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Regulatory Perspective/ 
Indian Imperatives on 
Cheque Truncation
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Safe, Secure, Sound  & Efficient Safe, Secure, Sound  & Efficient 
Payment SystemsPayment Systems

-- RBIRBI’’s Missions Mission



Cheque Truncation is settlement of Cheque Truncation is settlement of 
clearing transactions on the basis of clearing transactions on the basis of 
images and electronic data without the images and electronic data without the 
physical movement of the instruments. physical movement of the instruments. 
The Clearing Cheque is truncated at the The Clearing Cheque is truncated at the 
Presenting bank itself.Presenting bank itself.
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Why Cheque Truncation



Regulatory Perspectives

Reduction of Operational Risk in Banking Operations
- Clearing is a highly fraud prone operation

Developing Standards :

– Image standards, 

-Cheque standards, 

-Operating standards, 

-Defining roles and Responsibilities



Regulatory Perspectives

Certification :

– for participation in CTS, 

-setting up Wearehouse

Legislation: 

– Amendments to NI, IT and BBE Acts.

Developmental Role:

- Major developments in Payment Systems Spearheaded by RBI.



Working Group on Cheque Working Group on Cheque 
Truncation and eTruncation and e--ChequeCheque

�� As indicated in the midAs indicated in the mid--term Review of October 2002, term Review of October 2002, 
a Working Group (Chairman: Dr. R B. Barman, a Working Group (Chairman: Dr. R B. Barman, 
Executive Director) on cheque truncation and eExecutive Director) on cheque truncation and e--
Cheque was set up to examine various models of Cheque was set up to examine various models of 
cheque truncation and to suggest an appropriate cheque truncation and to suggest an appropriate 
model.model.

�� The Group submitted its report in July 2003The Group submitted its report in July 2003



The major recommendations of the The major recommendations of the 
GroupGroup

�� The physical cheque will be truncated within the The physical cheque will be truncated within the 
presenting bank. presenting bank. 

�� Within the presenting bank the point of truncation Within the presenting bank the point of truncation 
could be decided by each individual member bank . could be decided by each individual member bank . 
There is provision for Service Bureau models which There is provision for Service Bureau models which 
banks can approach for truncation. Banks can also set banks can approach for truncation. Banks can also set 
up Service Bureau for capturing images and MICR up Service Bureau for capturing images and MICR 
data.data.

�� Settlement will be generated on the basis of current Settlement will be generated on the basis of current 
MICR code line data.MICR code line data.

�� Electronic images will be used for payment Electronic images will be used for payment 
processing.processing.



The major recommendations of the Group The major recommendations of the Group 
…… contcont

�� Grey scale technology will be deployed for    imaging.Grey scale technology will be deployed for    imaging.

�� Images will be preserved for eight years. Images will be preserved for eight years. 

�� A Centralised Agency per clearing location will act as A Centralised Agency per clearing location will act as 
an image warehouse for the banks. Group an image warehouse for the banks. Group 
recommended norms for agencies to provide the recommended norms for agencies to provide the 
service.service.

�� Public Key Infrastructure will be deployed to protect Public Key Infrastructure will be deployed to protect 
images and data flow over the network.images and data flow over the network.



Pilot Project at New DelhiPilot Project at New Delhi

�� New Delhi Clearing House has 82 direct bank New Delhi Clearing House has 82 direct bank 
members and nearly 2500 bank branches members and nearly 2500 bank branches 
spread across Delhi, spread across Delhi, GurgaonGurgaon, , NoidaNoida, Greater , Greater 
NoidaNoida, , FaridabadFaridabad, , BallabgarhBallabgarh, , LoniLoni, , 
MaharajpurMaharajpur, , SonepatSonepat and several such areas.and several such areas.

�� The project is unique as it is biggest single site The project is unique as it is biggest single site 
with all the three aspects of CTS included:with all the three aspects of CTS included:

�� POD, Settlement and Archive. The challenge POD, Settlement and Archive. The challenge 
of integration tuning.of integration tuning.



Legal ProvisionsLegal Provisions
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Amendment to NI Act.Amendment to NI Act.

�� ““ChequeCheque”” -- ……it includes the electronic image it includes the electronic image 
of a truncated cheque and a cheque in of a truncated cheque and a cheque in 
electronic form.electronic form.



ExplanationExplanation

For the purpose of this section, the expressions For the purpose of this section, the expressions ––
�� ““a cheque in the electronic forma cheque in the electronic form”” means a cheque which means a cheque which 

contains the exact mirror image of a paper cheque and is contains the exact mirror image of a paper cheque and is 
generated , written and signed in a secure system ensuring generated , written and signed in a secure system ensuring 
the minimum safety standards with the use of digital the minimum safety standards with the use of digital 
signature and asymmetric crypto system.signature and asymmetric crypto system.

�� ““a truncated chequea truncated cheque”” means a cheque which is truncated means a cheque which is truncated 
during the course of the clearing cycle either by the during the course of the clearing cycle either by the 
clearing house or by the bank whether paying or receiving clearing house or by the bank whether paying or receiving 
payment, immediately on generation of an electronic image payment, immediately on generation of an electronic image 
for transmission, substituting the further physical for transmission, substituting the further physical 
movement of the cheque in writing. movement of the cheque in writing. 
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Cheque Truncation Cheque Truncation –– Conceptual Conceptual 
DiagramDiagram
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CTS Process FlowCTS Process Flow
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The Hybrid Truncation ModelThe Hybrid Truncation Model

�� As the banks in New Delhi are at different As the banks in New Delhi are at different 
stages of Technology the model stages of Technology the model 
accomodates all of them.accomodates all of them.

�� Fully Networked banks may come by Fully Networked banks may come by 
networks.networks.

�� Media submission also allowed.Media submission also allowed.
�� Banks may use the services of Image Banks may use the services of Image 

Service Bureaus.Service Bureaus.



Image Standards

•Black and White : 200 dpi, 2bit (16 level), TIFF image with CCITT G4 

• Compression

•Grey Scale : 100 dpi, 8 bit (256 level), Jpeg image with Jpeg compression

•Grey Scale Front and B/W front and back images used for processing.

•MICR line will continue to be in E13 B font.



Benefits of Cheque TruncationBenefits of Cheque Truncation

•Better Customer Service – Enhanced Customer Window

•T+0 for Local Clearing and T + 1 for inter-city clearing.

•Elimination of Float – Incentive to shift to Credit Push payments.

•The jurisdiction of Clearing House can be extended to the entire country – No 
Geographical Dependence

•Operational Efficiency will benefit the bottom lines of banks – Local Clearing 
activity is a high cost no revenue activity.

•Minimises Transaction Costs.

•Reduces operational risk by securing the transmission route.

• Three Dimensions of CTS
•Operationally efficient, Cost Effective, Customer Service Benefits



Benefits of Cheque TruncationBenefits of Cheque Truncation
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CTS ImplementationCTS Implementation
At RBI:At RBI:
�� Request For Information sought from the various vendors in DecemRequest For Information sought from the various vendors in December ber 

2003.2003.
�� Request for Proposal sought from Vendors in June 2004.Request for Proposal sought from Vendors in June 2004.
�� Circular on Cheque Truncation to Banks issued on July 1, 2004.Circular on Cheque Truncation to Banks issued on July 1, 2004.
�� Technical Bids of the Vendors opened on July 21, 2004. TechnicalTechnical Bids of the Vendors opened on July 21, 2004. Technical

evaluation over.evaluation over.
�� Commercial Bids Opened on April 1, 2005.Commercial Bids Opened on April 1, 2005.
�� Reference Site Visit over in May 2005.Reference Site Visit over in May 2005.
�� Negotiations on with the L1 Vendor.Negotiations on with the L1 Vendor.
�� Committee formed by CGA to look into the various rules and proceCommittee formed by CGA to look into the various rules and procedures to dures to 

be amended for Govt. participation.be amended for Govt. participation.
�� Internal Committee formed in RBI for  similar purposes.Internal Committee formed in RBI for  similar purposes.
�� Image Standards already decided.Image Standards already decided.
�� StandardisedStandardised Image friendly cheque format designed.Image friendly cheque format designed.
�� Procedural guidelines drafting group formed. First draft alreadyProcedural guidelines drafting group formed. First draft already ready.ready.
�� Circular issued on September 1, 2005 outlining the role of the pCircular issued on September 1, 2005 outlining the role of the participating articipating 

banks.banks.



What the Banks need to doWhat the Banks need to do

�� Reengineer internal processes to enable passing of Reengineer internal processes to enable passing of 
cheques based on imagescheques based on images

�� Decide on their Service centre hardware configuration Decide on their Service centre hardware configuration 
based on their storage and payment processing needs.based on their storage and payment processing needs.

�� Select a vendor to address its technology requirements. Select a vendor to address its technology requirements. 
Just seven months for the project to go live, the vendor has Just seven months for the project to go live, the vendor has 
to be selected within a month.to be selected within a month.

�� RBI will provide the CHI which will interface with the RBI will provide the CHI which will interface with the 
Clearing House. DClearing House. D



What is best for the banksWhat is best for the banks

�� Network all the branches with the required bandwidthNetwork all the branches with the required bandwidth

�� Connect the CHI (Clearing House Interface) or Service Connect the CHI (Clearing House Interface) or Service 
Branch with Clearing HouseBranch with Clearing House

�� Integrate the Clearing House Input with the bankIntegrate the Clearing House Input with the bank’’s software s software 
to enable straight through processing.to enable straight through processing.

�� Reengineer internal processes to enable passing of Reengineer internal processes to enable passing of 
cheques based on imagescheques based on images



Banks to NoteBanks to Note

�� Point of Truncation is an internal matter of each Point of Truncation is an internal matter of each 
bank depending upon their convenience and level bank depending upon their convenience and level 
of technology.of technology.

�� RBI would provide the software for presentation RBI would provide the software for presentation 
and Receipt or Clearing House Interface only. CHI and Receipt or Clearing House Interface only. CHI 
will talk to the Clearing House System.will talk to the Clearing House System.

�� Integration of the CHI output with bankIntegration of the CHI output with bank’’s own s own 
software has to be done by banksoftware has to be done by bank’’s themselves. The s themselves. The 
choice of vendor is left to the bank. choice of vendor is left to the bank. 

�� The image and data standards would be open and The image and data standards would be open and 
interinter--operable and hence Straight Through operable and hence Straight Through 
Processing should be possible. Processing should be possible. 



The GoalThe Goal

�� Cheque Truncation to Go Live ..Cheque Truncation to Go Live ..

�� MARCH 31, 2006MARCH 31, 2006



Thank YouThank You


