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With banks reporting checks declining from 3-8% a year, the need to move to electronic check
processing has become acute. The October 28, 2004 effective date of the Check Truncation Act has
created a deadline on which banks and industry associations are focused. Check conversion, in the form
of ARC (Accounts Receivable conversion) and POP (Point of Purchase conversion), has already begun a
sharp upward trajectory, growing in excess of 800% in 2003. This growth will continue, joined in 2005 by
slow but steady growth in image exchange and check truncation.

Situation Overview
No one now doubts that U.S. check volumes are declining for good—attributable to the growth of credit/debit cards and ACH for bill
payment, and in the growing use of credit/debit cards at the point of sale.

As check volumes decline, unit costs will go up, thanks to the fixed costs represented by item processing centers. Banks are attempting to
reduce fixed costs by using part-time staff and consolidating these item processing centers. However, given that these centers are built to
process large volumes, any consolidation would necessarily remove processing capacity in large chunks, rather than matching the slow
but steady decline in volumes. Banks therefore have a challenge. How can they reduce processing costs until volumes decline to the point
where entire item processing centers can be decommissioned? Reducing processing costs is necessary even if a bank intends to slow
volume decline by seeking additional cash letter business; banks will need lower costs to take new cash letter business from competitors.
Those banks that succeed with this strategy to increase market share will still be stressed by ever decreasing volumes even as they
increase the size of their slice—the pie is simply shrinking at an accelerating rate. In the short term, bank and check processing
consolidation will be outpaced by the overall decline in check volumes.

Figure 1. U.S. Image Exchange and Check Conversion Volume, 2002-2010
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Source: Financial Insights’ Bank and Core Processor Survey, 2004

Check processing is a mature business and banks have become as efficient as they can be in a paper environment. The main way to reduce
costs is to convert paper checks to electronic form as early as possible in the processing flow, which saves the cost of transporting paper
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