
computer-produced facsimiles of sales drafts 
printed with the statement"signature on original 
document on file" in place of the original draft. 
During the pilot program 1.8 million sales drafts 
were truncated, and only 11 customers of the 19 
participating banks cancelled their accounts.6 

Credit unions simply incorporated safekeeping 
as a part of the initial design of their share draft 
services. Instead of returning cancelled share 

drafts to their account holders, credit unions 
provide them with two-part, carbonless copy 
checks. The success of this approach is evidenced 
by the number of credit unions that have begun 
to offer share draft services since the U.S. District 
Court in Washington ruled them legal for federal 
credit unions in 1978. As of May, 2,799 credit 
unions offered ICU share draft services. ICU, a 
service affiliate of the Credit Union National 
Association, estimates that about 75 percent of 
the credit unions that offer share drafts use its 
services. The number of credit unions providing 
this service to members may exceed 3,700. 

Valley National Bank of Arizona, a pioneer in 
check safekeeping, has been more successful 
than it hoped to be in sellingthe service. Since its 
check safekeeping program reached full oper-
ation at all 210 branches in May 1981, more than 
71 percent of all new accounts throughout the 
Valley National system have adopted the service. 
The Valley new-account staff explain the benefits 
of the bank's check safekeeping service and offer 
new customers the choice of the new service or a 
traditionally processed checking account. The 
bank does not offer a price incentive to encourage 
new customers to adopt Check Safekeeping.7 

By using a non-response, direct-mail mar-
keting approach, Valley has also enjoyed consider-
able success converting existing accounts. During 
two check safekeeping pilots and recently as 
part of an account conversion campaign, Valley 
mailed letters to checking account holders ex-
plaining the service and stating that the bank 
would provide it to them automatically. Cus-
tomers received a card they could return to the 
bank if they did not want the service. Valley used 
a follow-up letter approach to ensure that all 
customers had two chances to reject check 
safekeeping. By sellingthe service on the basis of 
convenience, privacy, safety and storage space 
benefits and by using the non-response 
approach for account conversion, Valley has 
achieved a 43.1 percent penetration of its per-
sonal checking accounts. Over 200,000 Valley 
National account holders were using check safe-
keeping at the end of June.8 

3 lbid, p. 15. 
5 'b id p 27 'Telephone interview with Robert V. Sabeck, Executive Vice President, 
»Charles T Russell. "The Credit Card Experience." In Check Truncat ion: Valley National Bank, July 16, 1982. 

Progress '80. Electronic Banking, Inc. (Atlanta, 1980), p. 14 "Telephone interview with Robert V. Sabeck, July 16, 1982. 
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Check Safekeeping for Corporate 
Accounts 

There is little evidence that payor banks are 
actively marketing check safekeeping as a separate 
service to their corporate accounts; however, 
banks sometimes provide check storage as part 
of their account reconciliation services. Recon-
ciliation services are offered by most of the 
nation's larger banks. Thus it is difficult to deter-
mine how extensive payor-bank check safekeep-
ing is among corporate accounts. An Electronic 
Banking, Inc. nationwide survey of 133 com-
panies of all sizes found 63 using reconciliation 
services,9 and only two relied on the banks to 
store their cancelled checks; however, 42.9 per-
cent of the survey respondents expressed interest 
in the concept of check safekeeping at the payor 

"There is little evidence 
that payor banks are 

actively marketing 
check safekeeping as 
a separate service to 
their corporate 

accounts.. " 

bank.10 Predictably, interest in check safekeeping 
was directly related to company size. 

While the EBI findings suggest that banks may 
be missing an opportunity to reduce some com-
mercial check processing costs immediately, the 
industry apears to be taking a longer-range view. 
It is leaping over the safekeeping-at-the-payor-
bank phase of development and proceeding 
directly to truncating corporate checks at earlier 
points in the check-collection flow. 

Interbank Check Safekeeping 
In interbank check safekeeping operations, 

items to be truncated are identified by a special 

indicator in the MICR line (the coded information 
at the bot tom of the check). Data from the M ICR 
line are used to prepare a magnetic tape in the 
80-character NACHA format as modified to include 
truncation entries. Collection, presentment and 
settlement are made via the automated clearing 
house (ACH) network. Return items also are 
processed electronically through the ACH. As in 
the safekeeping-at-the-payor-bank process, both 
the cancelled checks and a microfilm copy are 
kept for 90 days, after which the checks are 
destroyed. The microfi lm is retained for seven 
years. 

The difference between check safekeeping at 
the payor bank and interbank check safekeeping 
is that, rather than the payor bank retaining the 
cancelled checks and microfilm, the items are 
stored at a bank of deposi t—ei ther the first bank 
to receive the item or another processor later in 
the check-collection flow. This is transparent to 
the customer, who still calls his bank if he needs a 
check copy. Yet it necessitates a system for banks 
to communicate the retrieval requests among 
themselves. At present this is being done through 
the administrative message capability of the 
Bankwire—an electronic communication network 
used to transfer messages between subscribing 
banks. Thus, both funds transfers and interbank 
communications are handled electronically. 

Physical transportation systems are virtually 
eliminated. They are necessary only to deliver a 
requested item from the bank of deposit to the 
payor bank, and from the payor bank to its 
customer. This is usually done by first class mail, 
but facsimile transmission can respond to an 
urgent request. Retrieval requests have not been 
a significant problem in payor-bank or interbank 
check safekeeping to date. Only 30 items were 
retrieved during the first year of the pilot program 
being conducted by the National Association for 
Check Safekeeping.11 The retrieval request rate 
at Valley National Bank has ranged from .06 to 
.09 percent of all truncated items.12 

Pilots in Interbank Check Safekeeping 
Two pilot programs in interbank check safe-

keeping currently are underway, one sponsored 
privately by the Equitable Life Assurance Society 
of the United States and one under the auspices 

'Thomas R Maschall, Research Report: Corporate Views of Check 
Truncat ion. Electronic Banking, Inc. (Atlanta, 1981), pp.56-57 

'"Ibid., p. 12. 

"Nat ional Association for Check Safekeeping, monthly update, June 15 
1982. 

"Telephone interview with Robert V. Sabeck. July 16. 1982 
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of the National Association for Check Safekeeping 
(NACS). The Equitable pilot, which got underway 
in June 1981, involves payroll checks drawn on 
Equitable's account at the Chase Manhattan 
Bank in New York and deposited at Manufacturers 
Hanover Trust. Checks are safekept at Manu-
facturers Hanover, and data are transmitted 
electronically to Chase. Equitable's program closely 
parallels the NACS effort. 

After a year of operation about 3,500 checks 
were being truncated each month. Nevertheless, 
Equitable is dismantling its pilot. Because the 
national pilot is being converted to an ongoing 
operation in January 1983 and NACS appears 
likely to govern the further development of 
interbank check safekeeping, Chase has asked 
Equitable to join the national effort. Equitable 
has agreed; it will begin participating in the 
NACS pilot as soon as it exhausts its supply of 
checks with its own truncation indicator and 
acquires a supply with the NACS preferred 
constant 1. 

Since Equitable already had full account recon-
ciliation (reconciliation with check storage), it 
has not experienced any cost savings as a result 
of truncation. The fees for truncated items are 
the same as for regularly processed checks. 
Nevertheless, Equitable will continue to support 
interbank check safekeeping. With greater volume 
in the future, the fees might fall below those for a 
paper check. According to William Herzog, Equit-
able vice president, "There's no reason not to 
truncate checks."13 

The initial design of the NACS program, out-
lined in the previous section, was developed 
through the cooperative effort of over 40 banks 
working with the ABA Check Safekeeping Task 
Force. In April 1981 the ABA "announced the 
successful live test of interbank truncation," and 
the NACS was formed as "a national clearing-
house asociation to administer check safekeep-
ing."14 The ABA now serves as the NACS secretariat. 

Initially the items eligible for check safekeeping 
under the NACS pilot were limited to corporate 
dividend and rebate checks of less than $300. 
Accounts on which the checks were drawn had 
to have full account reconciliation services, in-
cluding storage at the payor bank, associated 

' 'Telephone interview with William J Herzog, Vice President. Equitable 
Lite Assurance Society of the United States. July 16, 1982 

' "Check Safekeeping; Guide l ines for Inter Bank Imp lemen ta t ion 
American Bankers Association (Washington, 1981), p v 

T a b l e 1 . N u m b e r of I tems Eligible for Check 
Sa fekeep ing and N u m b e r of I tems 
Safekept in Nat iona l C h e c k 
Sa fekeep ing Pilot Apri l 1 9 8 1 - J u n e 1 9 8 2 

Percent of 
Eligible 

Number Number Items 
Period Eligible Safekept Safekept 

A p r i l - S e p t e m b e r 1 9 8 1 2 7 9 , 8 8 8 7 , 9 1 6 2 . 8 % 
O c t o b e r 1 9 8 1 7 4 , 5 4 6 3 , 8 9 8 5.2 
N o v e m b e r 1 9 8 1 3 8 , 8 1 3 1 , 3 5 4 3 .5 
D e c e m b e r 1 9 8 1 6 9 , 5 6 3 4 , 3 6 3 6.2 

S u b t o t a l 4 6 2 , 8 1 0 1 7 , 5 3 1 3 . 8 % 

J a n u a r y 1 9 8 2 1 0 2 , 9 9 2 8 , 1 5 8 7.9 
F e b r u a r y 1 9 8 2 4 1 , 9 3 4 4 , 1 2 4 9 .8 
M a r c h 1 9 8 2 1 0 8 , 2 8 2 5 , 5 9 3 5.2 
Apr i l 1 9 8 2 8 7 , 8 7 8 1 5 . 0 0 5 17.1 
M a y 1 9 8 2 4 1 , 2 5 0 4 , 6 1 1 11.2 
J u n e 1 9 8 2 7 3 , 3 5 5 4 , 6 4 8 6 .3 

S u b t o t a l 4 5 5 , 6 9 1 4 2 , 1 3 9 9 .2% 

T O T A L 9 1 8 , 5 0 1 5 9 , 6 7 0 6 . 5 % 

Source: National Association for Check Safekeeping 

with them. Each operating bank was limited to 
entering only one account into the check safe-
keeping pilot. Effective last January, however, 
the NACS raised the ceiling on the value of 
eligible items to $1,500, removed the limitation 
on the number of accounts each operating bank 
could enter into the pilot, and added retirement, 
annuity and pension checks, payroll checks and 
bank money orders to the list of eligible items. 

The effect of liberalizing the NACS restrictions 
and the admission of three more operating banks 
into the pilot program can be seen-in Table 1. In 
the first six months of operations the pilot banks 
truncated 2.8 percent of eligible items. By the 
end of 1981, the proportion had grown to 3.8 
percent. The 1982 data show significant improve-
ment. In termsof the percentageof eligible items 
truncated, the low months in 1982 were equal to 
the high months in 1981. It is important to note 
that "eligible items" comprise all checks of the 
specified types that fell under the ceiling on 
dollar amounts and were drawn on the corporate 
accounts participating in the pilot. Some of these 
items could have been deposited first at the 
bank on which they were drawn and, thus, not 
available for interbank check safekeeping. Others 
never passed through the hands of the NACS 
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operating banks. However, dividend checks were 
chosen for the first phase of the NACS pilot 
because generally they are distributed nationwide. 
NACS believes the addition of three new operating 
banks, which may be viewed as concentration 
points for the widely dispersed dividend checks, 
was the primary factor contributing to the improve-
ment shown by the 1982 data.15 

Unresolved Issues in Check Safekeeping 
The fact that payor bank and interbank check 

safekeeping programs are functioning successfully 
does not imply that all the issues surrounding 
check safekeeping have been resolved fully. 
Indeed, experimentation has just begun. Safe-
keeping at the payor bank is straightforward 
since it involves only a bank and the customers it 
serves. Because more than one institution is 
involved in interbank truncation transactions, 
this type of check safekeeping is more complex. 
Standards and agreements are necessary for 
interbank check safekeeping; and if it is to 
expand beyond its present limited status, liability, 
technology, and profitability issues must be ad-
dressed. 

Legal issues. The legal issues centeraround the 
right of customers to receive their cancelled 
checks and on payor banks' responsibility to 
examine items presented to them to ascertain 
that they are properly payable. The consensus of 
legal opinion is that customers do have the right 
to have cancelled originals returned to them and 
that this right may be waived. How these waivers 
are obtained, however, is an issue that can be 
resolved between a bank and its customer. The 
cautious approach being taken in interbank check 
safekeeping stems from the issue of examining 
items. Using the M ICR line as the source of data 
to be captured and transmitted precludes the 
payor bank's ability to examine the checks. This 
is the reason the NACS check safekeeping pro-
gram is limited to accounts that have full recon-
ciliation services. When the pilot was first pro-
posed in 1979, the ABA's Check Safekeeping 
Legal Subcommittee's position was "...that the 
payor bank's procedure of reconciliation with 
the information provided in advance by the 
customer concerning the check, and with the 
information transmitted to it by the truncating 

^Telephone interview with Rebecca Childress. Research Associate, 
American Bankers Association, June 1982. 

bank, should serve as a valid legal substitute and 
satisfy the bank's legal responsibilities for check-
signature verification."16 

Lacking any equivalent of full account recon-
ciliation for consumer accounts, banks have 
been hesitant to expand interbank check safe-
keeping to retail accounts. The primary concern 
is that a payor bank could be held liable for failing 
to verify signatures. Most banks today do not 
verify signatures on every check they process 
because they believe the cost of doing so is 
greater than the risk involved. Nevertheless, this 
does not preclude banks from being held liable 
for failing to exercise due care. A court addressed 
the issue in Jackson vs. First National Bank of 
Memphis, Inc. in 1966 and found the bank guilty 
of negligence.17 This does not close the issue, of 
course, for common law changes, albeit slowly. 

In the meantime, there are alternatives. Banks 
participating in an interbank check safekeeping 
program could agree to share in the liability. The 
U.C.C. could be changed. And one writer has 
suggested that the Federal Reserve could use its 
power to "vary the effect of Article 4" granted to 
it under U.C.C. 4-103(2), (3) to relieve banks of 
their duty to verify signatures.18 The first option is 
probably the most feasible short-term solution. 
Once banks have gained enough check safe-
keeping experience to permit them to assess the 
risks more accurately, they may be more will ing 
to allocate the risks among themselves. Legislative 
and regulatory changes probably will follow more 
slowly. 

Technology issues. The need to verify signatures 
also raises the issue of check safekeeping tech-
nology. It is technologically feasible to transmit a 
digitized image of the entire check, or part of it, 
from the keeper to the payor bank. Known as 
image lift, this technology "optically captures 
and digitizes the image of the check as it is 
processed while simultaneously capturing the 
accounting information in the MICR line."19 

From the point of view of converting the 
present check collection process into an elec-
tronic medium, image lift technology seems like 
a practical solution, but limitations associated 

l 6Edward F Dobbins, Jr. "Legal Aspects." In Check Safekeeping: A 
Proposal for Inter Bank Check Truncat ion American Bankers Associ-
ation (Washington, 1979), p. 13. 

" L e g a l Issues in Check Truncat ion. Electronic Banking. Inc. (Atlanta. 
1981), pp. 15-16. 

'"Ibid., pp. 11 and 15. 
,9David M. Smith. Truncation: Image vs. Nonimage." The Magazine of 

Bank Administ rat ion. December 1981. p. 50 
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with the technology and longer-term implications 
raise questions about its viability. 

The primary technological limitation is data 
transmission capability. At present data trans-
mission speeds, it could take 11.6 hours to 
transmit images of 100,000 truncated checks.20 

To put this into perspective, the nation's com-
mercial banks received approximately 125.6 
million items from their depositors on a typical 
day in 1979, and over 70 percent of these items 
were on-other checks21 that could have been 
transmitted electronically in a full truncation 
environment. 

In addition to the data transmission speed 
problem, the industry must consider the data 
communication costs and the investment it would 
have to make in image lift hardware and software. 
The technology is new. It is relatively expensive. 
It is not widely used. What's more, there are a 
limited number of vendors. Even if the cost can 
be reduced quickly t oa level that would make its 
use feasible, making image lift the foundation 
technology for interbank check safekeeping would 
require the commitment of many financial insti-
tutions to a new technology that could ultimately 
perpetuate checks. If the long-term industry 
objective is primarily to improve the check 
collection system, and not to reduce the number 
of paper items processed, the commitment and 
investment could well be worthwhile. Proponents 
of image lift technology cite it as a potential 
solution to the signature verification problem 
and as a way to meet consumers desires by 
providing a statement that includes reduced 
images of cancelled checks. Nevertheless, these 
benefits contribute little to another industry 
objective: developing a more fully electronic 
payments system that encourages customers to 
access their transaction funds in a variety of ways, 
not only by checks. 

Profitability. The question of profitability must 
be addresed in terms of costs saved. Profitability 
refers more specifically to the checking account. 
At least at this point, it would seem difficult to 
justify charging a premium for what is essentially 
a feature to reduce bank costs. 

Cost reduction has been the primary impetus 
for check safekeeping. Federal Reserve Functional 
Cost Analysis reports reveal that the cost to 

20lbid. 
21 Federal Federal Reserve Bank of Atlanta. A Quant i tat ive Descr ipt ion of 

the Check Col lec t ion System, Vol. I. (Washington: American Bankers 
Association; Park, Ridge, IL: Bank Administration Institute, 1981), p. 153. 
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commercial banks to process on-us debits and 
transit items and the cost to maintain demand 
deposit accounts rose an average of 10 percent 
per year during the 1977-1980 period. Higher 
postage rates and the pricing of formerly free 
Federal Reserve check col lect ion services 
added to the cost burden in 1981. Cost increases 
are not expected to abate; one bank executive 
has suggested that total check processing costs 
for the industry may double during the first half 
of the 1980s, reaching $20 billion by 1985.22 

Evidence on the cost savings associated with 
check safekeeping at payor banks is scanty, but it 
is encouraging. Prior to implementing a check 
safekeeping program in 1976, Mercantile-Safe 
Deposit and Trust Company, a $402 million 
bank in Baltimore that processed more than 65 
million checks that year, estimated it could save 
$60,000 annually by not returning checks to its 
customers. Most of the expected savings were 
the result of the elimination of fine-sorting, reduced 
statement preparation time, and lower postage 
expense. The estimated savings represented 
only a fraction of the bank's $5 million operations 
budget; however, the bank already had a bulk 
filing system in place. Greater savings would 
accrue to banks that instituted bulk filing as part 
of their safekeeping program.23 

IBM studied payor-bank check safekeeping 
using image lift technology in 1978. That study 
indicated that banks could save as much as 12 
percent of their check-processing costs by cap-
turing a digitized image at a central site and 
processing the image instead of the check. When 
a configuration in which images were captured at 
branch locations and transmitted to the central 
processing site was evaluated, however, the net 
savings was reduced to 3 percent. Using image 
lift technology to capture check images on a 
cycle date and using the images to prepare 
statements produced little in potential savings. 
Furthermore, software development costs were 
not estimated for any of the three design con-
figurations.24 Thus the 12 percent savings in the 
most efficient theoretical configuration is probably 
somewhat overstated. 

Valley National Bank is one institution that 
readily shares data about its check safekeeping 

"M ichae l Hosemann. "Future of Debit and Credit Cards." In The Future of 
the U.S. Payments System. Federal Reserve Bank of Atlanta (Atlanta, 
June 23-25, 1981), p. 126. 

" C h e c k Safekeep ing: Case Studies of Current Truncat ion Programs 
American Bankers Association (Washington, 1980), p. 2/ 
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T a b l e 2. Val ley Nat iona l Bank Est imated 
Mon th l y Cos ts per Accoun t 

Direct Operating Costs 

Safekeeping Non-Safekeeping Function 

$.330 $ .330 Capture & Reject/ 
Cycle Passes 

.370 Fine Sort 
.004 Storage/Destruction 
.002 .035 Matchmaker 

Operations 
.027 Manual Statementing 

.002 .011 Mail Department 
$.338 $ .773 Subtotal 

.170 .320 Postage 
$.508 $1,093 Total Monthly Costs 

(.508) 
$ .585 Monthly Savings Per 

Safekeeping Account 

$7.02 Annual Savings Per 
Safekeeping Account 

With Indirect Allocation 

Safekeeping Non-Safekeeping Function 

$.551 $ .551 Capture & Reject/ 
Cycle Passes 

.616 Fine Sort 
.007 Storage/Destruction 
.003 .062 Matchmaker 

Operations 
.044 Manual Statementing 

.002 .017 Mail Department 
$.563 $1,290 Subtotal 

.170 .320 Postage 
$.733 $1,610 Total Monthly Costs 

(.733) 
$ .877 Monthly Savings Per 

Safekeeping Account 

$10.52 Annual Savings Per 
Safekeeping Account 

Source: Valley National Bank, 1982 

program. The bank even presents seminars peri-
odically to explain its operation and to let partic-
ipants experience it on site. The estimated monthly 
costs per account shown in Table 2 were pre-
sented at a Valley seminar last spring. The bank's 
evidence clearly is encouraging. 

Valley National Executive Vice President Robert 
Sabeck also cites intangible benefits of the check 
safekeeping program. With over 43 percent of 
the bank's personal checking customers using 
the service, the number of "cripples"—statements 
missing a check that may take considerable 
personnel t ime to locate—has been reduced. 

Furthermore, the use of check safekeeping re-
duces the number of misdirected checks (can-
celled checks sent to the wrong person) a situation 
that can be embarrassing for the account holder 
and the bank. Sabeck believes check safe-
keeping is a "cleaner operation." The bank is not 
experiencing a greater volume of telephone calls 
or increased photocopy expense, as it had antici-
pated before it actually implemented check 
safekeeping.25 

The cost savings benefits of interbank check 
safekeeping have not yet been made known. 
The prices banks will charge each other for 
interbank safekeeping transactions have not been 
announced by the NACS, and banks participating 
in the pilot have been reluctant to share infor-
mation about their actual costs. A preliminary 
assessment of potential cost savings conducted 
before the pilot began indicated that payor 
banks would save 6.61 cents per item and that 
the costs at truncating banks would increase 
1.46 cents for each item safekept. Thus the 
industr/s net savings in an interbank safekeeping 
environment would be 5.15 cents per item.26 

The preliminary model's estimation of savings 
under payor-bank and cooperative (interbank) 
truncation conditions are shown in Table 3. The 
percentages were developed from information 
provided by 35 banks that participated in the 
original research effort. The values (cents saved 
per item) were calculated by applying the per-
centages to costs as estimated in the 1978 
Functional C o s t Analysis report. Of course, costs 
have changed since then; and Fed pricing was 
not considered in the equation. The ABA, as 
secretariat to the NACS, is developing a new 
model based on banks' actual experience in the 
pilot program. It should enhance other banks' 
ability to evaluate their own potential costs and 
benefits. 

Conclusion 
Check safekeeping holds the potential to be 

an important product in the transition from a 
paper-based to an electronic payments system. 
It could reduce costs, educate consumers and 

? 4E Clark Grimes. "IBM Study Finds a Potential Savings ot 12% from 
Internal Check Nonreturn." Amer ican Banker May 21, 1980, p. 11. 

"Te lephone interview, July 16, 1982. 
26Dr. Allen H. Lipis. '"Cost Savings in Truncation." In Check Safekeep ing: 

A Proposal for Inter Bank Check Truncat ion American Bankers 
Association (Washington, 1979), p. 5 
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T a b l e 3 . Present C h e c k Process ing Cos ts (Major Banks) 

Functions 

State ment Processing  
Postage 
Statement Preparation 

Check Processing 
Fine Sorting 
Check Filming/Sorting 
Check Filming 

Inclearing Capture 
Inclearing Reconcilement 
Transit Repass 
Transit Reconcilement 

Branch Capture & Encoding 
Branch Reconcilement 

Account Service 
Item Retrieval/Inquire 
Item Storage 
Transportation 

79.0 
2T0 

100.0 

21.9 
18.5 
13.3 

3.7 
9.9 
3.7 
5.0 

11.1 

12.9 
100.0 

Payor Bank Only 

4 4 
60 

80 
3 5 
3 0 

0 
0 
0 
0 
0 
0 

% Reduction with Truncation 

Cooperative 
Payor Keeper 

4 4 
60 

100 
100 
100 
100 
100 

0 
0 
0 
0 

- 2 0 
- 6 5 
- 7 0 

0 
0 

100 
100 

0 
0 

Source: Check Safekeeping A Proposal tor Inter Bank Check Truncation, 1 9 7 9 

help financial institutions differentiate them-
selves from their competit ion. In the long run, 
check safekeeping probably will be only one 
item in a vast array of payment services from 
which account holders can make their choice. It 
will not necessarily be used by all account 
holders, nor offered by all financial service pro-
viders. 

The major impetus for developing check safe-
keeping has been to reduce or control rising 
check-collection costs. Where this objective is 
achieved and banks are willing to share the 
benefits with their customers, it may lower service 
charges relative to traditionally processed checks. 
While the early data on savings that can be 
attained by check safekeeping seem promising, 
the jury is still out. 

There are unresolved technological and legal 
issues concerning check safekeeping. These issues 
center on payor banks' responsibility to exam-
ine signatures and check contents prior to 
payment to be sure the items are properly 
made. Several approaches to resolving these 
issues are being considered, including the use 
of image lift technology and agreements among 
banks to share liability. Finally, the decision will 
also be influenced by what each individual 
financial institution perceives its role in the 
future payments system to be. 

—Veronica M. Bennett 
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