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Dear Deputy Secretary McDonough:

On behalf of the Defense Credit Union Council (DCUC),! thank you for the opportunity to comment on the Board
of Governors of the Federal Reserve System’s (Federal Reserve) request for information regarding the future of
the Federal Reserve Banks' (Reserve Banks) check services. DCUC represents credit unions that serve active-duty
military, veterans, and their families worldwide. Because our member institutions operate in geographically
dispersed communities, the continued reliability of the nation’s payment infrastructure is of particular importance.
As such, we have a strong interest in the future of the Reserve Bank’s check services and changes that may have
long-term implications for the payments system.

DCUC recognizes that checks have long served as a cornerstone of the nation's payments system, especially for
credit union members. We also acknowledge that this previously preferred noncash payment instrument has
steadily declined in popularity due to the growth of alternative methods of noncash payments such as instant
payments, automated clearinghouse (ACH), credit cards, debit cards, and prepaid cards. The Federal Reserve
states, and we agree, that as the total number of checks processed by the Federal Reserve Banks declines, the long-
term viability of the Reserve Banks’ check services is at risk due to cost recovery, aging infrastructure, and
consumer trends. As a general comment, DCUC urges the Federal Reserve to engage in a deliberate and
thoughtful strategy that maintains the current check payments system while gradually winding down services as
the payment system evolves. The Federal Reserve should maintain transparency and collaboration with credit
unions and their membership so all parties can successfully navigate any transition. DCUC’s comments on the
Federal Reserve’s specific questions are below.

! The Defense Credit Union Council represents more than 200 defense-affiliated credit unions and over 40 million
members—including active-duty servicemembers, Guard and Reserve personnel, veterans, Department of Defense
civilians, and military families.
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1. What is your view of the importance of the Reserve Banks' check services in the United States
today? How should the Federal Reserve's role in the provision of check services evolve over the next
3 years and over the next 10 years?

The Reserve Banks’ check services remain a key component of the nation’s payments infrastructure, particularly
for credit unions serving military communities. Although the use of checks has declined nationally, checks are still
used for a variety of transactions including mortgage or rental payments, insurance reimbursements, and small
business transactions. Furthermore, maintaining multiple payment rails, including checks, supports the resiliency
of the payments system during times of operational disruptions or technological outages.

The Federal Reserve’s nationwide clearing infrastructure provides credit unions with neutral and reliable access to
check processing services regardless of their size. This role is valuable for institutions serving members who
frequently relocate, including active duty servicemembers and their families.

DCUC supports maintaining the Reserve Banks’ current check services at least for the next three years while
ensuring that service reliability remains high. Over a longer time horizon, the Federal Reserve may consider a
gradual transition and winddown of check services as electronic payment methods increase. Any transition should
be gradual and deliberate and not occur until viable alternatives are universally accessible.

2. What aspects of the Reserve Banks' current check services (for example, deposit deadline options,
how quickly checks are processed, discrepancy resolution services, and options for sending a check
back as a return) are the most critical, and why?

DCUC’s credit union members have experienced the decline in check usage witnessed across the broader financial
industry and credit unions have expanded digital payment offerings for members. However, for credit unions,
several aspects of Reserve Bank check services remain essential to their operations. The speed of processing check
payments is particularly important as credit union members rely on payments and deposits being processed
quickly. Discrepancy resolution services for credit unions are also necessary for the system to have trust and
reliability. In addition, credit unions value efficient return options to ensure they can manage risk and fraud
effectively.

3. Generally speaking, what would be the impact of different potential strategies for the Reserve
Banks' check services, including those discussed above: (1) continuing Reserve Banks' check services
largely as they exist today with significantly degraded reliability over time, (2) significantly
simplifying Reserve Banks' check services, (3) substantially winding down Reserve Banks' check
services, or (4) upgrading the Reserve Banks' check-processing infrastructure to support existing
services and reliability? Are there other strategies you believe the Reserve Banks should consider?

DCUC believes maintaining reliable check services must remain a priority during the ongoing evolution of the
payments system. Allowing check service reliability to degrade would create operational uncertainty and
undermine confidence in the payments system. The Reserve Banks should continue check services with targeted
investments over the next three years. As other methods of payment increase further, we support a gradual and
methodical winddown. Throughout this process, community-based financial institutions, such as credit unions,
must be prioritized to ensure they can operate effectively and provide the best possible services for their members.
As the Federal Reserve examines its timeline, we urge it to prioritize the impact on credit unions serving the
military community, as this population’s access to reliable and predictable payments is critical.



4. Would you, your organization, or your community be willing to incur additional costs and fees to
continue to use or process checks as you do today? Why or why not? Would you, your organization,
or your community be willing to make additional investments such as enhancements to check
security features in support of continued use of checks in the future? Why or why not?

The reality is that credit unions are already facing increasing operational pressures as costs rise and regulatory
expectations expand. As smaller credit unions consequently exit the financial services industry, smaller and rural
communities that rely on these institutions lose access to financial services. Credit unions, especially the smaller
institutions, fill an important void not captured by large banks. It is not that credit unions are unwilling to make
additional investments or incur more costs and fees; rather many institutions may be unable to do so without
reducing services to their members.

Nevertheless, credit unions might be able to absorb modest fee increases if necessary to maintain reliable check
services. Any additional investment should be manageable and not disproportionately impact credit unions. We
suggest that any fees have phased implementation timelines and reflect the size or complexity of the institution.
The Federal Reserve should be collaborative and transparent, so financial institutions can effectively plan for any
changes.

5. If your organization relies on the Reserve Banks' check services, directly or indirectly, to what extent
could alternative providers offer similar services that meet your needs over the next 3 years and over
the next 10 years? For instance, are there unique benefits of the check services provided by the
Federal Reserve that are not otherwise available in the industry?

DCUC does not believe there is an adequate alternative to the Reserve Banks’ check services that offer its
nationwide reach and equal access regardless of institution size.

6. How important are checks to you, your organization, or your community, and how challenging
would it be to use alternative payment methods? How might the importance of checks and the
challenges associated with using other payment methods change over the next 3 years and over the
next 10 years?

Checks are a significant payment method for credit union members even today. Credit union members often run
small businesses that utilize check payments or operate in smaller communities where check payments are more
prevalent. While alternative non-cash payment methods are increasing, DCUC does not believe we are at the point
where check services can be completely replaced by other non-cash payment methods. Over time, reliance on
checks will likely decline, but certain communities, including military populations, may continue to rely on them
longer than the general public. We expect to see significant changes in the next few years, but we are not there yet.



7. What are the unique aspects of checks that lead users to continue to use checks?

Unique aspects of checks include general universal acceptance, familiarity for certain consumers, and accessibility
without the use of technology. In particular, the credit union industry has seen a continued use of non-cash check
payments by older consumers more accustomed to making these payments. In addition, smaller or more local
businesses continue to pay by, or receive payments by, checks. Credit unions have also seen consumers and
businesses more often utilizing checks to make larger payments.

8. How could other payment methods offer the same benefits as checks if they do not already? Are
there any barriers that prevent alternative payment methods from offering the same benefits as
checks, or other constraints on adoption of these alternatives?

There are barriers that continue to exist for certain populations. Many smaller communities lack reliable and fast
internet services and a modern banking infrastructure. These communities are commonly served by credit unions
and other smaller financial institutions. In addition, many older consumers have decades of experience using
check payments and managing their accounts without using technology. They are accustomed to this process as it
is more understandable for them. Furthermore, many businesses and government entities rely on check payments,
even as consumers increasingly use other non-cash payments.

9. Do you have any planned or ongoing efforts to transition from checks to electronic payments, and

why or why not? How can particular communities that may still need to rely on checks, such as the
elderly, rural populations, and low- or moderate-income households, be better served?

Credit union members continue to use check payments, but credit unions are encouraging members to use
electronic payment methods. The transition to more electronic payments must be gradual as certain populations,
such as military families in remote locations, older consumers, and consumers in rural communities, may continue
to use checks more frequently than the average U.S. consumer. Payment modernization efforts must adequately
address these populations.

10. What benefits and risks to the payments system and to the public should
the Board consider as it assesses potential strategies for the Reserve Banks' check services?

DCUC urges the Federal Reserve to evaluate future payment strategies carefully and implement changes in a
deliberate and transparent manner. Eliminating check services too quickly can increase costs for credit unions,
alienate consumers, and negatively impact the payments system. The best approach is to maintain reliable check
services while supporting a gradual transition toward electronic payments. As the payments system evolves, it is
critical that modernization efforts preserve reliability, accessibility, and safety for all financial institutions and the
communities they serve.

DCUC stands ready to work with the Federal Reserve as it considers these critical issues and would welcome the
opportunity to provide additional information from our membership. Please contact me at
Jason.Stverak(@dcuc.org if we can be of assistance in your efforts.

Sincerely,

Jason Stverak
Chief Advocacy Officer
DCUC
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