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what would you do? ! A

Rules for Direct Deposits

QU ESTION: William A. Demaree Jr., CTP, Senior Financial Analyst, Southwest Gas Corporation,

William.Demaree@swgas.com, asked:

One of our company’s payroll representatives asked if it was OK for an employee to have money sent to her
mother’s account directly from her pay. Someone at a credit union told them it violated NACHA Rules unless
the employee’s name was on the account or the mother's name was in the name field of the direct deposit.
Does it violate any ACH Rule(s) to send a direct deposit of the employee’s pay into another person’s account?
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Michael J. Alfonsi, CTP, Managing Director, Analytic
Results, Michael@AnalyticResults.com, said:

There’s more than just ACH Rules to think about. For
example, there’s a fiduciary statute in Pennsylvania’s
employment law that places a reasonable care burden
on the part of the employer, regarding the distribution
of the employee’s funds. (LDYM [Latsha, Davis, Yohe
& McKenna, RC.] Opinion, 1999). That statute is
further linked to (and takes its footing in) statutes
concerning the garnishment of wages, the power to
garnish and the necessary report, and the burdens on
the employer for executing accurate record-keeping.

It’s at least one in-house counsel’s opinion that the
crux of the issue revolves around who really has
control of the funds. If the employee has full control,
she can distribute funds however she wants. But what
if control changes via a court order, power of attorney
or another domestic relations order or garnishment
action(s)? How can an employer track that, let alone
place itself on the hook for it? Thus, the employer
runs the risk of failing to ascertain or establish who
controls the funds if it offers split mechanisms. In all

cases, once notified, the employer can be held
responsible if an action isn't executed.

In Louisiana, an employee successfully recovered
damages when a splitwage disbursement (to a
brokerage account) wasn’'t executed. The finding
was that the employer failed to execute it despite
a written, hold-harmless agreement in place. The
appellate court chimed in that “since there is
reasonable care executed in corporate—executed
financial transactions and this Court finds it is
thus reasonable that the funds should have been
transferred, thus the company is liable for
ensuing damages.”

I'm surprised at the volume of split payroll
disbursements out there. If | was back in
corporate life, I'd put a dead stop to it. One net
pay — oné payment medium (hopefully
electronic) to one account. That’s it.

On this question, its prudent to form a little intra-
company workgroup that also involves Legal and
Audit. One of the many headaches to deal with
will be the disparity you'll face if you operate in
multiple states, as well as the very sensitivity
around payroll disbursements.

NACHA Provides Some Insight
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NA.C.HA strongly recommends that all ACH
Originators have a copy of the NACHA Rules
Banks often provide these to their corporate.
cusFomers. The Rules and a corporate edition
available through NACHA's online publications o
fr?;arl:;fg st http://pubs.nacha.org/. Purchasers of
e e on have complete access to the ACH

s online at http://www.achrulesonline.org/.
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