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ACH Compliance
Survival Guide: Part 3

Mastering Same-Day ACH Compliance, Breach of Warranty,
and Avoiding Fines

Welcome to Part 3 of the ACH Compliance Survival Guide. In this final section, we
will cover some of the more advanced compliance considerations, including
Same-Day ACH processing, the intricacies of breach of warranty, and how to
steer clear of costly fines and penalties. These areas are essential for businesses
looking to optimize their ACH operations while avoiding potential legal and
financial consequences.
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Chapter 1: Same-Day ACH Compliance

With the increasing demand for faster payments, Same-Day ACH has become a critical
tool for businesses to expedite transactions. However, along with its benefits come specific
compliance requirements and operational challenges that must be addressed to avoid
penalties.

1.1 Same-Day ACH: What You Need to Know

Same-Day ACH allows for faster processing of both credits and debits, enabling transactions to settle on
the same business day. However, businesses must be mindful of certain key compliance requirements to
ensure smooth operations.

Submission Deadlines: Same-Day ACH transactions must be submitted by specific cutoff times set
by NACHA:

« First Submission Window: Morning cutoff time (10:30 AM ET).
« Second Submission Window: Afternoon cutoff time (2:45 PM ET).

Transactions submitted after these cutoff times will settle on the next business day.

W Make sure your ACH processor has automatic cutoff reminders and

schedules to ensure timely submission of Same-Day ACH requests. Missing
deadlines could result in processing delays or failed transactions.

1.2 Transaction Limits for Same-Day ACH

Currently, Same-Day ACH transactions are limited to $1 million per payment. Exceeding this limit may
result in the transaction being delayed or rejected.

W If you routinely process large transactions, be sure to split them into smaller

payments under the $1 million limit or use regular ACH for larger transfers.
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1.3 Same-Day ACH Costs and Fees

Same-Day ACH transactions often come with higher processing fees than traditional ACH transactions.

These fees vary based on the volume and frequency of transactions, as well as the financial institution
involved.

W Factor in the higher fees for Same-Day ACH processing when budgeting for

payment operations. It's important to calculate whether the benefits of
faster processing outweigh the additional costs.

1.4 Compliance Risks with Same-Day ACH

Same-Day ACH introduces the risk of processing errors due to the accelerated timeline. This could result
In incorrect amounts being transferred or erroneous account details

m— Use an automated system that checks for transaction accuracy in real-time.

This helps mitigate the risks associated with manual input errors, ensuring
that Same-Day ACH payments are processed correctly and on time.
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Chapter 2: Breach of Warranty—What You Need
to Know

Every ACH originator provides warranties to the receiving financial institutions (RDFIs) for
the transactions they initiate. Breaching these warranties can lead to significant liabilities for
your business. Understanding and adhering to these warranties is essential for avoiding
financial losses and maintaining compliance.

2.1 What Is a Breach of Warranty?

A breach of warranty occurs when the originator of an ACH transaction violates one or more guarantees
made to the RDFI. These warranties ensure that the transaction is properly authorized, accurate, and in
compliance with NACHA rules.

Common warranties include:

 Authorization: The originator guarantees that the payment is authorized by the account holder.

« Accuracy: The originator warrants that the payment information (account numbers, amounts) is
accurate,

» Compliance: The transaction must comply with NACHA rules, including meeting all deadlines for
returns and settlement.

m— Always retain authorization records and thoroughly check payment details

before submission. This will help protect your business in the event of a
dispute and ensure you don't breach warranty requirements.

2.2 Consequences of Breaching a Warranty

If a business breaches an ACH warranty, it may be held liable for:

» Reimbursement: The originator may be required to reimburse the RDFI or account holder
for the amount of the transaction.

* Penalties: The business could face additional fines or penalties imposed by NACHA or the
financial institutions involved.

« Damaged Relationships: Breaching warranties can damage relationships with financial
institutions, which may be reluctant to continue processing ACH payments on behalf of your
business.

W Conduct regular audits of your ACH processes to ensure compliance with

authorization and transaction accuracy. Maintaining strong internal controls
is key to preventing a breach of warranty.
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2.3 Steps to Avoid a Breach of Warranty

To avoid breaching ACH warranties, it's important to:

* Ensure Proper Authorization: For both consumer and business payments, always verify that
you have the necessary authorizations on file.

» Double-Check Payment Details: Before initiating an ACH transaction, ensure that all account
details are correct.

 Stay Within NACHA Rules: Always comply with NACHA rules for timelines, transaction amounts,
and data security.

W Implement an automated validation system to verify account information

and authorization before submitting any ACH payments. This will reduce the
risk of errors and help maintain compliance.
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Chapter 3: Fines, Penalties, and Avoiding Costly
Mistakes

Failure to comply with NACHA rules can lead to serious financial penalties and damage your
reputation. NACHA enforces its rules with a range of penalties depending on the severity and
frequency of the violation.

3.1 Common Compliance Violations

Businesses that fail to adhere to NACHA rules can be subject to fines. Some common violations include:

» Unauthorized Transactions: Failing to obtain proper authorization for ACH transactions.

 Late Returns: Not returning unauthorized or erroneous transactions within the prescribed
timeframes.

» Data Security Failures: Not adequately securing sensitive customer information, such as bank
account numbers and PIl.

W Regularly review NACHA rule updates to ensure your processes stay

compliant. A dedicated compliance team or automated solution can help
ensure adherence to all the latest regulations.

3.2 NACHA Fines and Penalties

NACHA has the authority to impose fines for rule violations, with fines starting at $1,000 per violation.
However, penalties can escalate for repeat offenses or serious breaches of compliance:

* Class 1Violations: Typically result in $1,000-%$10,000 fines for minor rule breaches.

* Class 2 Violations: Fines can reach up to $100,000 per month for significant breaches or
repeated non-compliance.

* Class 3 Violations: The most severe violations can result in $500,000 per month in penalties, or
even suspension from processing ACH transactions.

W Avoid costly fines by investing in compliance solutions that automatically

detect potential violations before they occur. Many ACH platforms offer
compliance monitoring tools to keep your transactions in line with
NACHA rules.
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3.3 The Importance of Corrective Action Plans

If your business is found to be in violation of NACHA rules, you may be required to submit a Corrective
Action Plan (CAP) to demonstrate how you plan to address the violation and prevent it from happening in
the future.

Steps for a Corrective Action Plan:

+ ldentify the Root Cause: Determine why the violation occurred—whether it was due to a
system failure, human error, or a lack of proper authorization.

» Develop Solutions: Outline the steps your business will take to correct the issue, such as
implementing additional training, updating systems, or automating key processes.

« Submit the Plan: Work with your financial institution and NACHA to submit the plan and follow
through on the proposed solutions.

m— Proactively monitor for compliance issues and address any potential

problems before they escalate. Having a documented compliance process
in place will help you submit an effective Corrective Action Plan if necessary.

3.4 Best Practices to Avoid Fines and Penalties

To stay compliant and avoid fines:

» Educate Your Team: Ensure that all employees involved in ACH processing understand NACHA
rules and compliance requirements.

» Automate Compliance Monitoring: Use automated tools to track ACH transactions, deadlines,
and authorization records.

« Conduct Regular Audits: Schedule regular internal audits to identify any potential compliance
Issues and correct them promptly.

 Partner with a Compliance-Focused Processor: Choose an ACH provider that prioritizes
compliance and offers built-in tools to reduce risk.

W Implement a compliance checklist that your team can follow for every ACH

transaction. This checklist should include steps for verifying authorizations,
checking transaction amounts, and reviewing return deadlines.
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Conclusion:;

Your Final Steps to
Mastering ACH Compliance

With Same-Day ACH, Breach of Warranty, and NACHA penalties in mind,
businesses must take proactive steps to safeguard their ACH operations. By
automating compliance processes, staying up-to-date with NACHA rules, and
ensuring that proper authorization and accuracy are maintained, you can
avold costly mistakes and operate with confidence in the ACH network.

U N Stay tuned for Part 3 of the ACH Compliance Survival Guide, where we will
p Next: . I We
explore same-day ACH compliance, breach of warranty considerations,
and fines and penalties. This final section will guide you through the more
advanced compliance considerations, helping you avoid costly mistakes and
keep your ACH operations running smoothly.
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Key Takeaways from the ACH Compliance

Survival Guide:

1. Understand and Adhere to
NACHA Rules

2. Ensure Proper Authorization

3. Secure Data Handling and
KYC/AML Compliance

4. Master the Return and
Reversal Processes

5. Same-Day ACH Compliance

6. Avoid Breach of Warranty

7. Stay Ahead of NACHA Fines
and Penalties

8. Prepare for Corrective Action
Plans (CAPs)

9. Invest in Automation and
Compliance Tools

Staying compliant with NACHA's operating rules, particularly around
authorization, data retention, and transaction timelines, is critical for
minimizing risk.

Obtain and retain written or oral authorizations as required for
different types of transactions, and establish clear processes for
handling revocations to avoid unauthorized returns.

Protect sensitive information with encryption, comply with KYC/AML
regulations, and monitor transactions for suspicious activity.
Regularly screen transactions against the OFAC list to prevent
unauthorized dealings with sanctioned entities.

Make sure your team is familiar with ACH return codes, deadlines,
and reversal conditions. Use automation tools to track return
timelines and avoid compliance issues related to late returns or
unauthorized reversals.

Be mindful of the transaction limits and cutoff times for Same-Day
ACH to avoid delays or rejected transactions. Calculate the higher
processing fees when deciding whether Same-Day ACH is worth the
speed for each transaction.

Ensure that all transactions are properly authorized, accurate, and
compliant with NACHA rules. Regularly audit your processes to
prevent errors that could lead to a breach of warranty, which may
result in financial liability and damage to your reputation.

Fines for non-compliance can be significant, especially for repeat
violations. By implementing internal audits, maintaining clear records,
and using automated systems to monitor compliance, you can avoid
costly penalties.

In the event of a compliance issue, have a well-structured process in
place to quickly respond with a Corrective Action Plan. Address the
root cause of the issue and follow through with proper corrective
measures.

Automating key processes, from return handling to KYC verification,
helps reduce the risk of errors and ensures that your business
remains compliant with evolving NACHA rules.
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Final Steps to ACH Compliance Mastery

The key to surviving and thriving in the ACH landscape is staying proactive. By regularly reviewing
compliance requirements, educating your team, and utilizing automation tools, you can ensure your
business operates within the guidelines while maximizing efficiency and minimizing risks.

By mastering the areas covered in this guide—NACHA rules, authorization, data security, KYC/AML, return
and reversal handling, Same-Day ACH, breach of warranty, and fines—you'll be well-positioned to maintain
compliance and avoid the costly consequences of non-compliance.

The Ultimate ACH Compliance Checklist

Here's a handy compliance checklist to help keep your business on track:

1. Authorization Compliance

+ Obtain and retain proper authorizations for all ACH transactions.
+ Use secure methods for written and oral authorizations.

+ Have a clear process for handling revocations.

2. Data Security

+ Ensure all ACH data is encrypted in transit and at rest.
« Comply with PCI DSS standards if applicable.

- Implement strong access controls to protect Personally Identifiable Information (PII).

3. KYC and AML

+ Perform thorough customer due diligence and monitor transactions for suspicious activity.
+ Screen all transactions against OFAC lists.

- File SARs (Suspicious Activity Reports) promptly when required.

4. Return and Reversal Handling

+ Know the ACH return codes and ensure timely submission of returns.
+ Only initiate reversals within the allowed timeframes and for eligible reasons.

+ Automate monitoring to catch errors early.

5. Same-Day ACH

+ Submit transactions by NACHA's cutoff times for Same-Day ACH.
« Stay within the $1 million transaction limit.

+ Consider the higher fees before choosing Same-Day ACH.
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6. Breach of Warranty

 Ensure transactions are accurate, authorized, and compliant with NACHA rules.

+ Retain records to prove compliance in the event of a dispute.

7. Monitor for Fines and Penalties

+ Automate compliance monitoring to prevent violations.
« Conduct regular internal audits.

- Address potential violations promptly with a Corrective Action Plan (CAP).
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Looking Ahead

By following the steps and best practices outlined in this three-part survival
guide, your business will not only achieve compliance with ACH rules but also
improve overall efficiency and customer trust. As ACH compliance regulations
evolve, staying informed and proactive will keep you ahead of potential risks,
ensuring that your payment operations run smoothly.

Should you require further assistance with automating your compliance
processes or understanding new regulatory updates, consider working with an
ACH platform like Profituity’s PlatformmNext. Built with compliance and
efficiency in mind, PlatformNext can help your business navigate these
complex requirements with ease.

Stay tuned for future updates on evolving compliance regulations, best practices, and how
to make the most of your ACH operations!
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