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ABSTRACT

A plurality of banks of first deposit provide checking account
activity data for both transit items (checks received for
deposit that need to be cleared) and incoming returns
(bounced checks) to a statistical model which determines
from the data the likelihood that a check from a specific
checking account will be returned. This data is used to popu-
late a database of checking accounts to be used for making
check risk decisions, such as check hold policy decisions,
check acceptance decisions, and open to buy decisions.
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DATABASE FOR CHECK RISK DECISIONS
POPULATED WITH CHECK ACTIVITY DATA
FROM BANKS OF FIRST DEPOSIT

CROSS-REFERENCES TO RELATED
APPLICATIONS

[0001] This application is a continuation of and claims the
benefit of U.S. patent application Ser. No. 12/126,474, filed
May 23, 2008, which is a continuation of U.S. patent appli-
cation Ser. No. 10/144,740, filed May 14, 2002, the complete
disclosures of which are incorporated herein by reference.

BACKGROUND OF THE INVENTION

[0002] Customers receive their blank checks from a payor
(financial) institution. A payor institution is thus a paying
financial institution on whose account a check is drawn and
by whom it is paid.

[0003] Check clearing is the process of reconciling pay-
ments among parties associated with a check-based financial
transaction. Most checks are processed in the following man-
ner: The entity to whom the check is made out (the payee)
deposits the check in his or her bank (the bank of first deposit
or the depository bank). If the check writer’s (the payor)
account is in the same bank, the check is “on-us” and it is
processed at the bank. Otherwise, the physical check travels,
often via a financial intermediary, to the payor’s institution or
bank (the paying financial institution or bank), and finally to
the payor, who receives the canceled checks and/or an
account statement of the canceled checks on a periodic basis,
typically monthly. The checks that must travel (interbank
transit checks) may be handled by multiple institutions. If the
payor has insufficient funds in his or her account to clear the
check, or if the paying financial institution does not honor the
check for other reasons, the check travels back to the bank of
first deposit and possibly back to the payee. The payee suffers
a payment loss on checks that do not clear.

[0004] The figures in the present specification illustrate
both the prior art and the present invention depict “paper
check processing.” However, there are other financial instru-
ments, such as debit cards, electronic checks (echecks), and
Automated Clearing House (ACH) debit system transactions,
which are ultimately tied into the checking account of a payor
institution, and thus are functionally equivalent to paper
checks. For simplicity, both the prior art descriptions and the
present invention collectively refer to all of these types of
financial instruments as “checks.”

[0005] FIG. 1 shows examples of three conventional chan-
nels of check activity for use of the customer’s checks. In one
channel, a customer presents a check to a merchant to buy a
product or service. The merchant, in turn, deposits the check
into a “bank of first deposit,” also known as the “depository
bank.” In a second channel, a customer deposits a check
directly into a bank of first deposit (the check may or may not
be drawn on the bank of first deposit). In a third channel, the
customer makes a payment to a payment processor. Like the
merchant, the payment processor, in turn, deposits the check
into a bank of first deposit. The bank of first deposit sends all
checks (other than its own) to be cleared to the Federal
Reserve and/or directly to the payor institution (e.g., payor
bank).

[0006] FIG. 1 of U.S. Pat. No. 5,175,682 (Higashiyama et
al.) and the corresponding description on column 1 of this
patent provides a general overview of one conventional check
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clearing process for the merchant channel discussed above. In
FIG. 1, the merchant bank 103 is the bank of first deposit, and
the issuing bank 106 is the payor institution that issued the
customer a checking account on which check 101 is drawn.
[0007] A “returnitem” is a check that is returned unpaid by
the paying (payor) institution to the bank of first deposit,
usually for insufficient funds. These bounced checks are
reported back to the bank of first deposit in a “returns file.”
FIG. 2 of the present specification illustrates FIG. 1 of U.S.
Pat. No. 5,175,682 appended to show returns being sent by
the issuing bank 106 to the merchant bank 103. A similar flow
of returns occur in FIG. 1 of the present specification. (Return
items that flow out of the payor institution are referred to as
“outgoing returns,” whereas return items that are received by
a bank of first deposit are referred to as “incoming returns.”)
[0008] FIGS.1 and 2 ofthe present specification also shows
a prior art check risk decision process associated with a risk
assessment service. A merchant, bank of first deposit, or
payment processor may subscribe to a service that assesses
the risk that a check will be returned on an account based on
checking account status and item level data provided by the
payor institution. This may be done immediately or in an
overnight batch process.

[0009] The risk assessment service maintains a single “par-
ticipant database” 10 (shown in separate blocks in FIG. 1 for
each channel for ease of illustration) which is populated on a
daily basis with the checking account status and item level
data of accounts at certain payor institutions (i.e., the partici-
pants) that belong to a member service or member network.
FIG. 2 also shows the role of the participant database 10.
[0010] FIG. 3 shows that the prior art participant database
10 is populated by a daily flow of checking account status and
item level data from each of the participant payor institutions.
Some examples of a checking account status data are pro-
vided below (meaning of the status is noted in parenthesis
where needed for a full understanding):

[0011] PRESENT (balance is greater than zero)

[0012] NEW ACCOUNT

[0013] CLOSED

[0014] NSF STATUS (balance is less than zero)
[0015] Some examples of item level data are provided
below:

[0016] STOP PAYMENTS

[0017] EARLY OUTGOING RETURN NOTICES
[0018] Depending upon the information in the participant

database 10, along with other pieces of key information such
as the depositor’s current balance, number of returns, past
experience, a depository bank or institution may place an
extended hold on the deposit if there is reason to doubt col-
lectability. In the payment world, a payment processor may
use this information to make a decision regarding whether or
not to open the line of credit or “open to buy” until the check
clears. A merchant may also use the information to decline to
accept the check. The participant database is a highly reliable
source of data because it is populated with actual checking
account status and item level data received directly from the
payor institutions. Accordingly, merchants, banks of first
deposit, and payment processors can make accurate check
risk decisions (e.g., check acceptance decisions and check
hold decisions). Primary Payment Systems, Inc. (PPS),
Scottsdale, Ariz., provides advance notice of potential check
returns to inquiring customers using the participant database
described herein.
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[0019] One significant deficiency with the conventional
schemes described above is that not all payor institutions
belong to (i.e., are members of) the risk assessment service
that maintains the participant database, and thus not all check-
ing accounts have checking account status and item level data
present in the participant database. If a check is presented
from an account of a non-participating payor institution, then
the merchant, bank of first deposit, or payment processor
must rely on other sources of data to make a check risk
decision, such as calling the payor institution directly, using
other check verification services that obtain data from other
sources, or reviewing past check history records for the cus-
tomer that is presenting the check or the account that the
check is drawn on. Entities that accept checks, and which
already use services such as those provided by PPS, would
like to rely upon a better and more accurate source of data
when determining the likelihood that a check from a specific
checking account that is not in the participant database will be
returned so that better and more accurate check risk decisions
can be made.

[0020] Check verification services currently used by mer-
chants, banks and the like in making check acceptance deci-
sions have many deficiencies. Some of the deficiencies are
discussed below:

[0021] 1. Services that use “negative file” databases which
contain checking account numbers that are known to be
closed or delinquent are typically based on return experiences
from selected merchants, and thus are limited in scope and
may become stale or outdated.

[0022] 2. Retail merchants, financial institutions, check
cashing services, check printing companies, collection agen-
cies, and government agencies routinely report incoming
returns (e.g., bounced checks), closed accounts, new check
orders, and the like to private services, who, in turn, use this
information in developing proprietary databases such as
negative files for check verification. However, the vast major-
ity of checking account activity data consists of checks that
clear with no problems. The proprietary databases either do
not capture such activity data, or they capture it from sources
that are limited in scope (e.g., selected merchants as described
in the previous paragraph). Incoming return data has much
better meaning when combined with transit items which
include therein checks that will ultimately clear with no prob-
lem. Consider, for example, a checking account holder who
writes 100 checks in one year, averaging $40.00, but then
accidentally bounces one $15.00 check during the course of
the year. Many existing check verification services will flag
the account as a problem account due to the bounced check,
when, in fact, the likelihood of a check clearing on the
account is extremely high.

[0023] 3. Some check verification services use predictive
models based on multiple variables to determine the level of
risk associated with a particular check transaction. However,
the predictive models may not take into account actual check
activity behavior of the check presenting customer. Thus, a
customer who has a stellar check activity record might fit a
profile of a bad check writer and be negatively treated as a
result of the profile which may not even factor in actual check
activity. U.S. Pat. No. 5,679,93 8 (Templeton et al.) describes
the use of a typical predictive modeling system.

[0024] 4. Conventional check verification databases that
are built from retailer (merchant) check activity data inher-
ently miss a large percentage of checking accounts that are
rarely, if ever, used for consumer-type purchases. Further-
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more, a large percentage of retailers do not subscribe to, or
report check activity to, a check acceptance service, and thus
the databases do not contain a complete picture of the check
writing activity of the checking accounts that even make it
into the databases. Positive files (positive databases), negative
files (negative databases) and velocity/risk databases, which
are typically created by check acceptance services used by
retailers, suffer from these deficiencies. Even the largest com-
mercially available services today have no checking account
activity data on about half or more of active checking
accounts.

[0025] Despite the multitude of existing check verification
and acceptance services, there is still an unmet need for a
service that can be used to make statistically significant check
risk decisions based at least in part on actual checking account
activity data for a greater percentage of active checking
accounts, and which can be used with confidence by mer-
chants, banks and payment processors alike. The present
invention fulfills such a need.

BRIEF SUMMARY OF THE INVENTION

[0026] One preferred embodiment of the present invention
provides a computer-implemented process which populates a
database of checking account with statistical data regarding
the likelihood that a check from a specific checking account
will be returned. The process includes at least the following
steps:

[0027] 1. Receive checking account activity data directly
from a plurality of banks of first deposit. The checking
account activity data includes transit items and incoming
returns.

[0028] 2. Analyze the checking account activity data using
a statistical model to determine the likelihood that a check
from a specific checking account will be returned. As part of
the analysis, it is first determined if there is enough checking
account activity data for a specific checking account number
to make a statistically significant determination of the likeli-
hood that a check from a specific checking account will be
returned. If so, then the database is populated with checking
account data for that checking account number. If not, then
the checking account data for that specific checking account
number is placed in a hold queue.

[0029] 3. Populate a database with checking account data,
including checking account numbers, and likelihood that a
check from a specific checking account number will be
returned.

[0030] 4. Periodically, repeat steps 1 and 2 with new check-
ing account activity data and update the database of checking
account data with the new checking account activity data. As
part of the periodic review, the checking account data for any
checking account numbers in the hold queue are reviewed to
determine if the new data provides enough checking account
activity data to make a statistically significant determination
of the likelihood that a check from a specific checking
account will be returned. If so, then the database is populated
with those checking account numbers and they are removed
from the hold queue.

[0031] In another preferred embodiment of the present
invention, check risk decisions are made using the database.
Checking account data of a check presented for deposit, pay-
ment or clearing is received, and the information in the data-
base is used to make a check risk decision.

[0032] Inyet another preferred embodiment of the present
invention, a computer-implemented process is provided for
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making a check risk decision using a first database populated
with checking account status and item level data from check-
ing accounts of payor institutions that belong to a member
service, and a second database that is populated with check-
ing account data of checking accounts that are not held by
payor institutions that belong to the member service. The
second database includes checking account numbers and
likelihood that a check from a specific checking account
number will be returned as determined by a statistical model.
The second database is populated by checking account activ-
ity data, including item files and incoming returns, received
directly from a plurality of banks of first deposit. The inquiry
process includes at least the following steps:

[0033] 1. Inquirer submits account number and routing and
transit data of a presented check.

[0034] 2. Use the first database to make a check risk deci-
sion for checking accounts of payor institutions that belong to
the member service.

[0035] 3. Use the second database to make a check risk
decision for checking accounts that are not held by payor
institutions that belong to the member service.

[0036] In one preferred implementation of the embodi-
ments described above, the checking account activity data is
received solely from a plurality of banks of first deposit, and
the check risk decision is a check acceptance decision, a
check hold policy decision, or an open to buy decision. The
item level data in the first database may include stop pay-
ments and early outgoing return notices.

BRIEF DESCRIPTION OF THE DRAWINGS

[0037] The foregoing summary, as well as the following
detailed description of preferred embodiments of the inven-
tion, will be better understood when read in conjunction with
the appended drawings. For the purpose of illustrating the
invention, there is shown in the drawings embodiments which
are presently preferred. It should be understood, however, that
the invention is not limited to the precise arrangements and
instrumentalities shown.

[0038] In the drawings:

[0039] FIGS. 1-3 are schematic block diagrams of conven-
tional check risk decision and check clearing processes;
[0040] FIG.4-5 are schematic block diagrams of check risk
decision and check clearing processes in accordance with the
present invention;

[0041] FIG. 6 is a flowchart of the process shown in FIG. 5;
[0042] FIG. 7 shows a block diagram of one suitable scor-
ing model process for use in one preferred embodiment of the
present invention; and

[0043] FIGS. 8-12 show how to populate and maintain the
non-participant database.

DETAILED DESCRIPTION OF THE INVENTION

[0044] Certain terminology is used herein for convenience
only and is not to be taken as a limitation on the present
invention. In the drawings, the same reference letters are
employed for designating the same elements throughout the
several figures.

1. Overview of Present Invention

[0045] Banks of First Deposit receive incoming returns on
a daily basis for checks that they previously submitted for
clearing. The checking account data from the incoming
returns are received in “incoming returns files.” (No “early
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notice returns” are included in these files.) Each business day,
Banks of First Deposit also receive a large volume of checks
that they accept for deposit from merchants, consumers,
small businesses, corporations, and payment processors.
These checks are sent for clearing, typically on a daily basis.
(“Onus” checks are cleared within the bank.) The checks that
the Banks of First Deposit receive and which must be cleared
are “transit items,” as discussed above. Checking account
data from the daily transit items are consolidated into “transit
item files.” The present invention taps the rich source of
information contained in the incoming returns files and the
transit item files, and then uses the information to create a
“non-participant database” that can work alongside of the
existing participant database, or as a stand-alone database. In
this manner, merchants, banks, and payment processors can
further reduce payment losses from bad checks.

[0046] FIG. 4 shows how financial institution data from
banks of first deposit 12 are to be used. The banks transmit
their transit item files (including checks to be cleared) and
incoming returns files (including bounced checks) on a daily
basis to a non-participant database management entity 14.
This entity removes participant data via filter 16 since that
data is already collected and accounted for in the conven-
tional participant database scheme.

[0047] Transititem files contain the MICR line data includ-
ing the routing and transit number, account number, tran code
or its equivalent if applicable, serial number (check number),
dollar amount and date. Incoming returns contain the routing
and transit number, account number, tran code or its equiva-
lent if applicable, serial number (check number), date and
reason(s) for return.

[0048] The non-participant data is applied to a statistical
model 18 (also, referred to as a “scoring model””) which uses
statistical analysis to determine the likelihood that a check
from a specific non-participant checking account will return
(i.e., notclear). The results of the statistical model are used to
populate a non-participant database 20. If there is insufficient
data about a checking account to make a valid determination,
then the data is sent to a hold queue 22. As additional data
arrives for a checking account that is in the hold queue 22, the
hold data is reapplied to the statistical model 18. The addi-
tional data is also used in association with a historical queue
24 to make fresh determinations of the likelihood of clearing
for checking accounts that are in the non-participant database
20. That s, the statistical model 18 is periodically rerun using
fresh data, and the non-participant database 20 is updated
with new scores. Over time, many of the accounts in the hold
queue 22 should migrate to the nonparticipant database 20.
Eventually, the non-participant database 20 will include like-
lihood data for most of the non-participant checking
accounts.

[0049] In the preferred embodiment of the present inven-
tion, any new checking account numbers that pass through the
filter 16 and which are not already in the non-participant
database 20 are added to the non-participant database 20,
even if no likelihood data is available due to the inability to
make a valid determination. These checking account numbers
are flagged and stored in the hold queue 22. These accounts
are not scored. In an alternative embodiment, unscoreable
checking account numbers are not entered into the non-par-
ticipant database 20.

[0050] FIG. 5 is similar to FIG. 2, except that FIG. 5 shows
the non-participant database 20 working alongside the par-
ticipant database 10. A merchant (or alternatively, a merchant
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processor or check acceptance company), depository bank (or
alternatively, a depository bank processor), or payment pro-
cessor evaluates the risk of the check by using the participant
data via the participant database process described in FIG. 1.
However, checks from a non-participant checking account
are run against the accounts in the non-participant database
20. If the checking account is in the non-participant database
and the inquirer is satisfied with the level of risk associated
with the account, as indicated by a score, then the inquirer will
accept the check and/or apply any appropriate hold policies to
the check. Alternatively, the inquirer may also combine the
score from the non-participant database 20 with other infor-
mation about the check presenter in making check acceptance
and/or check hold decisions. If the checking account of the
presented check does not appear in either database 10 or 20,
or if the checking account of the presented check appears in
the database 20 with an unscoreable indicator, then the
inquirer will use other information to evaluate the risk of the
check.

[0051] FIG. 6 is a flowchart of the process shown in FIG. 5.
The process begins when an entity makes an inquiry regard-
ing one or more checking account numbers. The inquiry may
be part of a batch process or a real time process. The inquiry
generates a hit report with scores for each hit, and, in some
instances, up to five reason codes for the score. Reason code
(s) are included only for certain types of inquiries from certain
entities.

[0052] A real time inquiry can be made by swiping a check
with a MICR reading device. There are numerous MICR
capture devices, including, but not limited to, dial-up MICR
readers which directly access a database (e.g., PPS’s data-
base), and integrated online services which connect through
merchants or teller windows. In one preferred embodiment,
the check reader dials into a database containing the data-
bases 10 and 20, and receives a response therefrom.
Responses from the database 20 include the score data, and,
optionally, reason codes(s) if any exist.

[0053] Ifan account is not in the database, the requester is
informed of this fact. In one alternative embodiment, this step
occurs only for real time inquiries and is not performed for
batch inquiries. The remaining steps in the process shown in
FIG. 6 are self-explanatory.

[0054] One important feature of the present invention is
that the non-participant database 20 is built from all transit
item files and incoming returns files supplied by banks of first
deposit12. In one preferred embodiment of the present inven-
tion, the non-participant database is built solely from such
data. Banks of first deposit are a reliable, current, comprehen-
sive, and broad-based source of checking account activity
data, and thus are an ideal candidate for building the non-
participant database. Building the non-participant database
20 from transit item files and incoming returns files supplied
by banks of first deposit provide significant advantages over
conventional approaches to building check acceptance/veri-
fication databases, such as positive databases, negative data-
bases and velocity/risk databases. For example, banks of first
deposit receive checks from all types of checking accounts
(e.g., individual household accounts, commercial/business
accounts, institutional accounts), and thus capture data from
significantly more accounts and for significantly more types
of payments than services that capture only merchant-based
checking activity. The non-participant database 20 is updated
on a nightly basis as checks are deposited and as checks are
returned. The data is therefore very current and accurate.
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Furthermore, incoming returns are received by the non-par-
ticipant database 20 before the merchant receives them, since
returns are sent first to the depository bank and then to the
merchant. Thus, databases that are built from merchant-re-
ported returns will not be as current as the returns logged into
the non-participant database 20.

[0055] One useful application of the present invention is to
allow entities that accept checks to make check hold decisions
that are more accurately tailored to the likely risk of'a check
being returned. The Federal Reserve Board specifies the rules
for check holds in Regulation CC, Availability of Funds and
Collection of Checks.

[0056] Based on the government regulations for hold poli-
cies, a large percentage of checks fall into one or more cat-
egories that permit a hold greater than one business day, and
thus there will be discretion in the hold policy, particularly for
deposits eligible for exception holds. In fact, the very exist-
ence of a statistically created database that predicts the like-
lihood of a particular check being returned allows entities that
receive checks for payment or clearing to legitimately clas-
sify a check as being eligible for exception holds, and thus a
longer hold period.

[0057] In an alternative embodiment of the present inven-
tion, the participant database 10 and non-participant database
20 are used in the following manner to prevent and reduce
losses by payment processors, such as credit card companies:

[0058] 1. A credit card payment is made by check.

[0059] 2. The check is submitted to the credit card company
for payment.

[0060] 3. The payment processor uses a service such as

PPS’s PRIME CHEK® to verify the status of the account if it
is in the participant database 10, or the likelihood of a return
ifit is in the non-participant database 20. Depending upon the
status or risk of the account, the credit card company makes a
decision to place an extended hold on the line of credit until
the check actually clears. This protects the credit card com-
pany from opening the line of credit to buy before the check
clears, thereby preventing customers from implementing
“bust out” schemes. The non-participant database 20 signifi-
cantly expands the number of accounts that can be checked in
this manner.

2. Detailed Description

[0061] FIG. 7 shows a block diagram of one suitable scor-
ing model process for use in one preferred embodiment of the
present invention. The scoring model has a plurality of
weighting factors. The actual weighting factors may differ
based on fine-tuning and honing of the scoring model, and
will change over time. Scoring models are usually propri-
etary.

[0062] However, the process for creating a scoring model is
well-known. Data is collected and then statistically reviewed
to identity patterns of events which predict an outcome. The
predictive characteristics are identified and then built into a
model.

[0063] Inalternative embodiments of the present invention,
neural models or rules models may be used instead of statis-
tical models and the scope of the present invention includes
such variations.

[0064] FIGS. 8-12 describe how to populate and maintain
the non-participant database 20 (NPDB) by showing how a
very small set of sample data is processed.

[0065] FIG. 8 shows how data is contributed to the NPDB.
The contributor (bank of first deposit) sends its transit item
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files and incoming returns files. As described above, transit
item files contain the MICR line data including the routing
and transit number (R&T), account number, tran code or its
equivalent ifapplicable, serial number (check number), dollar
amount and date. Incoming returns contain the routing and
transit number, account number, tran code or its equivalent if
applicable, serial number (check number), date and reason(s)
for return. For simplicity, FIG. 8 shows only some of these
fields.

[0066] The routing and transit number of each transit item
and incoming return is used to identify participant and non-
participant accounts. This non-participant account data is
filtered and sent to the NPDB. FIG. 8 shows five entries from
atransititem file. Three entries belong to participants and thus
are dropped. The remaining two entries are non-participant
accounts and thus are kept. FIG. 8 also shows two entries from
an incoming returns file. One entry belongs to a participant
and thus is dropped. The other entry is a non-participant
account and is kept.

[0067] FIG. 9 shows how inquiries are made to the respec-
tive participant database and NPDB by a customer of the
system (e.g., bank, merchant, payment processor). In this
example, the inquiry is a batch mode inquiry on a transit item
file made before the checks in the file are sent for clearing, and
is being made to determine the hold policy to apply to each of
the checks. (The bank has already accepted the checks for
deposit.) For simplicity, the accounts in the transit item file
are the same as the accounts in the transit item file shown in
FIG. 8. The transit item file in FIG. 9 was created shortly after
the transit item file in FIG. 8, and thus the check numbers are
higher in the FIG. 9 file.

[0068] Referring to FIG. 9, the routing and transit number
of each transit item is used to identify participant and non-
participant accounts. The participant transit items are sent to
the participant database 10 for matching against accounts and
creation of a first hit report file. The hold policy of each check
is then decided based on the checking account status and item
level data stored therein. Each bank may have its own rules
regarding how checking account status and item level data are
used to set the hold policy or any other check risk decision.
The nonparticipant transit items are sent to the non-partici-
pant database 20 for matching against accounts and creation
of a second hit report file. The hold policy of each check is
then decided based on the likelihood of clearing score, if one
exists. Again, each bank may have its own rules regarding
how a risk score is used to set the hold policy or any other
check risk decision.

[0069] FIG. 10 shows non-participant checking account
activity data stored in the historical queue 24 and the actual
data stored in the NPDB. The historical queue 24 stores all
transaction history data. As new data is contributed, the his-
torical queue 24 is updated. The data in the historical queue is
periodically fed to the statistical model which scores the
accounts based on the historical transactions. Each account
receives a score which is placed in the NPDB, as well as one
or more reason codes that relate to the determination of the
score. Good scores and bad scores may have reason codes.

[0070] FIG. 10 shows transaction data for four checking
accounts. In this example, three or more transactions were
deemed to be sufficient to make a statistically significant
determination of the likelihood that a check from a specific
account will be returned. The first account has four transac-
tions, and the last three transactions were returned. This
account receives the highest score (highest risk of a subse-
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quent transaction not clearing). The second account has three
transactions, all of which cleared. This account received a low
score. The third account also has three transactions, but the
most recent transaction was a return for insufficient funds.
Accordingly, this account received a relatively high score.
The fourth account has only one transaction and thus no score
was developed for this account. The transaction data for the
fourth account is also placed in the hold queue, and is moved
out of the hold queue if, or when, a sufficient amount of
transaction data becomes available to score the account.

[0071] FIG. 11 shows the rescoring process for one
account. As new transaction data becomes available for an
account, it is added to the historical queue 24 and the account
is rescored. The new score replaces the old score. Once the
account is rescored, the account is updated on a nightly basis
by the system. In FIG. 11, one new transactions appeared for
account number 164456 in the latest daily update. The new
transaction is another return for insufficient funds. Accord-
ingly, the score for this account is increased from 8 to 9.

[0072] Inanother embodiment of the present invention, the
non-participant database management entity 14 receives the
transit item files and incoming returns files from a single
entity which receives such files from some or all of the banks
of first deposit. The single entity may be a check processor or
a check clearing entity, such as a clearinghouse or the Federal
Reserve. The Federal Reserve receives the most comprehen-
sive flow of data, whereas an individual check processor may
receive data from only a small number of banks of first
deposit.

[0073] FIG. 12 shows a process wherein the non-partici-
pant database management entity 14 receives the transit item
files and incoming returns files from the Federal Reserve
which receives such files from a plurality of banks of first
deposit.

[0074] Asdiscussed above, for simplicity, both the prior art
descriptions and the present invention collectively refer to
financial instruments such as debit cards, electronic checks
(echecks), and Automated Clearing House (ACH) debit sys-
tem transactions as “checks.” The scope of the present inven-
tion includes these other forms of financial transactions
which are ultimately tied into the checking account of a payor
institution, and thus are functionally equivalent to paper
checks.

[0075] Thepresent invention may be implemented with any
combination of hardware and software. If implemented as a
computer-implemented apparatus, the present invention is
implemented using means for performing all of the steps and
functions described above.

[0076] The present invention can be included in an article
of manufacture (e.g., one or more computer program prod-
ucts) having, for instance, computer useable media. The
media has embodied therein, for instance, computer readable
program code means for providing and facilitating the mecha-
nisms of the present invention. The article of manufacture can
be included as part of a computer system or sold separately.

[0077] It will be appreciated by those skilled in the art that
changes could be made to the embodiments described above
without departing from the broad inventive concept thereof. It
is understood, therefore, that this invention is not limited to
the particular embodiments disclosed, but it is intended to
cover modifications within the spirit and scope of the present
invention as defined by the appended claims.
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1. (canceled)
2. A computer-implemented method for facilitating the
making of a risk decision, comprising:
receiving and storing, at a first database system accessed by
a computer, status data relating to accounts maintained
by member institutions that belong to a member service,
the status data received from the member institutions;

receiving and storing, at a second database system
accessed by the computer, account activity data relating
to accounts of non-member institutions that do not
belong to the member service, the account activity data
contributed by member institutions and relating to
accounts not maintained by the contributing member
institutions;

filtering the activity data received at the second database

system to remove activity data relating to accounts
maintained by member institutions, and thereby storing
in the second database system only data relating to
accounts of non-member institutions that do not belong
to the member service;

populating the second database system with risk data

reflecting the likelihood that a transaction conducted
against a specific account will not clear, as determined
by a risk scoring model;
receiving, at the computer, account data relating to an
account against which a transaction is conducted;

using the account data, at the computer, to determine if the
transaction is conducted against one of the accounts of
member institutions that belong to the member service
and to determine if the transaction is conducted against
one of the accounts of non-member institutions that do
not belong to the member service;

accessing the first database system to make a risk decision

for accounts of member institutions that belong to the
member service; and

accessing the second database system to make a risk deci-

sion for accounts of non-member institutions that do not
belong to the member service.

3. The method of claim 2, wherein the accounts are check-
ing accounts.

4. The method of claim 2, wherein the activity data relates
to a paper check drawn against the accounts.

5. The method of claim 2, wherein the activity relates to an
electronic transaction against the accounts.

6. The method of claim 5, wherein the electronic transac-
tion is an automated clearinghouse (ACH) transaction.

7. The method of claim 2 wherein the member service
operates the first database system and the second database
system.

8. The method of claim 7, wherein member institutions
subscribe to the service in order to access the status data
stored in the first database system relating to accounts of
member institutions, and access risk data in the second data-
base system relating to accounts of non-member institutions.

9. The method of claim 2, wherein the risk decision is a
check acceptance decision.

10. The method of claim 2, wherein the risk decision is a
check hold policy decision.

11. The method of claim 2, wherein the risk decision is an
open to buy decision by a payment processor, pending a check
clearing.

12. The method of claim 2, wherein the risk data comprises
a score relating to the likelihood of a transaction against an
account not clearing, and wherein the method further com-
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prises determining the score by the risk scoring model using
the account activity data received at the second database
system.

13. A system for facilitating a risk decision, comprising:

one or more processors; and
a memory storing instructions that are executed by the one
or more processors and configure the system to:

receive and store, at a first database system, status data
relating to accounts maintained by member institutions
that belong to a member service, the status data received
from the member institutions;

receive and store, at a second database system, account

activity data relating to checking accounts of non-mem-
ber institutions that do not belong to the member service,
the account activity data contributed by member institu-
tions and relating to accounts not maintained by the
contributing member institutions;

filter the activity data received at the second database sys-

tem to remove activity data relating to accounts main-
tained by member institutions, and thereby storing in the
second database system only data relating to accounts of
non-member institutions that do not belong to the mem-
ber service;

populate the second database system with risk data reflect-

ing the likelihood that a transaction conducted against a
specific account will not clear, as determined by a risk
scoring model;

receive, at the computer, account data relating to an

account against which a transaction is conducted;

use the account data, at the computer, to determine if the

transaction is conducted against one of the accounts of
member institutions that belong to the member service
and to determine if the transaction is conducted against
one of the accounts of non-member institutions that do
not belong to the member service;

access the first database system to make a risk decision for

accounts of member institutions that belong to the mem-
ber service; and

access the second database system to make a risk decision

for accounts of non-member institutions that do not
belong to the member service

14. The system of claim 13, wherein the accounts are
checking accounts.

15. The system of claim 13, wherein the activity data
relates to a paper check drawn against the accounts.

16. The system of claim 13, wherein the activity relates to
an electronic transaction against the accounts.

17. The system of claim 16, wherein the electronic trans-
action is an automated clearinghouse (ACH) transaction.

18. The system of claim 13 wherein the member service
operates the first database system and the second database
system.

19. The system of claim 18, wherein member institutions
subscribe to the service in order to access the status data
stored in the first database system relating to accounts of
member institutions, and access risk data in the second data-
base system relating to accounts of non-member institutions.

20. The system of claim 13, wherein the risk decision is a
check acceptance decision.

21. The system of claim 13, wherein the risk decision is a
check hold policy decision.

22. The system of claim 13, wherein the risk decision is an
opento buy decision by a payment processor, pending a check
clearing.



US 2014/0032385 Al

23. The system of claim 13, wherein the risk data com-
prises a score relating to the likelihood of a transaction against
an account not clearing, and wherein the instructions that are
executed by the one or more processors further configure the
system to:

determine the score by the risk scoring model using the

account activity data received at the second database
system.
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