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Circular 88-28

TO: The Chief Executive Officer of all
financial institutions in the Eleventh 
Federal Reserve District

SUBJECT

The Federal Reserve Board of Governors announces approval of indorse
ment standards for checks, establishes prices ranges for returned check ser
vices and releases a proposal to allow same-day payment for checks under cer
tain conditions

DETAILS

The Federal Reserve Board of Governors has approved indorsement stan
dards to be used by all depository institutions when processing checks for 
collection. The standards are to be contained in an appendix to the proposed 
Regulation CC which will carry out provisions of the Expedited Funds Avail
ability Act passed in 1987. These standards become effective on September 1, 
1988, and are being made public prior to the adoption of the remainder of 
Regulation CC in order to allow institutions the maximum amount of time possi
ble to comply.

. In addition, the Board published a schedule of estimated price ranges
and deadlines for returned checks services to be implemented in September 
1988. Although the actual prices and deadlines will not be available until 
June 1988, the Board is providing this advance notice so that institutions 
planning to use these services or offer competing services can plan appro
priate responses.

The Board also issued for public comment a proposed concept of 
same-day payment for checks presented to paying banks by private sector col
lecting banks. Under the proposal, paying banks would pay for checks pre
sented by collecting banks prior to 2:00 p.m. in same-day final funds, without 
any presentment fees. Comments on this proposal should be submitted by August 
3, 1988, to William W. Wiles, Secretary, Board of Governors of the Federal 
Reserve System, 20th and C Street, N.W., Washington, D.C. 20551.

WILLIAM H. WALLACE

FIRST VICE P R E S ID E N T

For additional copies of any circular please contact the Public Affairs Department at (214) 651-6289. Banks and others are 
encouraged to use the following incoming WATS numbers in contacting this Bank (800) 442-7140 (intrastate) and (800) 
527-9200 (interstate).

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)
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ATTACHMENTS

Attached are the Board's documentation on the new indorsement stan
dards, estimated price ranges and deadlines for returned checks services, and 
background material on the same-day payment proposal.

MORE INFORMATION

For more information, please call Richard D. Ingram at (214) 651-6212 
or Dean A. Pankonien at (214) 651-6228.

Sincerely yours,



FEDERAL RESERVE SYSTEM

[Docket No. R-0620]

Regulation CC

12 CFR Part 229

Availability of Funds and 
Collection of Checks

AGENCY: Board of Governors of the Federal Reserve System.

ACTION: Final Rule.

SUMMARY: The Board has adopted a standard form of indorsement

for use by banks (defined in the proposed regulation to include 

all depository institutions as well as branches of foreign banks 

in the United States) when indorsing checks during the 

collection and return process. The new standard is designed to 

provide for clear and uniform indorsements for all collecting 

and returning banks, plus a unique standard for depositary bank 

indorsements. The standard will facilitate the identification 

of the depositary bank and the prompt return of unpaid checks. 

This standard will be part of Regulation CC -- Availability of 

Funds and Collection of Checks (12 CFR Part 229) which the Board 

proposed for comment in December 1987. The Board expects to act 

on the remainder of Regulation CC in May 1988; it has adopted 

the indorsement standard now to give banks and equipment vendors 

additional time to comply with the standard.

EFFECTIVE DATE: September 1, 1988.

FOR FURTHER INFORMATION CONTACT: Louise L. Roseman, Assistant

Director (202/452-2789) or Gayle Thompson, Program Leader
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(202/452-2934), Division of Federal Reserve Bank Operations; or 

Joseph R. Alexander, Senior Attorney (202/452-2489), Legal 

Division; for the hearing impaired only; Telecommunications 

Device for the Deaf, Earnestine Hill or Dorothea Thompson 

(202/452-3254).

SUPPLEMENTAL INFORMATION:

Background

On December 3, 1987, the Board issued for comment a

proposed new regulation to carry out provisions of the Expedited 

Funds Availability Act, Title VI of Pub. L. 100-86 (the Act). 

52 FR 47112 (Dec. 11, 1987). The proposed Regulation CC (12 CFR 

Part 229) includes rules to improve the check collection system, 

particularly the slow and labor intensive check return process. 

One of the obstacles to efficient processing of checks being 

returned is the lack of uniformity in depositary banks'1 

indorsements. Today, bank clerks processing checks being 

returned often have difficulty determining the bank to which a 

check should be returned. The indorsements on the back of the 

check are often faint, blurred, incomplete, and overlapping. 

Most importantly, many indorsements do not contain the

1 A "depositary bank" is defined in the proposed 
regulation as the first bank to which a check is transferred 
even though it is also the paying bank or the payee. See 
proposed 12 CFR 229.2, 52 FR at 47150.
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nine-digit routing number often required for identification of 

the depositary bank. Under the proposed new rules to expedite 

the processing of checks being returned, this difficulty would 

increase because many checks will not be returned through the 

same banks that handled the checks during forward collection 

process. See proposed Subpart C of 12 CFR Part 229, 52 FR at 

47156 et seq. The identification of a remote depositary bank 

would often be difficult if the depositary bank's indorsement 

were not readily distinguishable from the other indorsements on 

the check. Accordingly, the proposal included a mandatory 

indorsement standard based on work done by the American National 

Standards Institute (ANSI).

After reviewing the comments received on the proposed 

standard, the Board is adopting a final indorsement standard 

that requires the depositary bank or its agent to provide 

specific information in its indorsement, including its 

nine-digit routing number. In addition, the depositary bank's 

indorsement must be readily identifiable by placing the 

indorsement in a specified area on the back of the check and by 

using only purple or black ink to apply the indorsement. 

Subsequent indorsements may not be in purple ink or be placed in 

the same location as the indorsement of the depositary bank.

Discussion

The comment period for the proposed Regulation CC 

expired on February 8, 1988. Over 950 comments were received.
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Many of the commenters stated that the Board should provide as 

much lead time as possible before implementation of the 

indorsement standard as required by § 229.35 of the proposed

Regulation CC and described in Appendix D of the proposed 

regulation. In order to accommodate these concerns, the Board 

has determined to adopt the indorsement standard now, with final 

action on the remaining portion of Regulation CC expected to 

take place in May 1988.

Most commenters agreed that an indorsement standard is 

necessary to expedite the return process; however, commenters 

expressed concern that the standard as proposed was too rigid. 

Commenters indicated that it would be difficult to implement the 

proposed standard by September 1, 1988, due to the extensive

equipment changes required to comply with the technical 

requirements of the proposed standard. In addition, commenters 

indicated that the technical modifications required by the 

proposed indorsement standard were unnecessarily burdensome and 

would be expensive for the banking industry to implement.

In response to these comments, the Board has adopted 

modifications to the proposed indorsement standard to make the 

standard more flexible and to minimize both the operational and 

cost effects of the technical requirements of the standard. In 

making these modifications, Board staff consulted with banks, 

equipment manufacturers, and check printers to ensure that the 

modifications adequately address the specific concerns raised by 

the commenters.
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Location

One of the primary concerns raised by the commenters

was the requirement to place the depositary bank's indorsement

in a specific location on the back of the check. The proposed 

standard indicated that the depositary bank indorsement should 

be wholly contained in an area on the back of the check from 3.0 

inches to 4.5 inches from the leading edge of the check.2 

Commenters indicated that certain types of check encoding 

equipment used to apply indorsements do not measure from the 

leading edge of the check, but from the opposite or trailing 

edge. Because checks are of different lengths, it would be 

impossible to use such equipment to meet the proposed standard. 

Therefore, the Board has modified the standard with regard to 

location for the depositary bank indorsement to allow 

measurement from either the leading edge or the trailing edge. 

Thus, under the indorsement standard as adopted, the depositary 

bank indorsement area is 3.0 inches from the leading edge to 1.5 

inches from the trailing edge.

In addition, commenters indicated that plates or stamps 

used to apply impact indorsements are often wider than the one

and one-half inch area specified in the proposal for depositary

2 The leading edge is defined as the right side of 
the check looking at it from the front. See American National 
Standards Committee on Financial Services, Specification for the 
Placement and Location of MICR Printing. X 9.13.
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bank indorsements. Thus, the Board has eliminated the 

requirement that the entire indorsement be wholly contained 

within the area specified for the depositary bank indorsements. 

The standard does require, however, that the nine-digit routing 

number be wholly contained within the depositary bank 

indorsement area. Other information may extend outside the 

depositary bank indorsement area; nonetheless, depositary banks 

should place as much information as possible within the 

designated area in order to ensure that the information is 

protected from being overstamped by subsequent bank 

indorsements.

The change in location requirements for the depositary 

bank indorsement affects the available locations for 

indorsements by banks that handle a check for collection after 

it has been handled by the depositary bank ("subsequent 

collecting banks1').3 The proposed standard only prohibited 

placing the subsequent collecting bank indorsement in the area 

specified for the depositary bank indorsement, thus allowing 

subsequent collecting banks to place indorsements on either side 

of the area reserved for the depositary bank. The change to the 

depositary bank indorsement area makes it difficult for 

subsequent collecting banks to indorse checks in the area 

closest to the trailing edge of the check on business checks.

J The proposal only referred to subsequent bank 
indorsements. This reference included indorsements by 
subsequent collecting banks and by returning banks. Returning 
banks indorsements are discussed in another section infra.
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This area is commonly used for the payee's indorsement. In 

general practice, however, the payee indorsement area is not 

used by banks. Current convention places subsequent collecting 

bank indorsements in the area closest to the leading edge of the 

check. The major equipment vendors are able to place subsequent 

collecting bank indorsements in this area. Therefore, the Board 

has modified the location requirement for subsequent collecting 

bank indorsements in order to limit such indorsements to the 

area on the back of the check from the leading edge to 3.0 

inches from the leading edge of the check.

Color

Commenters expressed significant concern about the 

color requirements of the proposed standard. The proposed 

standard specified purple ink for the depositary bank 

indorsement and a dark color other than purple for subsequent 

collecting bank indorsements. Comments focused on the 

difficulty of complying with this requirement when a bank uses 

the same equipment to indorse checks both as depositary bank and 

subsequent collecting bank. In many cases, banks use the same 

equipment for applying both indorsements, and this equipment 

typically has only one source of ink. Vendors have indicated 

that modifying equipment to accept two sources of ink would be 

costly. Accordingly, the Board has adopted a standard which 

allows depositary banks to use either purple or black ink. The 

Board encourages depositary banks to indorse checks in purple 

ink where possible, because use of a unique color ink will 

facilitate the speedy identification of the depositary bank.
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Black ink, however, may be used when use of purple ink is not 

feasible.

Cpntgpt

Commenters raised a number of issues concerning the 

content requirements of the proposed standard indorsement. The 

proposed standard required the depositary bank's indorsement to 

include its nine digit routing number set off by arrows, the 

bank's name/location, and the indorsement date, and permitted 

the indorsement to include other identifying information. 

Commenters indicated that the inclusion of arrows in the 

depositary bank indorsement that point to the nine-digit routing 

number may be unnecessary. Some commenters stated that color 

and location requirements were sufficient to identify the 

indorsement of the depositary bank. As the Board has eliminated 

the requirement that the depositary bank's indorsement be in a 

unique color, it is retaining the requirement for arrows in the 

depositary bank's indorsement. Because most banks will be 

required to obtain new indorsement plates or stamps or 

re-program indorsements applied by ink-jet printers to comply 

with the other content requirements of the standard, the cost of 

including arrows should not be significant.

Commenters also pointed out several pieces of 

information that are currently used by banks in their 

indorsements, but are not part of the standard. These include 

"P.E.G." ("prior endorsements guaranteed") and "pay any bank." 

Under present law, a specific guarantee of prior indorsements is
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ot necessary, see U.C.C. §§ 3-417(1) (a) and 4-207(1), and the

Board sees no reason to require this guarantee in the standard 

indorsement. The use of the guarantee language in indorsements 

is discouraged for depositary banks and prohibited for 

subsequent collecting banks.

The "pay any bank" language is intended to limit the 

transfer of a check to banking channels unless it is returned to 

the original depositor or a bank takes specific action to 

transfer the check to a nonbank. This restriction is thought 

desirable to protect the interests of the depositor or any 

collecting bank that has a security interest in the check in 

case the check is lost or stolen and transferred to an innocent 

party who becomes a holder in due course. In these cases, the 

restrictive indorsement "pay any bank" gives notice to third 

parties of potential adverse claims against the check. While 

the limitation on transfer to banking channels may be desirable, 

there does not appear to be any need to rely on specific words 

to accomplish this result. Since banks routinely place 

restrictive indorsements on the checks they handle, the Board 

intends that the final Regulation CC will provide that any bank 

indorsement would be considered restrictive unless a bank takes 

specific action otherwise. Thus, third parties would be placed 

on notice of potential adverse claims by the bank indorsement 

itself without additional language. Accordingly, "pay any bank" 

has not been made part of the standard, and the use of this
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language in indorsements will be discouraged for depositary 

banks and prohibited for subsequent collecting banks.

In addition, commenters suggested that the information 

requirements be modified to include the fractional routing 

number currently used by many banks in their indorsements. The 

Board has determined not to include the fractional routing 

number in the standard; however, a bank may include its 

fractional routing number or repeat its nine-digit routing 

number in its indorsement. The Board encourages depositary 

banks to include their routing numbers in their indorsement more 

than once to aid paying banks in the identification of 

depositary banks.

Commenters also suggested that a depositary bank should 

include the telephone number where it would receive 

notifications of large-dollar returns in its indorsement. 

Because telephone numbers frequently change, the Board has not 

required their inclusion, although it is not prohibited.

Commenters also questioned the requirement to place 

information about the location of the depositary bank in the 

indorsement. Specifically, commenters were unsure whether the 

requirement to include the bank's "location" in the indorsement 

referred only to the city and state in which the bank was 

located or whether a street address was required. A depositary 

bank is not required to place a street address in its 

indorsement; however, a bank may want to do so in order to limit 

the number of locations at which it must accept returned checks
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under § 229.32 of the proposed Regulation CC. Banks should

note, however, that § 229.32 of proposed Regulation CC also

requires depositary banks to accept returned checks at the 

location(s) it accepts forward collection items, and the Board 

expects that a similar requirement will be included in the final 

rule.

Returning Bank Indorsements

The p r o p o s e d  i n d o r s e m e n t  standard included 

specifications for each subsequent collecting bank indorsement. 

Commenters pointed out, however, that the proposed indorsement 

standard did not specify a separate standard for returning 

banks. It appears that, at least initially, returning bank 

indorsements may differ from collecting bank indorsements. The 

development of various methods to process returns using a 

variety of equipment may also cause returning bank indorsements 

to vary substantially in form, content, and placement on the 

check. To impose a rigid standard at this time would be unduly 

burdensome to the banking industry. Therefore, the Board has 

determined to require a returning bank to apply an indorsement 

that avoids the area on the back of the check from 3.0 inches 

from the leading edge of the check to the trailing edge —  the 

area reserved for the payee and depositary bank indorsements. 

Thus a returning bank indorsement may be on the face of the 

check as well as the back of the check. This indorsement may 

not be in purple ink. No content requirements have been adopted 

for the returning bank indorsement at this time. The Board will
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con tinue to review the issue of the returning bank indorsement 

with the industry and the ANSI working group on indorsement 

standards, and will propose such a standard if it is found that 

a further standardization of indorsements for returning banks is 

necessary for the efficient operation of the payment system. 

Necessary Indorsements

Commenters raised a variety of issues with regard to 

who must indorse the checks. Several commenters questioned 

whether small banks (particularly credit unions) must indorse 

checks as the depositary bank. They suggested that a small bank 

be permitted to act as a corporate depositor and agree with its 

c o r r e s p o n d e n t  to have the correspondent place the 

correspondent's indorsement on the back of the check as the 

depositary bank indorsement. This approach could be beneficial 

to both the depositary bank and returning banks, particularly if 

the depositary bank wants its returned checks to be delivered to 

the correspondent. Similar comments were raised with regard to 

bank holding companies that want the returns destined to their 

subsidiary banks to go to one location rather than to each 

subsidiary. This issue also arises in the context of 

nonproprietary ATMs or lockbox arrangements whose operators 

process checks for which they are not the bank of account.4

4 I.e., the bank that has the account into which the
account holder is depositing the check.
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Because the indorsement standard is being proposed to 

expedite the return process, the Board believes that the 

indorsement placed on the check as the depositary bank 

indorsement should reflect the location where the returned 

checks and notices of nonpayment under § 229.33 should be

directed. If the bank of account agrees with another bank (a 

correspondent, ATM operator, or lockbox operator) to have the 

other bank accept returns and notices of nonpayment for the bank 

of account, the indorsement placed on the check as the 

depositary bank indorsement may be the indorsement of the bank 

that acts as correspondent, ATM operator, or lockbox operator. 

Thus, the paying or returning bank delivering returns or notices 

of nonpayment to the correspondent, ATM operator, or lockbox 

operator within the time frames specified in the regulation will 

have complied with its expeditious return and notification 

responsibilities. The bank of account that handles the check 

but agrees to the placement of another bank's indorsement as the 

depositary bank may physically indorse the check in an ink color 

other than purple outside of the area designated for the 

depositary bank. Otherwise, the bank of account and the bank 

indorsing as the depositary bank may agree that the bank of 

account makes a contract of an indorser without requiring the 

bank of account to place an indorsement on the check itself.5

5 See U.C.C. §§ 4-206 and 4-207(3).
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Carbon Band Checks

The proposed standard was modeled after the standard 

currently under review by ANSI, which provides that depositary 

bank indorsements must avoid the carbon band area.6 The Board 

had specifically requested comment on restricting indorsement in 

the carbon band area, including the possibility of requiring 

paying banks not to issue carbon band checks. Generally, banks 

and equipment vendors were opposed to any requirement to avoid 

the carbon band area. Avoidance of the carbon band area has the 

effect of limiting the vertical space of the indorsement to a 

maximum of .87 5 inches, smaller than many indorsement stamps. 

These commenters viewed carbon band checks as a small proportion 

of all checks, and indicated that to design a standard to 

accommodate a small number of checks was inappropriate.

A number of commenters recommended that the Board 

prohibit the use of carbon band checks. On the other hand, 

manufacturers of carbon band checks and small businesses that 

use such checks indicated that these checks are an efficient 

method of keeping accurate payment records and that their 

efficiency should be taken into account when designing a 

standard so as not to make such checks more difficult to use.

Some checks are printed with a carbon strip across 
the back that allows the transfer of information from the check 
to a ledger with one writing. This strip is typically located 
in the area (the "carbon band area") extending the length of the 
check, in a line between 1.4 inches and 1.9 inches above the 
bottom of the check (behind the payee line).
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The Board believes the issues raised concerning carbon 

band checks extend beyond carbon bands, and cover all markings 

placed on the backs of checks by parties other than banks, 

including both check issuers and check depositors. The backs of 

many checks bear pre-printed information or blacked out areas 

for various reasons. For example, contracts or loan agreements 

are printed on certain checks. Other checks that are mailed to 

recipients may contain areas on the back that are blacked out so 

that they may not be read through the mailer. Users of these 

checks believe that blacking out the back of a check reduces the 

chance that a check may be stolen while being mailed. On the 

deposit side, the payee of the check may place its indorsement 

or information identifying the drawer of the check in the area 

specified for the depositary bank indorsement, thus making the 

depositary bank indorsement unreadable.

The Board has decided not to prohibit the use of carbon 

band checks, and to change the indorsement standard to delete 

any reference to restricting indorsements from the carbon band 

area. The removal of this restriction should ease the burden 

imposed on banks and equipment manufacturers in complying with 

the indorsement standard. Nevertheless, depositary banks are 

encouraged to design indorsement stamps so that the nine-digit 

routing number avoids the carbon band area. Indorsing parties 

other than banks, e.g., corporations, are also encouraged to 

protect the identifiability and legibility of the depositary 

bank indorsement by staying clear of the area reserved for the
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depositary bank indorsement. The Board encourages all 

depositary banks to work with corporate indorsers to arrange 

that corporate payee indorsements include the name and 

nine-digit routing number of the bank in which they are 

depositing the check and the corporation's account number at 

that bank.

The proposed regulation excused a paying or returning 

bank's delay in return if the delay was due to the failure of 

the depositary bank to use the required indorsement standard. 

Some commenters indicated that the Board should place the 

liability for unreadable indorsements on the party that 

obliterated the depositary bank's indorsement or interfered with 

the area reserved for the depositary bank's indorsement. The 

Board expects that the final regulation and commentary will be 

expanded to clarify the liabilities associated with losses for 

returned checks that are delayed due to indorsements that are 

unreadable because of material on the back of a check. 

Liabilities may be allocated so that the depositary bank is 

liable for a loss on a returned check due to a delay in return 

caused by actions of its customer that made the depositary 

bank's indorsement illegible. The paying bank may be liable for 

a loss on a returned check due to delay in return caused by 

indorsements that are not readable because of other material on 

the back of the check at the time that it was issued. Those 

banks could then shift the risk to their customers by agreement.
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Pavina Bank Indorsement

The proposed regulation indicated that paying banks 

were not required to indorse the check. Some commenters 

expressed confusion on this point. The Board does not believe 

it is necessary to require the paying bank to indorse the 

check. Currently most paying banks indorse their checks when 

posting to the customers' accounts and cancel this indorsement 

when deciding to return a check. In the event that the paying 

bank does not indorse the check and the depositary bank wants to 

file a claim for a late return, it should be able to determine 

the presentment date from the surrounding indorsements or by 

tracing the check through the collection process. Consequently, 

the Board has made no modifications to the standard regarding 

the paying bank indorsement.

Variation bv Agreement

Section 229.35 of proposed Regulation CC requires that 

all banks, other than a paying bank, that handle a check during 

forward collection or a returned check, shall indorse the check 

in accordance with the indorsement standard. The Board expects 

that the final rule will provide flexibility by allowing the

need for, or form of, indorsements to be varied by agreement of 

the affected parties.

Final Regulatory Flexibility Analysis

Of the items required to be contained in ̂the final

regulatory flexibility analysis by 5 U.S.C. § 604(a), the first

(a statement of the need for and objectives of the rule) and
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second (a summary of the issues raised by the commenters, the 

Board's assessment of the issues, and the changes made to the 

proposed rule in response to the comments) are contained 

elsewhere in this preamble.

When the proposed rule was published in December, the 

Board noted in the initial regulatory flexibility analysis that 

it had considered exempting very small banks from the rule's 

requirements, but that an exception for small banks from the 

requirements for expeditious return found in Subpart C of the 

proposed rule would mean that a significant number of checks 

payable by small banks would continue to be returned by the 

current, inefficient manual processing of returns, thereby 

leading to increased losses for banks that accept for deposit 

checks drawn on small banks. Hence, the availability schedules 

and expeditious returns could work only in an environment where 

all banks were subjected to the same rules.

Although the Board did not specifically mention the 

indorsement standard in the initial regulatory flexibility 

analysis, the discussion in that analysis and elsewhere in the 

Federal Register notice clearly implied that there would be no 

special alternatives for small banks —  the rule was clear that 

all collecting banks would be required to follow the indorsement 

standards established in § 229.35 and Appendix D. If small

banks were not subject to the indorsement standard, the 

likelihood that their returns would be untimely would increase, 

thus increasing risk to these small banks from the requirement 

of making funds available more promptly.
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In response to the comments, the Board has made a 

number of changes to the indorsement standard, outlined 

previously in this preamble, that will lessen the burden on 

banks, especially small banks. Depositary banks (small banks 

are more likely to be depositary banks and less likely to be 

subsequent collecting banks) have been given greater flexibility 

in the choice of ink color and in the location of their 

indorsements. In addition, small banks have been given the 

option of arranging with a correspondent to have the 

correspondent place its indorsement on checks as that of the 

depositary bank, thus relieving small banks of making special 

indorsements at all. The Board believes that these 

modifications provide greater flexibility for all banks, and 

that these provide substantial relief for small banks.

As noted earlier in the preamble, the indorsement 

standard proposed in December provided that the depositary bank 

indorsement was not to be placed in the carbon band location. 

The Board also requested comment on an alternative that would 

shift the responsibility for an illegible depositary bank 

indorsement if the paying bank's customer used checks with a 

carbon band. Under this approach, the paying bank might find it 

advantageous to restrict its customers' use of carbon band 

checks or require them to select a carbon band technique that 

would not interfere with reading the depositary bank's 

indorsement. A large number of commenters responding to this 

question favored explicitly banning the use of carbon checks.
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On the other hand, a number of important issues were raised by 

other commenters regarding the manufacture and use of carbon 

band checks.

Reliable estimates of the number of users of carbon 

band checks, what percentage of these users cure small businesses 

(e.g., less than 20 employees), what percentage of small 

businesses use carbon band checks, and the volume (both in terms 

of dollars and number of checks issued) of carbon band checks, 

are not readily available. It is clear, however, that carbon 

band checks enjoy significant use among certain segments of 

small businesses. It has been suggested, for example, that 

businesses that write more than 15 but fewer than 40 checks per 

day and those that must issue checks outside of their offices 

are the most likely users of carbon band checks. Commenters 

also pointed out that many small business find that carbon band 

checks are a convenient manner of keeping accounts. Prohibiting 

carbon band checks, without a usable alternative, could force 

businesses using carbon band checks to change accounting 

systejns, at significant inconvenience and some expense. 

Commenters have not provided the Board with information on 

completely satisfactory alternatives to the use of carbon band 

checks, and manufacturers of these check systems assert that at 

present no satisfactory substitute exists, although it appears 

that alternatives are being developed that could replace the 

carbon band in the future.

Given these circumstances, the Board, as noted earlier, 

has determined not to ban carbon band checks or to take any
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action to mandate that users of carbon band checks undergo 

costly changes of accounting systems. Nevertheless, the Board 

is concerned that carbon bands and other markings could 

interfere with the expeditious return of unpaid checks to 

depositary banks, increasing the risk that unpaid checks would 

be returned after the depositary bank would have been required 

to make the funds available to its depositor. The Board 

believes, however, that the solution it has adopted represents a 

market-based solution that provides the most flexibility to all 

affected parties. While the Board anticipates that losses due 

to markings on backs of checks will not be large, it believes 

that the solution adopted will result in the fairest and most

efficient allocation of those losses that do occur.

List of Subjects in 12 CFR Part 229

Banks, banking; Federal Reserve System.

For the reasons set out in the preamble, Title 12,

Chapter II of the Code of Federal Regulations is amended by 

adding Part 229 to read as follows:

PART 229 —  AVAILABILITY OF FUNDS AND COLLECTION OF CHECKS

Authority: Title VI of Pub. L. No. 100-86, 101 Stat.

552, 635, 12 U.S.C. 4001 et seq.

Subparts A-C —  [Reserved]

Appendixes A-C -- [Reserved]

Appendix D —  Indorsement Standards
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APPENDIX D 

Indorsement Standards

1. The depositary bank shall indorse a check according to the 

following specifications: 

o The indorsement shall contain —

- the bank's nine-digit routing number, set off by 

arrows at each end of the number and pointing 

toward the number;

- the bank's name/location; 

the indorsement date.

o The indorsement may also contain —

- an optional branch identification;

- an optional trace/sequence number;

- an optional telephone number for receipt of 

notification of large-dollar returned checks; and

- other optional information provided that the 

inclusion of such information does not interfere 

with the readability of the indorsement.

o The indorsement shall be written in dark purple or

black ink.

o The indorsement shall be placed on the back of the

check in the following location:

- The indorsement shall be placed so that the 

routing number is wholly contained in the area 3.0
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inches from the leading edge of the check to 1.5 

inches from the trailing edge of the check.7

- The indorsement shall not be placed in the MICR 

clear band, extending along the bottom edge of the 

check to a height of 0.625 inches.

2. Each subsequent collecting bank indorser shall protect the

identifiability and legibility of the depositary bank

indorsement by:

o including only its nine-digit routing number (without 

arrows), the indorsement date, and an optional 

trace/sequence number; 

o using an ink color other than purple;

o indorsing in the area on the back of the check from 0.0

inches to 3.0 inches from the leading edge of the 

check.

3. Each returning bank indorser shall protect the

identifiability and legibility of the depositary bank

indorsement by:

o using an ink color other than purple;

The leading edge is defined as the right side of 
the check looking at it from the front. The trailing edge is
defined as the left side of the check looking at it from the 
front. See American National Standards Committee on Financial 
Services Specification for the Placement and Location of MICR 
Printing. X 9.13.
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o staying clear of the area on the back of the check from 

3.0 inches from the leading edge of the check to the 

trailing edge of the check.

By order of the Board of Governors of the Federal 

Reserve System, April 5, 1988.

(signed) Will i a m  W. Wiles

William w.. wiles 
Secretary of the Board




