| CHECK

CATCHING UP & CASHING IN

4

The challenges and opportunities in implementing
electronic check processing [BY KAREN M. KROLL]

esellers who haven't yet

worked with electronic

check processing systems

may soon want to delve
into the technology. Two years
after the Check 21 Act (Check
Clearing for the 21st Century)
went into effect, the adoption of
check image exchange is taking
off, says Aaron McPherson, pay-
ments research director with
Financial Insights, an IDC com-
pany. McPherson attributes the
growth to the fact that many
banks have now are through test-
ing and are moving into imple-
mentations. “Last year, there were
a lot of pilots. This year, theres a
quick ramp-up,” he says.

With image exchange, checks are
converted to an electronic image, but
keep their identity as checks. The
images can be used to resolve any dis-
putes that may arise down the road.
McPherson now forecasts that about 17
percent of all inter-bank checks will be
sent as images by the end of the year.
That’s nearly three times his forecast
from earlier this year of 6.64 percent.

With electronic check conversion
(ECC), software captures the information
from the check and converts the transac-
tion to an electronic funds transfer. The

transaction is processed through the
automatic clearing house (ACH) net-
work. ACH transactions also are grow-
ing, albeit at slower rates than image
exchange, McPherson says. He predicts

that the number of ACH transactions will
hit 3.2 billion by the end of this year, and
rise to 4.2 billion by 2009.

The growth in electronic check pro-
cessing doesn't surprise Neil Edmonds,
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group product manager with Epson
America, Inc. He notes that many retail-
ers who have begun processing checks
electronically are experiencing signifi-
cant cost savings. While most decline to
publicize their savings, concerned that
the information might aid competitors,
their transaction fees for electronic
check processing typically are less than
those for debit or credit transactions.

Even more importantly, the labor that
retail employees expend processing
paper checks quickly adds up, says
Edmonds. Multiple times each day,
merchants need to tally the checks, pre-
pare deposit slips and safely transport
the checks to the bank. It’s not until
several days later that they actually are
credited with the money.

CONVERSION CHALLENGES

Although the expanding market for
electronic check processing offers
opportunities for resellers and their
customers, it also presents challenges.
According to Ken Fang, product man-
ager with Epson, the market actually
slowed a bit after Check 21 went into
effect. While that sounds counterintu-
itive, Fang explains that the law intro-
duced some confusion into the
marketplace, with businesses having to
decide whether to use electronic check
conversion or the image replacement
process now available via Check 21.

Further complicating the decision is
the number of variables, says Andrew
Jacobs, vice president of business devel-
opment with Matra Systems, a software
solutions provider based in Atlanta. For
example, some retailers are using point-
of-sale systems that can be easily
upgraded to process checks electroni-
cally, while others will require the pur-
chase of new modules or upgrades.

Resellers also need to understand how
the check processing system will inte-
grate with the retailer’s POS system, says
Justin Collins, product line manager for
receipt printers with NCR Corporation.
Most retailers will want to tie each check
transaction back to a particular register,
sales associate and time of day.

Resellers working with banks that are
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CHECK 21 & THE DOCUMENT IMAGER

The recently enacted Check
Clearing For the 21st Century
Act (Check 21), which removed
barriers to electronic process-
ing and reduces the need for
multiple transport passes for
most presented items, is also
influencing the evolution of
document imaging hardware.

“The [concept] of truncating
more payments earlier in the
process, thus turning a paper
document into an electronic
document,” is very appealing
to end-users and is thus driving
demand on the hardware side,
notes a spokesperson from
IBML, a provider of document
capture solutions. So, too, is
the concept of handling
administrative returns more
efficiently; when payments
are handled electronically,
returned items can be handled
without the need to recover
the paper originals.

IBML's ImageTrac scanner is the first production page scanner to
incorporate both a true magnetic ink character recognition (MICR) read-
er and intelligent character recognition (ICR). The use of these recogni-
tion technologies, coupled with Check 21 decision software, facilitates
the task of converting paper payments, Davis explains.

Kodak has jumped on the bandwagon too, unveiling a digital check imag-
ing portfolio comprising the 16030 Check Scanner, associated software
and professional services. The portfolio will be available through a select
group of the company's reseller channel partners.

Intended for use in consumer-facing environments, bank teller lines or
back-office locations at the branch, office or store level, the scanner
enables tellers, cashiers and back-office personnel to scan as many as 40
checks per minute. The small-footprint unit features USB 2.0 connectivity,
reads MICR and can be equipped with a pre-scan imprinter that prints doc-
ument control numbers or custom information onto paper checks.

More offerings such as those from IBML and Kodak will become available
as cries for check-imaging hardware grow louder. According to research
firm Celent Communications, banks' adoption of point-of-presentment
image capture systems will rise by 82% annually in 2005, 2006 and 2007,
with adoption by businesses and government office up approximately
40% to 60% annually. Banks (national, super-regional and regional), mid-
dle-market companies with revenues of $5 million and $1 billion and gov-
ernment offices (especially at the state and local levels) will constitute
target markets for imaging equipment of this ilk, reports Alenka Grealish,
manager of Celent Communications' banking practice.










