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 Condition for Market to function Efficiently

· We need a strong financial sector for high economic growth

· Sound market infrastructure are required for stimulating financial markets

Market can function efficiently if

· Clearing and settlement system functions efficiently

· Money market arrangements exist to facilitate quick settlement

· Security market transactions are widespread and settled quickly

· Legal system exists to enforce contracts

Cash transactions are slow, risky and inefficient. 

An efficient clearing and settlement system settles transactions in real time. It is also cost effective.

Technological development has provided a golden opportunity to India to leap frog as a fast growing economy. Bangalore is the IT hub and should contribute its best for achieving this goal.

1. Why Cheque Truncation is required ? 

a. Existing Status of Cheque as Paper instrument 

· Cheque is the most dominant retail paper instrument 

· Historic high growth and the still growing in absolute numbers though the rate of change has starting plateauing 

· Accounts for 72 % of all payment systems transactions in the country by volume 

b. Current Cheque Clearing Process 

· Only 46 MICR processing centers in 41 cities out of the 1047 clearing houses 

· MICR cheques accounts for 70% of the total cheque volume in the country 

· Cheque Clearing Products on Offer – Local Clearing, High Value Clearing and Inter-city Clearing 

· Timelines – 

· Local Clearing (including return on T+1) T +2, 

· High Value Clearing (including return on T+0) T+1,

· Inter City Clearing T+ 5(+) days depending upon the end-points 

c. Weaknesses of the existing process

· Speed of Clearing is a function of speed at which the Paper travels to the destination branch 

· Physical handling of paper at multiple points 

· Associated Frauds in the presentation and the return clearing, kite flying operations etc. 

· Reconciliation issues –  clearing differences monitoring and control is an administrative cost and clearing differences accounts are a fraud prone area

· High Operational and Maintenance Costs for the banks- staff, couriers, encoding, passing, signature verification, security of the physical instruments to be warehoused after payment 

2. Cheque Truncation System 

a. What is Cheque Truncation ?  

· Elimination of the movement of the physical instrument in the clearing cycle. 

· Multiple Models of truncation exist 

· in terms of the legal framework, 

· the technology used- network infrastructure, media delivery, combination  

· transmitting MICR only, images only, combination of both in the clearing cycle, consensus on operations and procedures arrived at by the Clearing Associations, amount based ceilings

· the Point of truncation 

· Time of Transmission of MICR, Image or both- Image Exchange, Image to follow, Image on Demand 

b. Benefits of Cheque Truncation

· T+0 for local Clearing and T+1 for Inter-City Clearing

· Faster collection of cheques- better customer service by having a larger acceptance window and faster credits 

· Removing geographical dependencies for participation in the Clearing Process 

· Enhanced Security as the original paper is available at the point of truncation 

· Operational Efficiency – use of STP for payment processing, Automatic Signature Verification tools, Fraud Detection tools,

· Elimination of Float- incentivising the credit transfer systems 

c. Uniqueness of our Project 

· the first project in the world incorporating all the three components of CTS- Proof of Deposit, Settlement and an eight year long Archive
· End to end PKI as per Legal requirement 

· All instruments are imaged- irrespective of value 

d. Preparedness 

· Major Retail Payment System initiative – Pilot being rolled out in New Delhi in March 2006 

· Banks have to upgrade/ integrate their internal system to be in-step for participation 

· As per our payment system vision , next stop is the three remaining metros and destinations with enhanced IT presence and networking capabilities 

e. International Experience

· Geographically smaller countries were quick to implement CTS

· Denmark and Belgium showed the way in early 1980s

· Singapore got into it in July 2002

· US, UK and France dominate in cheque transactions. In US 237

        cheques are used on average per person per year

· Many countries have amount ceiling on CTS

· In most countried truncation takes place early in the processing cycle. 

f. The USP of Bangalore

Karnataka is the cradle of banking industry and has 108 Clearing Houses 

Bangalore being the IT capital of the East is a natural home in the scheme of implementations. 

Bangalore has a big role to play in the realization of T+0 or T+1 clearing – 

· The IT infrastructure at Bangalore ensures that roll-out of truncation here shall be smooth 

· A few challenges for the brainpower of Bangalore,

· Product and Service Innovations

· Integration of Delivery channels – using POS terminals,. Cheque Deposit machines, ATMS and  integrate them to the clearing cycle 

· Affordable solutions for customers and Bankers 

· Connectivity – how to bridge the digital divide between the urban and rural areas when they will come on to Truncation bandwagon

· Transmission optimization, security enhancements

· Digital verification of signature

· Fraud Detection

· Exploitation of information for business expansion.
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