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Vision Document: 2001–2004

Under the approach to computerisation and networking, with the definitive role 
of technology in facilitating large-scale developments in payment and settlement 
systems, the main requirements of the Indian Financial Network (INFINET) 
becoming the secure, dedicated communication backbone for the banking and 
financial sector, namely a generic architecture model for connectivity, standardisation 
of hardware, operating systems, systems software, application software and 
messaging middleware, prescribing a common minimum requirement level for 
hardware and networking requirements for payment gateways, secured connectivity 
between the internet and INFINET, and a link between the Society for Worldwide 
Interbank Financial Telecommunication (SWIFT) and INFINET had all been 
achieved; facilities for e-mail and secured file transfer were available on INFINET; 
and applications for automated teller machine (ATM) transactions, intra-bank 
transactions like remittances and foreign exchange transactions used INFINET. 

The setting up of the Credit Information Bureau of India Ltd. (CIBIL) 
facilitated the banking industry to carry out a credit check on credit card holders 
and, thus, reduced the incidence of frauds and default by individuals. As regards 
the design, development and implementation of critical payment system projects, 
the following were the major accomplishments: 

• Extension of magnetic ink character recognition (MICR) based clearing 
to cover forty major commercial centres, thereby facilitating faster 
clearing of cheques at more centres. 

• Operationalisation of real time gross settlement (RTGS) system (RTGS 
service available at more than 4,800 branches at 398 centres as at the end 
of April 2005).

• Risk mitigation in wholesale payment systems by way of creating 
enabling conditions for establishment of the Clearing Corporation 
of India Limited (CCIL) as a central counter party and settlement 
guarantee organisation for settlement of government securities trading 
amongst the negotiated dealing system (NDS) members and interbank 
foreign exchange transactions.

• Introduction of the NDS for government securities and migrating to 
delivery versus payment (DVP) III mode of settlement.

• Implementation of the structured financial messaging solution (SFMS) 
and the centralised funds management system (CFMS). Using CFMS, 

Appendix 8A.1 Vision Documents: Implementation
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banks maintaining accounts with the Reserve Bank at its various offices 
were in a position to know their balances at each location from their 
treasury branch.

• Increase in scope and coverage of electronic clearing service (ECS) in 
both its variants – credit clearing and debit clearing.

• Implementation of centralised ECS.
• Enhancement in scope and coverage of the electronic funds transfer 

(EFT) system had been achieved through the special EFT and the 
proposed national EFT; many banks had integrated EFT with their own 
product offerings.

• Removal of the per transaction limit for ECS and EFT transactions 
• Participation of a few banks in electronic data inter-change (EDI) 

projects initiated by the Government of India.
• Launching of pilot project of multi-application smart cards as a prelude 

to setting standards in smart cards.
• Creating conditions for competition in financial switch service for 

interconnecting ATMs, leading to establishment of the national financial 
switch by the Institute for Development and Research in Banking 
Technology (IDRBT). 

• Initiating steps for the cheque truncation pilot project in New Delhi. 
• For the customer, there had been definitive benefits. Internet-

based banking, which was one of the goals to be achieved, had been 
implemented in twenty-six banks. The need for core banking solutions 
at banks, which was at the base of many centralised initiatives such as 
internet and mobile banking, was also being implemented by banks and 
as many as thirty-nine banks had implemented core banking solutions 
while twenty-nine were at various stages of implementation. 

• The delivery channels for customers had also improved with ATMs 
taking over a large number of cash-related functions. Recognising the 
potential of this delivery channel, the Reserve Bank not only set the 
direction for banks to share ATMs but also helped the settlement process 
in the form of an ATM switch, which had been set up and operated by 
the IDRBT, Hyderabad. Thus, card holders of any bank among the group 
can use their cards at the ATMs of any bank in the group. 

• With regard to the upgrading of the processing environment, banks 
were undertaking business process re-engineering (BPR) as a part of 
implementing core banking, security standards had been prescribed, 
public key infrastructure (PKI) based digital signatures were used for 
security and legal protection. 
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• On the legal front, the Negotiable Instruments Act, 1881, had already 
been amended to enable cheque truncation and to define e-cheque. A 
Payment and Settlement Systems Bill had been drafted. Consequent 
upon the Government of India gazette notification dated 18 February 
2005 of the Reserve Bank of India (Board for Regulation and Supervision 
of Payment and Settlement Systems) Regulation, 2005, a Board for 
Payment and Settlement Systems had been constituted with effect from 
7 March 2005.

Vision Document: 2005–08

• The Payment and Settlement Systems Act, 2007 (the Act), had been 
enacted and the regulations under the Act, namely the Board for Regulation 
and Supervision of Payment and Settlement Systems Regulations, 2008, 
and the Payment and Settlement Systems Regulations, 2008, had come 
into effect from 12 August 2008. 

• The National Payments Corporation of India Ltd. (NPCI), a company to 
operate retail payments, had been set up.

• The centralised funds management system (CFMS), which facilitates 
own account funds transfer across offices of the Bank, had been 
operationalised at all Reserve Bank centres. Use of the CFMS as a 
mode of funds transfer to achieve a national settlement system (NSS) 
was recommended by the committee set up to finalise the modalities for 
implementation of the NSS. 

• Availability of the RTGS and national electronic funds transfer (NEFT) 
systems at more than 55,000 branches across the country had surpassed 
the target of 500 capital market intensive centres identified by the 
two stock exchanges (Bombay Stock Exchange and National Stock 
Exchange). 

• NEFT settlement timings were rationalised. 
• A separate new gateway for NEFT was also successfully operationalised. 

Back-up arrangements at the Reserve Bank data centre were activated. 
Extending NEFT beyond India was also achieved with the implementation 
of the Indo-Nepal Remittance Facility Scheme, a low-cost alternative for 
Nepali migrants in India to remit periodic sums back to Nepal. 

• National ECS (NECS) was successfully launched in 2008. The NECS 
leverages on the core banking enabled network of bank branches with 
access from a centralised location (in Mumbai), thus providing pan-India 
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coverage. The launch of the NECS was yet another attempt to provide a 
national character to critical and popular payment systems. 

• Local ECS availability was extended to seventy-six major locations in 
the country. The clearing cycle for local ECS was successfully brought 
down from T + 5 to T + 1. T + 1 clearing cycle is operational uniformly 
at all ECS centres in the country. 

• The cheque truncation system (CTS) was successfully implemented in 
the National Capital Region of New Delhi. All member banks of the 
New Delhi Bankers’ Clearing House were participating in the CTS. 
MICR clearing in New Delhi was discontinued. 

• MICR-cheque processing centres (MICR-CPCs) were set up at thirty-
one more centres during the period, taking the total number of MICR-
CPC locations to sixty-six and the number of MICR-CPCs to seventy-
one.  

• At centres with low cheque volume but where there were five or more 
bank branches or at district headquarters where there were three or more 
bank branches, clearing houses (CHs) had been opened, with settlement 
arrived at by using the magnetic media based clearing system (MMBCS).  
Computerisation of CHs at over 90 per cent of the locations had been 
achieved. 

• Improvements in outstation cheque collection – operationalisation of 
speed clearing to provide a facility for realisation of outstation cheques at 
the local centre of deposit was conceptualised and implemented in 2008.  

• Minimum standards of operational efficiency at MICR-CPCs and other 
CHs operating with the MMBCS package were framed and put in place. 
All CHs were required to submit quarterly/half yearly self-assessment 
reports to the respective regional offices of the Bank. 

• Benchmark indicators of efficiency for ECS (Credit and Debit) 
operations were formulated. 

• Apart from the mechanism of Banking Ombudsmen to handle payment 
system related complaints, arrangements were put in place to look 
into queries and redress grievances of stakeholders by way of a NEFT 
help desk at NCC-Nariman Point, placing contact details of RTGS 
participants on the Bank’s website, and so on. 

• List of centres offering ECS, locations where speed clearing is operational, 
consolidated links to cheque collection policies (CCPs) of banks, 
comprehensive list of CHs, details of branches with Indian Financial 
System Code (IFSC) and MICR codes, particulars of branches offering 
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RTGS and NEFT products, frequently asked questions, or FAQs, on 
various payment system products, and, were placed on the Bank’s website 
for wider dissemination and stakeholder awareness. 

• The Department of Payment and Settlement Systems also participated 
effectively in various international and national events relating to 
payments systems. The Bank was actively represented in the SAARC 
Payments Council deliberations and a meeting of the council was also 
organised in the country.

• A world-class data centre with an on-city and off-city back-up had been 
set up. Back-up arrangements for RTGS, CFMS, NEFT and other 
critical payment systems had been put in place.
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A robust and efficient payment system is a key requirement in promoting financial 
stability since payment systems are a major channel through which shocks may 
be transmitted across domestic and international financial systems and markets. 
In recognition of this, the Committee on Payment and Settlement Systems of the 
Bank for International Settlements had in January 2001 published a paper, ‘Core 
Principles for Systemically Important Payment Systems’. The core principles, 
ten in number, were a common set of universal international standards and 
best practices. These principles were aimed at reducing risks, achieving safety, 
measuring the efficiency of the financial systems and encouraging the development 
of appropriate strategies for the operation of safer and more efficient systemically 
important payment systems worldwide. They also incorporated the responsibilities 
of the central bank in applying these principles. 

Core Principles 

1. The system should have a well-founded legal basis under all relevant 
jurisdictions. 

2. The system’s rules and procedures should enable participants to have a 
clear understanding of the system’s impact on each of the financial risks 
they incur through participation in it. 

3. The system should have clearly defined procedures for the management 
of credit risks and liquidity risks, which specify the respective 
responsibilities of the system operator and the participants and which 
provide appropriate incentives to manage and contain those risks.

4. The system should provide prompt final settlement on the day of value, 
preferably during the day and at a minimum at the end of the day. 

5. A system in which multilateral netting takes place should, at the minimum, 
be capable of ensuring the timely completion of daily settlements in the 
event of an inability to settle by the participant with the largest single 
settlement exposure. 

6. Assets used for settlement should preferably be a claim on the central 
bank; where other assets are used, they should carry little or no credit risk. 

Appendix 8A.2 
Core Principles for Systemically Important Payment Systems
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7. The system should ensure a high degree of security and operational 
reliability and should have contingency arrangements for timely 
completion of daily processing.

8. The system should provide a means of making payments that is practical 
for its users and efficient for the economy. 

9. The system should have objective and publicly disclosed criteria for 
participation, which permit fair and open access. 

10. The system’s governance arrangements should be effective, accountable 
and transparent. 

Responsibilities of the Central Bank in Applying the Core Principles 

1. The central bank should define clearly its payment system objectives 
and should disclose publicly its role and major policies with respect to 
systemically important payment systems. 

2. The central bank should oversee compliance with the core principles. 
3. The central bank should oversee compliance with the core principles by 

systems it does not operate and it should have the ability to carry out this 
oversight. 

4. The central bank, in promoting payment system safety and efficiency 
through the core principles, should cooperate with other central banks 
and with any other relevant domestic or foreign authorities. 
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