Check Compliance: What Every Financial Institution Needs to Know

Even as faster payments continue to gain momentum, checks remain a steady part of the
payment industry, especially for businesses and certain customer segments. Staying
compliant means understanding more than just how a check clears—it means knowing the
legal and regulatory framework that supports each step in the process.

Check compliance is not optional. It protects your institution from losses, preserves
customer trust, and ensures that daily operations are legally sound. There are four main
areas every institution should understand when it comes to check compliance: the check
collection process, UCC Articles 3 and 4, indorsements, and Regulation CC.

The Check Collection Process

At a high level, the check collection process begins when a check is deposited and ends
when the paying bank either honors or returns the item. This journey can involve multiple
financial institutions, especially with image exchange networks now handling most
transactions electronically.

Understanding this process is foundational for compliance. Financial institutions need to
meet time-sensitive obligations, like presentment and returns, and make sure they are
accurate in substitute check processing. Any misstep in timing or handling can open the
door to errors, disputes, or liability.

UCC Articles 3and 4

The Uniform Commercial Code, specifically Articles 3 and 4, provides the legal backbone
for check handling. Article 3 covers negotiable instruments like checks and lays out who is
entitled to enforce them and how issues like alterations or forgeries are addressed.

Article 4 zooms in on the roles and responsibilities of banks in the collection process,
including rules like the midnight deadline for returning checks and the right of chargeback.
If you’re working in check processing, operations, or compliance, understanding UCC 3
and 4 is essential. These articles explain how liability is assigned when problems arise, and
how institutions can protect themselves.

Indorsements: More Than a Signature

Indorsements might seem like routine procedure, but they’re often the first clue in
determining whether a check is valid, negotiable, or potentially fraudulent. From blank to
restrictive, special to conditional, indorsements provide key information about who has the
right to deposit or cash the check.



It’s important that staff know what to look for, especially in cases involving multiple payees,
business accounts, or mobile deposits. Mishandled or missing indorsements can cause
compliance issues or result in returned items and customer complaints.

Regulation CC: Funds Availability and Return Requirements

Regulation CC is all about timing and transparency. It outlines when deposited funds must
be made available to customers, what exceptions can be applied, and how long you can
place a hold based on various risk factors.

It also governs the handling of substitute checks and outlines warranties and indemnities
around electronic image exchange. To remain compliant, institutions must make sure their
policies, disclosures, and practices align with Reg CC’s requirements, particularly when it
comes to hold notices and return timeframes.

Want to Dive Deeper?

PaymentsFirst is hosting a live webinar on May 15 that takes a closer look at all of these
topics. “The Puzzle of Check Compliance” will walk you through the most important areas
affecting check processing at your institution.

This session will help you better understand how the pieces connect—and how to stay
compliant while managing risk.

Don’t miss it—register today and join us on May 15!


https://members.paymentsfirst.org/event-calendar/Details/puzzle-of-check-compliance-1281528?sourceTypeId=Website

