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ACH Compliance
Survival Guide: Part 1

Mastering the Basics of NACHA Rules, Authorization, and Data Security

In the world of ACH payments, staying compliant is crucial to avoid penalties,
safeguard your business, and maintain customer trust. This survival guide will
help you navigate the key aspects of ACH compliance, focusing on NACHA
rules, proper authorization, and essential data security practices.
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Chapter 1: Understanding NACHA Rules

NACHA (National Automated Clearing House Association) governs the ACH network,
ensuring secure, reliable, and standardized electronic payments across the U.S.
Understanding the NACHA Operating Rules is the cornerstone of ACH compliance.

Here's what you need to know:

1.1 Authorization Requirements

» Consumer Authorization: For any ACH transaction, obtaining proper authorization from the
account holder is mandatory. NACHA requires that you retain this authorization for at least two
years, whether it's a one-time or recurring transaction.

 Written Authorization for Recurring Payments: For recurring ACH debits (like monthly
subscriptions), you must have a written authorization that the account holder has signed. This
document is your protection in case of disputes.

 Oral Authorizations for One-Time Payments: If the transaction is authorized via phone, you
must either record the conversation or send a confirmation in writing (e.g, email) to validate the
authorization.

W Set up automated systems to securely store and retain authorizations for

the required retention period. A well-organized authorization process will
help you quickly resolve disputes or chargebacks.

1.2 Transaction Return Codes and Timelines

When an ACH transaction fails, it's essential to use the correct return codes and understand the return
timeframes:

Common Return Codes:

e RO1: Insufficient funds.
* RO2: Closed account.

» RO3: No account/unable to locate account.

Return Timeframes: Unauthorized consumer transactions can be returned for up to 60 days from
the settlement date. Business accounts have two business days to return most transactions.

When an ACH transaction fails, it's essential to use the correct return codes and understand the return
timeframes:

W Train your team to understand and apply the correct return codes promptly

to avoid compliance issues. Using an automated ACH platform that handles
these codes can drastically reduce errors.
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1.3 Data Retention Requirements

You must maintain records of ACH authorizations for at least two years after the termination of the

transaction. This includes any written or recorded consent, making it vital to store these documents
securely and systematically.

W Use secure cloud storage or your ACH provider’s built-in record-keeping

systems to organize and retain these records for easy access when needed.
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Chapter 2: Proper Authorization—The Foundation
of ACH Compliance

One of the most common causes of ACH returns is improper or missing authorization. Avoid
this pitfall by understanding what types of authorizations you need for different ACH
transactions.

2.1 Written Authorization for Recurring Transactions

Written authorization is required when a business initiates recurring ACH debits. This authorization should
outline the payment amount, frequency, and duration of the agreement.

W Use an online form or secure electronic signature service to capture and

store customer authorizations. Make sure all terms are clearly communicated
to the account holder.

2.2 Oral Authorization for Phone Payments

Oral authorizations are allowed for one-time transactions over the phone, but compliance requires
recording the call or sending a written confirmation. This serves as a safeguard in the event of disputes.

W If you handle phone transactions, use call recording technology that securely

stores the audio file or send a follow-up email with a clear confirmation of the
transaction details.

2.3 Authorization Revocation

Customers have the right to revoke ACH authorization at any time. When they do, you must promptly
honor their request. It's essential to establish clear procedures for customers to revoke their authorization,
whether it's through email, phone, or a web form.

W Build an easy-to-use revocation process into your customer service or

account management platform. This ensures prompt response times and full
compliance with customer rights.

Profituity .



Chapter 3: Data Security and Confidentiality in
ACH Transactions

In today’s world of cyber threats and data breaches, safeguarding sensitive financial
information is a critical part of ACH compliance. Failure to secure data can result in penalties,
lost trust, and reputational damage.

3.1ACH Data Encryption

When sending or receiving ACH payment data, encryption is mandatory to protect sensitive information
like bank account numbers and routing numbers. This is especially important when handling customer
details online.

Ensure that all transmitted data is encrypted using industry-standard
protocols (e.g, AES-256 encryption). Your ACH platform should have built-in
encryption features to keep your data safe.

3.2 PCI DSS Compliance

If your business also processes debit card transactions alongside ACH payments, you must comply with
the Payment Card Industry Data Security Standard (PCI DSS). This involves meeting strict security
standards to protect cardholder data, even if ACH payments are the primary focus.

;

Conduct regular PCI DSS audits and ensure that your payment processor is
compliant with both ACH and PCI DSS standards. This will help avoid security
breaches and hefty fines.

3.3 Protecting Personally Identifiable Information (PII)

Alongside encryption, businesses must adhere to broader privacy regulations (e.g, GDPR, CCPA) when
handling personally identifiable information. This includes ensuring that all Pl related to ACH transactions is
stored and processed securely.

;

Implement strict access controls to limit who can access Pll. Conduct regular
security reviews and stay updated on privacy regulations that apply to your
business, especially if you handle international transactions.
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Chapter 4: Pre-Notification and Notifications of
Change (NOC)

Ensuring that customer account information is accurate can prevent many ACH transaction
failures. NACHA allows businesses to use pre-notifications (pre-notes) to verify account
details before initiating live transactions.

4.1 Pre-Notes

A pre-note is an optional, zero-dollar transaction sent before the first actual ACH transaction to verify
account details. It helps reduce the chance of errors or returns.

W Even though pre-notes are optional, consider sending them for new

customers or high-value transactions to ensure accuracy and reduce the risk
of failed payments.

4.2 Notifications of Change (NOC)

If an ACH payment is processed with incorrect account details, the receiving bank (RDFI) may issue an
NOC to notify the business of the error. NACHA requires that businesses update their records within six
banking days of receiving an NOC.

W Set up automated alerts within your ACH system to notify your team when an

NOC is received, ensuring prompt corrections to avoid future errors.
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Conclusion:
Surviving and Thriving with
ACH Compliance

Staying compliant with ACH regulations can be challenging, but it's essential
for avoiding fines and ensuring smooth payment operations. By mastering
NACHA rules, obtaining proper authorizations, and securing your data, your
business can minimize risks and thrive in the world of ACH payments.

UP N ext: Stay tuned for Part 2 of the ACH Compliance Survival Guide, where we'll dive
: deeper into KYC/AML requirements, ACH return codes, and third-party
sender compliance—everything you need to know to stay fully compliant and
reduce risk in your ACH operations.
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