








cheque is then batched up together with all other cheques drawn on accounts at
the same bank and handed over to the paying bank at the exchange centre in Milton
Keynes (or Edinburgh in the case of cheques drawn on accounts held at branches
in Scotland).

The paying bank debits Mr Smith's account with the amount of the cheque on
Wednesday morning. At the same time, all banks calculate the amount they must pay
each other on the basis of the value of all the cheques exchanged on the previous
day. The net balances are then settled across accounts held at the Bank of England.

This is the end of the central clearing cycle, but there remains the process
that a bank uses to return an unpaid cheque.

If Mr Smith's bank decided that it was unable to pay the cheque due to insufficient
funds in his account, or for some other reason (e.g if Mr Smith had placed a stop

on it or it had been incorrectly filled out), it would return the cheque to Miss Jones's
bank on the Wednesday or, in certain specific circumstances, the Thursday morning
before 12 noon. Generally cheques are returned by first class post, although it is
increasingly common for them to be directly exchanged between the banks. The
earliest that Miss Jones's bank could know that the cheque was not going to be paid
would be Thursday or possibly Friday — the fourth or fifth day.

Latest fraud figures show that banks are increasingly spotting fraudulent cheques
before they enter the clearings. Banks exchange details by phone as soon as any
fraud is spotted. Only about 0.5% of the 6-7 million cheques cleared each day are
returned unpaid.

Individual banks set their own competitive policies on the point at which they credit
funds on cheques paid into their customers’ accounts, pay interest or allow funds

to be drawn against cheques. Typically, the cheque amount will be credited to Miss
Jones's account on the Monday (although the funds will not normally be available

to withdraw) and interest on the value is normally earned, or any overdraft interest
reduced, from the third day (Wednesday in this example). This is sometimes referred
to in banking as ‘clearing for value'.

Many banks allow customers to withdraw funds against cheques from the fourth or
fifth day, allowing sufficient time to ensure that the cheque has not been returned
unpaid. This is sometimes referred to in banking as ‘cleared for withdrawal’ or even
‘clearing for fate’.
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DAY 1

DAY 2

|

DAY 3

The Clearing Cycle

This illustration shows how the various stages of the
clearing cycle fit together. It separates them out into
fixed action, complex action and competitive action.

If a customer pays a cheque
in at their account holding
branch the amount will
generally appear immediately
(or at least the same day) on

the customer’s account. If Complex Action

CUCRTENE I CIRUREU UL Only applicable to cheques that are
branch or bank, the amount returned unpaid.

may not ‘appear until day 3'.

Fixed Action
Standard for all cheques that pass
through the clearing.

Competitive Action
| Subiject to the policies of individual
banks.

Collecting banks send all
cheques received that day
to their clearing centres.

At the clearing centres
cheques are mechanically
read and sorted. Codeline
and amount details of each
cheque are sent electronically
to the paying banks via the
Inter-Bank Data Exchange
(IBDE) network by 11am.

Cheques are taken to the
exchange centres at Milton
Keynes and Edinburgh where
they are handed over to
paying banks. Various
electronic verification checks
are carried out during day 2
prior to posting to customers’
accounts on day 3.

Paying banks update their == End of central clearing cycle
customers’ accounts
overnight day 2-3 and settle I
net amounts to one another Interest
across accounts at the Bank Interest may be paid, or
of England. overdraft interest reduced,
| at any time from day 1.
Each bank makes its own
If the paying bank decides not commercial decision on
to pay a cheque, it is returned this issue.
to the collecting bank by
first-class post on day 3.
Under certain circumstances Withdrawal
it may not be sent until noon Customers may be allowed to
day 4. withdraw funds as early as
day 1 and more generally day
I 4 or after. Each bank makes
The collecting bank receives its own commercial decision
the unpaid cheque either on on this issue.

day 4 or day 5.



>> UK domestic cheque guarantee card scheme

The first cheque card was introduced in October 1965, guaranteeing payment of
cheques up to a value of £30. This limit was raised in 1977 to £50 and two additional
limits of £100 and £250 were introduced in 1989.

In July 1969 the UK Domestic Cheque Guarantee Card Scheme was established
with the objective of creating common, easily-identifiable design features to simplify
acceptance procedures for retailers and other businesses. Since 1 October 1990
the common theme has been William Shakespeare, and all cards issued under this
Scheme depict his bust in various ways.

Some 7 million adults currently use guaranteed cheques on a regular basis. However,
in keeping with the general trend of declining cheque use, this figure is expected to
fall to 2.1 million by 2014.

The Scheme gives retailers greater certainty when accepting cheques. However, if
the Conditions of Use are not met the guarantee is void and cheques could be returned
(the Conditions of Use can be downloaded from the APACS website
www.apacs.org.uk).
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>> Key points

® One cheque per transaction is guaranteed up to the value limit shown on the
accompanying cheque guarantee card.

® Cheques must be dated correctly with the actual date of issue.
® The payee should write the cheque card number on the reverse of the cheque.




® Cheques must be signed by the account holder in the presence of the payee.

® The cheque guarantee card must be valid i.e. it may only be used prior to reaching
its expiry date and must not have been altered or defaced.

® \When using cheques to obtain cash, customers are limited to one guaranteed
cheque per day for this purpose. Cashiers use frequency-marking pages (found
at the back of cheque books) to keep a record of instances of encashment and
to ensure that the one per-day rule is adhered to.

® The Scheme applies to personal cheques only.

® The guarantee applies only to domestic cheques, including those issued in
Gibraltar, the Isle of Man, the Channel Islands, and British customs outposts.
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>> Facts and figures
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® There were just over 6 million cheques issued each day in 2004, compared to 11
million in the peak year for cheque volumes, 1990. By 2014 there will be only 3.5
million per day.

® |n 2004 each adult made 1.9 cheque payments per month, compared with 4.3 per
month in 1991.

® The typical adult receives less than seven cheques per year.

® Only 7 million adults still use guaranteed cheques on a regular basis, compared
to 16 million in 1996.

® \Women make almost 50% more guaranteed cheque payments than men.

® Only one in seven regular bills is paid by cheque, compared with one in three
as recently as 1995. By 2014 only one in 25 of regular bills will be paid by cheque.

® By 2014 personal cheques will account for only 3.9% of all non-cash payments
made by individuals.

® The average value of a personal cheque payment is £126.

® Only 6% of retail spending is still paid by cheque, compared with over half by
debit or credit card.

® Business cheque use peaked in 1997. Since 2001 business-to-business cheques
have seen rapid decline as businesses increasingly move to the use of automated
payments for their trade suppliers.

>> Advice to customers

The following advice is aimed at both business and personal customers:

When Receiving and Paying In Cheques:

e |f you are unhappy with the timescales offered by your bank or building society
for gaining access to funds from cheques, you should discuss the matter with
them or, if necessary, shop around for a bank which provides the best service
for your needs.

® Cheques should be paid into your account as soon as possible to reduce risk of
loss or theft but should always be paid in within six months as older ones may be
rejected or returned unpaid.

® Be aware that accepting payment by personal cheque for goods or services does
not necessarily mean that payment will be made. Unless the cheque is from an
undoubted source, it is advisable to seek payment by an alternative method such
as a payment over the Internet or CHAPS for high-value payments. You may be
offered a banker's draft or a building society cheque for high-value payments.
These are generally safer than personal cheques but may not be paid if, for
example, they have been reported stolen.

@ |f you receive a cheque drawn on an overseas bank, your bank will send it back to
the issuing bank for collection, or your bank may offer to negotiate it with recourse.
Foreign cheques cannot be cleared through the UK clearings. As it can take time
and be costly to obtain value for a foreign cheque, it is advisable to seek payment
by an alternative method.
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When Issuing Cheques:

@ |f you issue a cheque which is not presented within six months, do not assume
that it has become invalid. If you wish to you can ask your bank to place a stop
on the item (some banks may make a charge for this service).

® The use of post-dated cheques is inadvisable. If they are paid in before the date
shown, they may be returned unpaid, possibly incurring a charge or they may be
cleared which may also cause difficulties. Some banks and building societies instruct
against the use of postdated cheques in their account terms and conditions.

e Keep cheque guarantee cards separate from cheque books. If either are lost or
stolen, notify your bank or building society immediately. When a new card is
received, the signature strip on the back should be signed immediately.

e |t will help to prevent fraud if you clearly write the name of the person you are
paying the cheque to and put extra information about them on the cheque
especially if you are not personally paying a cheque in directly (for example,
because you are sending a cheque by post).

e |f you are paying a cheque to a large organisation such as the Inland Revenue, do
not make the cheque payable simply to that organisation. Add further details into
the payee line (for example, Inland Revenue, re: J Jones, your reference xxxyyz).

e |f you are making a cheque payable to a bank or a building society, do not make
the cheque payable simply to that organisation. Add further details in the payee
line, for example XYZ Bank, re J Jones, account number Xxxxxx.

® You should draw a line through unused space so unauthorised people cannot add
extra numbers or names.

e |t is important to minimise fraud by identifying and reporting any misuse of cheques
as early as possible. Use cheque book counterfoils to record details of cheques
issued and compare them with bank statements. Any discrepancies should be
reported to your bank or building society immediately.

e |t is recommended that business customers allocate responsibility for issuing
cheques and undertaking reconciliation with bank statements to at least two
different people.

® Never pre-sign blank cheques. When writing cheques, be sure to complete all
sections, including the payee name, and the amount in both words and figures.
To help prevent fraudulent alteration it is good practice to leave as little blank
space as possible, if necessary by drawing a line through unused spaces. It is
also good practice to include the word ‘only' after writing the amount in words.

e |f it is necessary to make amendments, these should be made clear by crossing
through the error and initialling or signing the correction.

® Always be sure to date cheques — undated cheques are likely to be returned with
arequest to include a date.

® Personal customers should write cheques in ink (a biro will suffice). Businesses
should consult their bank if they intend to use an automated system for completing
cheques from, say, computer data. Banks will supply Best Practice Guidelines for
Users of Company Cheques if requested.

® Cheques issued by UK banks — whether denominated in sterling or euro — are for
use in the UK only. Customers wishing to make cross-border payments are
advised to consult their bank about other payment methods.
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