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This document provides an overview of electronic checking.

ACH Overview

Innuity provides its clients (merchants) with the ability to allow consumers to pay via their checking or savings accounts with a paperless electronic funds transfer through the Federal Reserve Bank network. This is known in the industry as an ACH (Automated Clearing House) transaction.

Innuity secure transaction functions allow merchants to do the following:

· Secure all transactions on our secured server with Netscape-compliant security

· Accept checking/savings account information by means of an easy-to-use online form

· Perform a comprehensive authentication routine to deter use of invalid bank account numbers

· “Scrub” each transaction through our negative database to deter fraud

· Implement recurring billing via ACH (if requested) per a merchant’s designated billing cycle.

· Modify individual profiles in the recurring billing client database, if necessary 

· Send an automatic email receipt and order verification to both the customer and the merchant

· Prevent accidental duplicate orders from taking place online

· Issue paper check refunds (via U.S. mail) to consumer, when requested by merchant

· Track current sales from a daily transaction database report on our secured server

· View a comprehensive settlement report online for every deposit made to a merchant’s account

ACH Transaction Flow Chart














History of ACH
ACH transactions are nothing more than an electronic form of a written check. Merchants all over the United States accept checks as the largest single source of selling their products and services. Checks are not new; they have been around longer than most anyone reading this document has. However, merchants today are somewhat unfamiliar, as a general rule, with the ACH transaction, even though ACH transactions have been around for more than 40 years. Most people today are familiar with a pre-arranged or monthly debit from their bank accounts by a heath club, a mortgage company, or an insurance company. While many people refer to this as an electronic debit, this is actually an ACH transaction—the exact transaction Innuity Inc. now provides for its merchants on the Internet to give these merchants an alternate method of payment to offer to their consumers.

Governing Factors of ACH
ACH is the acronym for Automated Clearing House. The governing body that puts into place and polices guidelines for these types of transactions is the National Automated Clearing House Association (NACHA), which is made up of selected directors and members of the banking community. NACHA works closely, and is thereby governed by, the privately owned (not government regulated), Federal Reserve Bank and member banks. Virtually all the banks in the United States, as well as most savings and loans, are on the ACH system.  Most of the larger credit unions in the United States also use the ACH system; however, some of the smaller ones do not provide this service. It is the guidelines put into place by the NACHA that dictate the methodology of transfer, the time frames involved for banks transferring funds or communicating information, and the protocols involved in such transactions. These guidelines are not made up by the individual banks or by the ACH processors. Therefore, all involved with these types of transactions must adhere to them.

ACH Statistics
Currently, there are approximately 70,000,000 adult Americans who do not have a credit card to purchase items on the Internet. Of the remaining adults, approximately 80,000,000 credit card holders in the United States, a good number will never use a credit card on the Internet, but some might choose to buy through their checking accounts. Another portion of those credit card holders is, from time to time, over their limits on their credit card accounts. Because of this, even though they may want to purchase a product or service, are unable to do so unless they can use their checking or savings accounts. A four-year study of thousands of merchants demonstrated that an average of 25% of all transactions processed were ACH transactions. The low was approximately 10% of transactions for some merchants and the high was 38% for some merchants. It is important to note that as of now, ACH transactions are not widely used by merchants on the Internet. Many merchants are unfamiliar with the statistics and potential value of offering ACH as a payment method on websites, and a simple explanation of its advantages and lower costs often changes their thinking.

ACH vs. Credit Card Cost Comparison

While credit card transaction costs vary from merchant to merchant and bank to bank, it could be generally stated that currently on the Internet, credit card transactions cost between 2.4% and $.20 per transaction, and 3.5% and $.30 per transaction. 

If that transaction cost was $50.00, the credit card cost would be $1.40 and the ACH would still be $1.50. On a $100.00 transaction, the merchant would pay the bank $2.60 for a credit card transaction and $1.50 for the ACH transaction. Finally, at $300.00 the merchant would pay the bank $7.40 for the credit card and $4.50 for his ACH transaction. The higher the ACH transaction, the more cost effective it becomes. 

Note:
Most merchants pay a credit card processor for processing their credit cards on the

Internet. Therefore, the ACH transaction cost is usually more economical than the credit

card transaction cost from $50.00 or above. 
Frequently Asked Questions
Q:  Once I enter into contract with Innuity, am I committed to using your service for a certain length of time (1 year, 2 years)?

A:  No, your contract with us is at will. You can cancel at anytime.

Q:  My web site will be down for a while. Do I still have to pay Innuity a monthly service fee?

A:  You can contact us and request a temporary cancellation of service. Innuity will stop billing you until you request that your service be resumed.

Q:  What is an Electronic Check (ACH) transaction?
A:  ACH is the acronym for Automated Clearing House. An ACH transaction is an electronic transaction that takes place on a merchant’s site and is then transferred to our Innuity secure servers. We then forward the transaction information to the Federal Reserve Bank with instructions to debit the consumer’s checking and/or savings account. After that procedure takes place, the funds are electronically placed in the merchant’s account.  A four-year survey of several thousands merchants demonstrated that an average of 25% of all transactions were ACH transactions.  

Q:  How does ACH work?
A:  Once a consumer chooses to pay for a product or service via electronic checking (ACH), a transaction form is displayed on screen. All necessary information must be added by the consumer; name, address, bank routing number, and checking or savings account number. Immediately upon clicking Submit, all the information just entered is verified against our databases to authenticate the purchaser. This does not verify funds are available, only that correct information regarding the bank routing numbers have been submitted. It takes less than 10 seconds for this process to be completed. If verified, the order is then submitted and an email confirmation is sent to both merchant and consumer.

The ACH information is then (on the next banking day) sent in a batch to the Federal Reserve Bank for processing. The Federal Reserve Bank, in turn, sends an electronic debit transmittal to the consumer’s bank account (anywhere in the United States). The Federal Reserve Bank then awaits an electronic reply from the consumer’s bank as to whether this transaction will clear or a reason why it cannot. This process, by agreement between all the banks, can take up to a maximum of five banking days. All funds that have cleared will be in our bank account by the fifth banking day, and reconciled and electronically transferred to the merchant’s bank on the sixth banking day following the day the batch was submitted to the Federal Reserve Bank. The Merchant’s bank may deposit the funds to the merchant’s account from the next day forward. Those funds that have not cleared will be reported through the Federal Reserve System on banking days 2-5 indicating the reason for the return and will be communicated to the merchant. There is a charge to the merchant for any returned item (usually $10.00).

Q:  What length of time can a consumer “charge back” an ACH transaction after it has been settled?
A:  A chargeback in the ACH industry is actually referred to as a returned item. According to the guidelines of the banking industry and the Federal Reserve Bank, a consumer has approximately 63 days from the submission of the transaction to contest the transaction. A consumer contests a transaction by communicating to the bank. The bank, in turn, submits this returned item information through the Federal Reserve System, ultimately debiting back the merchant’s account. This entire process is completely documented by our system and immediate notification is given to the merchant involved. There is a charge to the merchant for this returned item (usually $10.00).
Q:  What is a Notice of Change (NOC), and how does it work?
A:   A NOC occurs when information received by the consumer’s bank is incorrect, and it becomes evident to the receiving bank (transposed numbers in the account number or incorrect spelling of a name, for example). If the consumer’s bank catches the incorrect information and can correct it, it will do so and electronically notify the system that a change had been made and the transaction has been properly processed. There is a usual $2.50 NOC charge to the merchant for this.
Q:  Will merchants receive daily invoices for the ACH transaction charges?
A:  When signing our contracts, all merchants give permission to Innuity to automatically debit a specific bank account, on a daily basis, for the transaction charges incurred on each transaction. On a daily basis, every merchant has access to his or her own private and confidential transaction records on the Internet. By going to the specific website and using a confidential pen-code, a merchant can access all transaction records and invoices 24 hours a day, seven days a week. The website URL and pen-code are given to the merchant upon set up.

Q:  What is a Settlement Report and when do I receive it?
A: The Settlement Report is a reconciliation form of all transactions that were processed six banking days prior. It clearly indicates the net amount that will be deposited that day into the merchant’s bank account (the original invoice amount of six banking days previous minus any returned items). All returned items that are to be subtracted from the gross amount of the Settlement Report are itemized so that the merchant can reconcile total transactions on the original invoice minus returned items. This would equal the net amount of the Settlement Report to be deposited to his bank account.

For example, if ten transactions were processed Monday August 2, then on August 10 (six banking days later) a Settlement Report would be available to the merchant online indicating how many of the 10 transactions were valid transactions, which ones they were, and the amount of the net proceeds. If all 10 items were good transactions, the net amount of the batch submitted August 2 would be the same amount on the Settlement Report on August 10. Obviously, after the first six banking days on the Internet, if a merchant is doing transactions every day, he or she will be receiving a Settlement Report for all ACH transactions for every banking day. Those transactions done on a Friday, Saturday or Sunday will be transmitted to the Federal Reserve on Monday (or the first banking day thereafter).  However, each day’s transactions are itemized separately and the Settlement Report on Monday will include the Saturday and Sunday settlements. All bank holidays are processed and handled in the same manner as the weekend days.  

The Online Batch Report will allow the merchant to follow all transactions and returns included in a day’s batch.

Q:  Can a merchant use ACH to automatically debit their clients on a recurring basis?
A:  Yes. Innuity has built into the software the ability for any merchant to be able to debit a consumer via an ACH transaction on a weekly, monthly, quarterly or annual basis. The merchant must indicate to Innuity that he or she has a need for this service and must set up this service at the beginning of the programming process. This is a very simple process to implement. The recurring debit transaction will automatically occur for each individual consumer according to the cycle chosen from the merchant’s web page (for example, every 30 days or every 90 days). All transaction debiting of the merchant’s account for the transaction fee will occur as normal on the day the recurring transaction is processed. There is no additional charge for setting up this service. The only charges involved are the normal transaction fees.

Q:  Does Innuity have a Membership (Password) system available?
A:  Yes. Innuity has built into the software the ability for merchants to have consumers come back into their websites on repeated occasions and be admitted into the system again by means of their confidential passwords. This password system can be set so that a consumer can come in only for certain periods of time (weekly, monthly, quarterly, and so on) and after that time period has elapsed, the password would be automatically eliminated from the system, thereby allowing no further access. Usually, membership systems work in conjunction with recurring debits so that a consumer can choose to be automatically re-debited after each time period has expired. The merchant must indicate to Innuity that he or she has a need for this service and must set up this service at the beginning of the programming process. There is no additional charge for setting up this service. The only charges involved are the normal transaction fees.

Consumer buys product from merchant’s website using ACH.  Innuity captures transaction.





Innuity Internet Software System forwards transaction to Federal Reserve Bank.





Federal Reserve Bank sends debit request to consumer’s bank 





Consumer’s bank receives debit request, debits consumer’s account & sends funds or returns back to Federal Reserve Bank





Federal Reserve Bank sends funds & returns back to Innuity





Innuity forwards settlement funds to Federal Reserve Bank





BankingDay 1





Banking Day 1





Banking Day 1 overnight





Banking


Day 1-3





Banking Day 1-6





Banking Day 6





Federal Reserve Bank sends settlement funds to Innuity’s Bank for deposit into Merchant’s bank account
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