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CLEARING CHEQUES - RISKS AND SCAMS SHOULDN'T BANK FIX THE CHEQUES 

CLEARING LOOPHOLE THAT SO MANY SCAMMERS ABUSE? 

     
By : M.S.Yatnatti Editor and Video Journalist Bengaluru : The clearing system : Cheques are paper items which are physically transferred between banks at the same time as the electronic data is processed. Although the paying 
bank receives some of the data electronically, the physical cheques themselves must also be transferred so that they can be examined by the paying bank for security and fraud prevention purposes. Day 1:When a cheque is paid 

into an account (at the collecting bank) it is sent to the bank's clearing centre at the end of the working day. Day 2:All cheques received are sorted at the clearing centre and the sort code, account number and serial number on the 
bottom of the cheque, together with the amount of the cheque, are sent electronically to the banks on which they are drawn (the paying bank) by 11am. The physical cheque is then sent to the bank on which it is drawn.  Day 

3:The paying bank debits the payer's bank account with the amount of the cheque on the morning of day 3. 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 RBI .This is the end of the central clearing cycle. However, if the paying bank was unable to pay the cheque, for instance if the cheque 
owner has insufficient funds in their account, placed a stop on the cheque, or filled it out incorrectly, it would return the cheque to the original collecting bank on day 3, or in certain specific circumstances, by 12 noon on day 4. 

Cheques are generally returned by first class post, so the earliest the collecting bank will know that the cheque will not be paid is day 4, or possibly day 5. When you deposit a check and it “clears,” that’s a good thing – but what 

does that really mean? Can a check bounce or be cancelled after it clears? Processing checks is a confusing process, and scammers take advantage of that confusion. The results can be a costly lesson in the risks of accepting 
checks.It’s essential to know that a check can bounce after you deposit it – even if your bank allows you to withdraw cash from that deposit. The process of clearing checks involves moving money from the check writer’s account 

to your account. To do this, you deposit the check, your bank asks the check writer’s bank for money, that bank takes money from the check writer’s account, and they send it over.Once this process is complete, it is generally (but 
not always) safe to spend the money.  

Did it Really Clear? Unfortunately, the term “clear” sometimes gets used prematurely. An item has really only cleared after your bank has received funds from the check writer’s bank. But bank employees might tell you that a 
check has cleared, and your bank’s computer systems might show that you have those funds available for withdrawal.Mixed terminology: in many cases, when somebody tells you an item cleared, they’re saying that you can use 

the money. You can spend that money with your debit card, you can withdraw cash at an ATM, or you can set up a payment through online bill pay.Most of the time, this informal terminology is fine – If the check doesn’t 

bounce, and you can spend freely.Funds available: most of the confusion around checks comes from bank policies and  laws that allow you to spend money before a check really clears. But that just means you can use the money 
– it doesn’t mean the check has cleared (or that the funds have arrived from the check writer’s bank).What if you Spend the Money?If you deposit a check, withdraw or spend the money, and the check bounces, you’ve got 

problems. The bank will reverse the deposit to your account. If you have money in the account, your account balance will drop – if not, you’ll have a negative account balance and you’ll start bouncing other payments and racking 

up fees.Ultimately, you are responsible for deposits you make to your account, and you’re the one at risk. You are protected from certain types of errors and fraud, but that protection does not cover bad checks that you 

deposit.

Slashdot reported a  recent story about a guy who lost his lawsuit against a bank, over a variation on a classic Nigerian email scam. The scam is one we've discussed many times in the past: somehow the victim gets a big check, 
which they're expected to deposit in a bank. After the check "clears," the victim/recipient is supposed to transfer a large chunk of that money to the scammer, on the belief that they get to keep whatever is left over. What really 

happens is a few days after the check "clears," the bank finds out it's fraudulent, and tries to void the transaction. But, by then, the victim has already transferred out a big chunk of money (and the scammer has already taken all 

that cash out of the bank and disappeared) -- leaving the victim footing the bill, with the bank expecting them to come up with the missing cash. In this case, the scam took on all the familiar facets of this scam: .In March 2009, 
Brian Peters received an email from someone purporting to be a citizen of Malaysia. The e-mail informed Peters that certain third parties in the United States and Canada owed the purported Malaysian money, but that "they can 

not transfer the funds to any bank account outside America continent due to their new company policy [sic]." He asked Peters to "assist me in receiving the funds and forward to me." He offered to pay Peters 12 percent of the 

money. Peters agreed after apparently negotiating an increase of his fee to 15 percent. Peters deposited the $808,988.90 in checks received from the purported Malaysian at Chino Commercial Bank. After the bank notified 
Peters that the checks had cleared, Peters wire transferred $468,000 to Hong Kong. Shortly thereafter, the checks were dishonored after the bank detected that they had been altered. Since Peters was personally liable for any 

overdrafts on the account, which had only a few thousand dollars, the bank sought to attach property owned by Peters to collect on the overdraft. The trial court granted the bank�s motion to attach against Peters in the amount 
of $458,782.60. This certainly isn't the first such lawsuit ,a similar case t was reported  years ago, which involved some scammers tricking a law firm (who really should have known better). The reason this scam works over and 

over and over again is pretty simple: most people have no idea that when a check "clears," it's not actually been validated. This is apparently due to various laws that require banks to make money from checks available within a 
very short period of time. So the way banks deal with this is to just make the money available, and if they later find out that the check was fraudulent, they pull back the money. But, of course, most people don't know this and 

assume (somewhat reasonably) that if a check "clears" and the money is listed as "available," the bank has made sure the check is legitimate. This is a somewhat unintended consequence of laws to make paying by check work 

better, but it leads to a huge opening for these types of scams.So if they need to do that, shouldn't it make sense for banks to at least put forth pretty clear warnings on money that has not really been validated yet? Or to at least 
proactively warn anyone seeking to withdraw money that hasn't really been validated that if the check fails to validate, they may be liable? It seems like there must be better ways to deal with this kind of scam than to just let the 

scammers keep taking advantage of this knowledge gap. 

Reportedly In India, the clearing system is local and confined to a defined jurisdiction covering all the banks and branches situated in the area under a particular zone. The clearing house is a voluntary association of banks under 
the management of a bank where the settlement accounts are maintained. Wherever Reserve Bank of India has its office (and a banking department), the clearing house is managed by it. In the absence of an office of the Reserve 

Bank, the clearing house is managed by the State Bank of India, its associate banks and in a few cases by public sector banks..Keeping in view the technological progress in payment and settlement systems and the qualitative 
changes in operational systems and processes that have been undertaken by a number of Banks, the Reserve Bank of India had, with effect from 1st November 2004, withdrawn its earlier instructions to commercial Banks on (i) 

Immediate Credit of local/outstation cheques, (ii) Time Frame for Collection of Local / Outstation Instruments and (iii) Interest Payment for Delayed Collection. The withdrawal of these mandatory guidelines was expected to 

enable market forces of competition to come into play to improve efficiencies in collection of cheques and other instruments. This collection policy of the Bank is a reflection of our on-going efforts to provide better service to our 
customers and set higher standards for performance. The policy is based on principles of transparency and fairness in the treatment of customers. The Bank is committed to increased use of technology to provide quick collection 

services to its customers. .In India there are about 1050 cheques clearing houses. These clearing houses clear and settle transactions relating to various types of paper based instruments like cheques, drafts, payment orders, interest 

/ dividend warrants, etc. In 40 of these clearing houses, cheque processing centers (CPCs) using MICR (Magnetic Ink Character Recognition) technology have been set up. At 14 more clearing houses, MICR cheque processing 
systems are proposed to be set up. The Reserve Bank has issued the Uniform Regulations and Rules for Bankers’ Clearing Houses (URRBCH) which have been adopted by all the clearing houses. These regulations and rules 

relate to the criteria for membership / sub-membership, withdrawal / removal / suspension from membership and the procedures for conducting of clearing as well as settlement of claims between members. 

 

Clearing Process: The clearing process begins with the deposit of a cheque/other clearing instruments referred above in a bank. The bank arranges the cheques submitted to it for clearing bank wise and presents it in the clearing 

house to other banks. When there are more than one bank branch for a bank in the clearing area, they would have a coordinating branch/ service branch to take care of presenting the cheques to the clearing house. Upon receipt of 
the cheques/other instruments, they are passed for payment if the funds are available and the banker is satisfied about the genuineness of the instrument. The cheques that are unpaid are returned to the presenting bank through 

another clearing called the Return Clearing. The realization of the funds occurs after the completion of return clearing and by the absence of an unpaid cheque.Settlement of Funds: The settlement of funds in clearing occurs at 
several levels. The aggregate amount or value of cheques presented by a bank on other banks represents the claim by that bank on other banks. Similar claims are made by all the banks on every other bank in the clearing. A net 

settlement is arrived at the clearing house and the debit or credit position of the bank is determined. These are booked in their current accounts maintained by the settling bank. This represents the inter- bank settlement. The 

settlement of funds between the service branch and the branch concerned represents the transfer of funds to the branch level. The payment process is completed only when the funds are debited from the drawer’s account and 
credited to the payee’s account. This occurs after the completion of the return clearing mentioned earlier 

http://idle.slashdot.org/story/10/12/19/2358235/Nigerian-Email-Scam-Victim-Sues-Bank-Loses-Appeal?from=twitter
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Electronic fund transfer system:There are various types of electronic clearing systems functioning in the retail payments area in the country. Some of them are ECS, NEFT etc.:Electronic Clearing Service (ECS) is a retail 
payment system that can be used to make bulk payments / receipts of a similar nature especially where each individual payment is of a repetitive nature and of relatively smaller amount. This facility is meant for companies and 

government departments to make/receive large volumes of payments rather than for funds transfers by individuals. The ECS facility is available in 47 centers across India operated by RBI at places where it manages the clearing 
houses and by SBI and its associates in other centers. The ECS is further divided into two types – ECS (Credit) to make bulk payments to individuals/vendors and ECS (Debit) to receive bulk utility payments from 

individuals.National Electronic Funds Transfer (NEFT) system is a nationwide funds transfer system to facilitate transfer of funds from any bank branch to any other bank branch. This is typically for individual / single 

payments. The system uses the concept of centralized accounting system and the bank’s account that is sending or receiving the funds transfer instructions, gets operated at one center, viz. Mumbai only. The individual branches 
participating in NEFT could be located anywhere across the country. The beneficiary gets the credit on the same Day or the next Day depending on the time of settlement. NEFT operates on a deferred net settlement (DNS) basis 

which settles transactions in batches. Presently it is settled in six batches the last one being 1600 hrs. on a weekday and 3 batches with the last one being 1200hrs on a Saturday. To participate in NEFT the participating banks 

branch needs to have IFSC code.Indian Financial System Code (IFSC) is an alpha numeric code designed to uniquely identify the bank-branches in India. This is 11 digit code with first 4 characters representing the banks code, 
the next character reserved as control character (Presently 0 appears in the fifth position) and remaining 6 characters to identify the branch. The MICR code has 9 digits to identify the bank-branch. 

Large Value Payments: There are a few large value payment systems functioning in the country. These are the Inter-Bank Cheques Clearing Systems (the Inter-bank Clearing), the High Value Cheques Clearing System (the 
High Value Clearing), the Government Securities Clearing System (the G-Sec Clearing), the Foreign Exchange Clearing System (the Forex Clearing) and the Real Time Gross Settlement (RTGS) System. All these systems except 

the High Value Clearings are electronic based systems. These mostly relate to interbank / inter-financial institutional transactions except the High Value Clearing where high value customer cheques are cleared.The Inter-bank 

Clearing functions in 7 places and the High Value Clearing in 15 places – both are managed by the Reserve Bank. The G-Sec Clearing and the Forex Clearing are managed by the Clearing Corporation of India 

Limited (CCIL). The RTGS System is operated by the Reserve Bank. All these are deemed to be Systemically Important Payment Systems (SIPS) and therefore the Reserve Bank has, in line with the international 

best practices in this regard, moved them (except High Value Clearings) to either secure and guaranteed systems or the RTGS System.Real Time Gross Settlement (RTGS) is a large value funds transfer system 

whereby financial intermediaries can settle interbank transfers for their own account as well as for their customers on a “real time” and on “gross” basis. The system effects final settlement of interbank funds 

transfers on a continuous, transaction- by-transaction basis throughout the processing day(RTGS business hours). The RTGS system is primarily for large value transactions. The minimum amount to be remitted 

through RTGS is Rs.1 lakh. There is no upper ceiling for RTGS transactions. On a typical day, RTGS handles about 14000 transactions a day for an approximate value of Rs.1,50,000 crore.The remitting customer 

has to furnish the following information to a bank for effecting a RTGS/NEFT remittance:1. Amount to be remitted 2. His account number which is to be debited 3. Name of the beneficiary bank 4. Name of the 

beneficiary customer 5. Account number of the beneficiary customer 6. Sender to receiver information, if any 7. The IFSC code of the receiving branch While RTGS remittance would be credited to a beneficiary’s 

account by maximum time lag of two hours, NEFT transaction depending on the timing of the transfer will be transferred the same day or the next day and in both the cases when the transfer has not happened the 

money would be returned to payer’s account Systemically Important Payment Systems (SIPS) – The Committee on Payment and Settlement Systems (CPSS) of Bank for International Settlements (BIS) serves as a 

forum for central banks to monitor and analyze developments in domestic payment, clearing and settlement systems as well as in cross-border and multicurrency settlement schemes. This committee published core 

principles of Systemically Important Payment Systems (SIPS). They emphasize the importance of “systemically important” payment systems. If such systems are insufficiently protected against risk, disruption 

within them could trigger or transmit further disruptions amongst participants or systemic disruptions in the financial area more widely. Systemic importance is determined mainly by the size or nature of the 

individual payments or their aggregate value. Systems handling specifically large-value payments – mostly interbank transactions – would normally be considered systemically important.Cheques / Instruments lost 

in transit / in clearing process or at paying Bank’s branch:In the event a cheque or an instrument accepted for collection, or discounted and is lost in transit in the clearing process or at the paying Bank’s branch, the 

Bank shall immediately on coming to know of the loss, bring the same to the notice of the account holder so that the account holder can inform the drawer to record stop payment and also take care that cheques, if 

any, issued by him / her are not dishonoured due to non-credit of the amount of the lost cheques / instruments.  The Bank would provide all assistance to the customer to obtain a duplicate instrument from the 

drawer of the cheque.The Bank will compensate the accountholder in respect of instruments lost in transit but not discounted, in the following way:i) In case intimation regarding loss of instrument is conveyed to the 

customer beyond the time limit stipulated for collection (7/10/14 days as the case may be) interest will be paid for the period exceeding the stipulated collection period at the rates specified above.ii) In addition, Bank 

will pay interest on the amount of the cheque for a further period of 15 days at Savings Bank rate to provide for likely further delay in obtaining duplicate cheque/instrument and collection thereof. iii) The Bank 

would also compensate the customer for any reasonable charges including stop payment charges incurred by drawer of the cheque, he/she incurs in getting duplicate cheque/instrument upon production of receipt, in 

the event the instrument is to be obtained from a Bank/ institution who would charge a fee for issue of duplicate instrument.iv) Where a cheque / instrument is lost after it is purchased / discounted, the Bank would 

bear all the cost for obtaining duplicate cheque / instrument. But the customer must assist in obtaining duplicate instrument (which is lost after it is purchased). His liability under negotiable instrument act will not 

be extinguished till Bank receives the proceeds of cheque / instrument.  
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 CONSULTANCY HELP LINE 

 

You may have problems with Government Departments PWD, BDA, BMRDA, KIADB, TOWN PLANNING DEPARTMENTS AND Development Authorities BBMP, Taluka office, D.C. Office, Corporation, 

K.S.R.T.C., Commercial Tax Offices, K.E.B., Pension problems, Acquisitions of Land Problems , Khata, Bifurcation, Tax Revision. Banks Problems etc, which may be have been pending for months, and years 

in Government files etc. 

Everybody is facing Problems, Problems? 

 

Kindly write to us, we analyze and convince ourselves and if appropriate then we will take your problems, to concerned authorities, ministries, i.e., through our news paper property politics and try to help you. 

We also provide consultancy and Liaison service on case to case bases as per agreed terms and fees. Write your problems with Xerox copies. 

 

M.S.Yatnatti , Editor and Video Journalist Consultant  Mobile: 9945116476  E-Mail: msyatnatti@yahoo.com    propertypolitics@gmail.com 
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