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(d) Notification to customer. If the de-
positary bank receives a returned
check or notice of nonpayment, it shall
send notice to its customer of the facts
by midnight of the banking day fol-
lowing the banking day on which it re-
ceived the returned check or notice, or
within a longer reasonable time.

(e) Depositary bank without accounts.
The requirements of this section do not
apply to checks deposited in a deposi-
tary bank that does not maintain ac-
counts.

§229.34 Warranties.

(a) Warranties. Each paying bank or
returning bank that transfers a re-
turned check and receives a settlement
or other consideration for it warrants
to the transferee returning bank, to
any subsequent returning bank, to the
depositary bank, and to the owner of
the check, that—

(1) The paying bank, or in the case of
a check payable by a bank and payable
through another bank, the bank by
which the check is payable, returned
the check within its deadline under the
U.C.C., Regulation J (12 CFR part 210),
or §229.30(c) of this part;

(2) It is authorized to return the
check;

(3) The check has not been materially
altered; and

(4) In the case of a notice in lieu of
return, the original check has not and
will not be returned.

These warranties are not made with re-
spect to checks drawn on the Treasury
of the United States, U.S. Postal Serv-
ice money orders, or checks drawn on a
state or a unit of general local govern-
ment that are not payable through or
at a bank.

(b) Warranty of notice of nonpayment.
Each paying bank that gives a notice
of nonpayment warrants to the trans-
feree bank, to any subsequent trans-
feree bank, to the depositary bank, and
to the owner of the check that—

(1) The paying bank, or in the case of
a check payable by a bank and payable
through another bank, the bank by
which the check is payable, returned or
will return the check within its dead-
line under the U.C.C., Regulation J (12
CFR part 210), or §229.30(c) of this part;

(2) It is authorized to send the notice;
and
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(3) The check has not been materially
altered.

These warranties are not made with re-
spect to checks drawn on a state or a
unit of general local government that
are not payable through or at a bank.

(c) Warranty of settlement amount, en-
coding, and offset. (1) Each bank that
presents one or more checks to a pay-
ing bank and in return receives a set-
tlement or other consideration war-
rants to the paying bank that the total
amount of the checks presented is
equal to the total amount of the settle-
ment demanded by the presenting bank
from the paying bank.

(2) Each bank that transfers one or
more checks or returned checks to a
collecting, returning, or depositary
bank and in return receives a settle-
ment or other consideration warrants
to the transferee bank that the accom-
panying information, if any, accurately
indicates the total amount of the
checks or returned checks transferred.

(3) Each bank that presents or trans-
fers a check or returned check war-
rants to any bank that subsequently
handles it that, at the time of present-
ment or transfer, the information en-
coded after issue in magnetic ink on
the check or returned check is correct.

(4) If a bank settles with another
bank for checks presented, or for re-
turned checks for which it is the depos-
itary bank, in amount exceeding the
total amount of the checks, the set-
tling bank may set off the excess set-
tlement amount against subsequent
settlements for checks presented, or
for returned checks for which it is the
depositary bank, that it receives from
the other bank.

(d) Damages. Damages for breach of
these warranties shall not exceed the
consideration received by the bank
that presents or transfers a check or
returned check, plus interest com-
pensation and expenses related to the
check or returned check, if any.

(e) Tender of defense. If a bank is sued
for breach of a warranty under this sec-
tion, it may give a prior bank in the
collection or return chain written no-
tice of the litigation, and the bank no-
tified may then give similar notice to
any other prior bank. If the notice
states that the bank notified may come
in and defend and that failure to do so
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will bind the bank notified in an action
later brought by the bank giving the
notice as to any determination of fact
common to the two litigations, the
bank notified is so bound unless after
seasonable receipt of the notice the
bank notified does come in and defend.

(f) Notice of claim. Unless a claimant
gives notice of a claim for breach of
warranty under this section to the
bank that made the warranty within 30
days after the claimant has reason to
know of the breach and the identity of
the warranting bank, the warranting
bank is discharged to the extent of any
loss caused by the delay in giving no-
tice of the claim.

[63 FR 19433, May 27, 1988, as amended by
Reg. CC, 54 FR 13850, Apr. 6, 1989; 57 FR 46972,
Oct. 14, 1992; 62 FR 13810, Mar. 24, 1997]

§229.35 Indorsements.

(a) Indorsement standards. A bank
(other than a paying bank) that han-
dles a check during forward collection
or a returned check shall legibly in-
dorse the check in accordance with the
indorsement standard set forth in ap-
pendix D to this part.

(b) Liability of bank handling check. A
bank that handles a check for forward
collection or return is liable to any
bank that subsequently handles the
check to the extent that the subse-
quent bank does not receive payment
for the check because of suspension of
payments by another bank or other-
wise. This paragraph applies whether
or not a bank has placed its
indorsement on the check. This liabil-
ity is not affected by the failure of any
bank to exercise ordinary care, but any
bank failing to do so remains liable. A
bank seeking recovery against a prior
bank shall send notice to that prior
bank reasonably promptly after it
learns the facts entitling it to recover.
A bank may recover from the bank
with which it settled for the check by
revoking the settlement, charging
back any credit given to an account, or
obtaining a refund. A bank may have
the rights of a holder with respect to
each check it handles.

(c) Indorsement by a bank. After a
check has been indorsed by a bank,
only a bank may acquire the rights of
a holder—

§229.36

(1) Until the check has been returned
to the person initiating collection; or

(2) Until the check has been specially
indorsed by a bank to a person who is
not a bank.

(d) Indorsement for depositary bank. A
depositary bank may arrange with an-
other bank to apply the other bank’s
indorsement as the depositary bank
indorsement, provided that any
indorsement of the depositary bank on
the check avoids the area reserved for
the depositary bank indorsement as
specified in appendix D. The other bank
indorsing as depositary bank is consid-
ered the depositary bank for purposes
of subpart C of this part.

[63 FR 19433, May 27, 1988, as amended by
Reg. CC, 55 FR 21855, May 30, 1990]

§229.36 Presentment and issuance of
checks.

(a) Payable through and payable at
checks. A check payable at or through a
paying bank is considered to be drawn
on that bank for purposes of the expe-
ditious return and notice of non-
payment requirements of this subpart.

(b) Receipt at bank office or processing
center. A check is considered received
by the paying bank when it is received:

(1) At a location to which delivery is
requested by the paying bank;

(2) At an address of the bank associ-
ated with the routing number on the
check, whether in magnetic ink or in
fractional form;

(3) At any branch or head office, if
the bank is identified on the check by
name without address; or

(4) At a branch, head office, or other
location consistent with the name and
address of the bank on the check if the
bank is identified on the check by
name and address.

(c) [Reserved]

(d) Liability of bank during forward
collection. Settlements between banks
for the forward collection of a check
are final when made; however, a col-
lecting bank handling a check for for-
ward collection may be liable to a prior
collecting bank, including the deposi-
tary bank, and the depositary bank’s
customer.

(e) Issuance of payable-through checks.
(1) A bank that arranges for checks
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