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Theme No, 176 : CHEQUE TRUNCATION

To avord delays in clearing and to facilitate quicker settlement of clearing
cheques, Reserve Bank of Todia hus introduced a new process called
cheque truncation. itis based on the report of a working group headed by
Dr. R. D. Burman, Exccutive Director of RBI. The group has submitled
recommendations on the mode of truncation, preservation period of the
physical cheques, storage location of cheque images and security
requiremenis for the flow of cheque data images over the different banks
and clearing houses network.

What is cheque Truncation?

[t is a way to reduce the clearing cycle to provide faster clearance of local
and intercily cheques cnabling quicker payment and scttlement system.
This will enable banks to enjoy greater efficiency in the management of
funds of its customers and (o provide better customer service.

In the process of “cheque Truncation™ as envisaged by RBI, instead of
sending physical cheques deposited by bank customers to the clearing
houses. electronic records of their contents are generated through digital
image process (called Truncated cheques) and the collecting banks or
clearing houses will capture the clectronic information. These truncated
cheques along with the MICR data available at the bottom of these chegues
will be transmitted and presented to the drawee banks by clectronic
transmission for verification via secure, broadband data communication
network as a digitally signed data packei. The cheque truncation project,
which would use electronic image of the cheque for processing is a new
concept in our couniry and the RBI has decided to implement 1t soon,



What is the legal basis for introducing the new system of cheque
Truncation?

The legal basis for introducing the new system of “cheque truncation™ has
been established with the passage of the negotiable instruments
{Amendment) Act 2002, This Act has brought about a significant change
of the Information Technology Act 2000 thereby bringing the cheques
within the purview of the Act. The amendment of Section 6 of the
Negotiable Instruments Act has facilitated the inclusion of truncated
cheques within the definition of a “cheque’. The amended Section 6 of
the Negottable Instruments Act now reads as “A Cheque is a bill of
exchange drawn on a specified banker and not expressed to be payable
otherwise than on demand and it includes the clectronic image of a
iruncated cheque and a cheque in the electronic form”. Section 81 A of
the Negotiable Instruments Act 1881 will also give legal validity to
clectronic cheques.

New section 6 (1) of Negottable Instruments Act explains “cheque in the
clectronic form “conltains the exact mirror image of a paper cheque and is
generated, written and signed in a secure system ensuring the minimum
safety standards with the use of digital signatures (with or without the use
of Biometrics) and asymmetric cryptography. The clectronic cheque (e-
chequel thus contains the cxact mirror contents of the paper cheque in
image form and like paper cheques are _mmm__w binding Promiscs o pay.
Digital signawre brings with it the required (rust {authenticity, integrity,
confidentiality and non-repudiation-the four vital mantras of e-security)
{or the transaction.

How the process of cheque Truncation would work?

The cheque in the physical form as and when tendered by the customer,
the presenting banks will keep the physical cheque i their custody. giving
a unique dentiticr to the mstrument. capture the image of the instrument
by using the software provided lor the purpose duly certified by the
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authority concerned and route the image o the clearing house. The clearing
house will do the image routing and processing to send image files of
chegues (o the drawee bank. The diawee bank and branch will follow
tmage based inward and outward return including verification of signature
images of drawer already held in clectronic form with the drawee branch.
In the outward return, the returned instrument is allocated a fresh unique
idennifier and a return reason (image return document). This can be used
by the customer to represent the cheque, The image files messaging and
transmission across the banks and clearing house could be ensured through
Structured  Financial Messaging sysiem (SFMS) and INTINIT of the
reserve Bank of India which is public key Tnfrasiructure (PKI) enabled.

What the commercial banks are expected to do?

The banks arc expected to putin place suitable sysiems and procedures, and
curty out stringentand rigorous tests to ensure that the system comply to the
banks’ and RBT requircments. The sclected system should be tested and
proven Lo scamlessly interface 1o clearing [ouse interface (CHI).

The current paper based clearing will be replaced by image and data
clearing for outward and inward itcms, Cheque data and images will be
stored in image archives for outward and inward iems for cight years, The
paper instruments should also be retained (or eight vears.

What are the lHardware and Software needs?

RBI will provide only the CEHTapplication softwarc, to the member banks.
Banks have topurchase (i) appropriate hardware, (i) syslems software, and
(il networking infrastructure. The CHI will actas a Gateway for outward
and imwvard MICR data and the images of the instruments o be senl to/f
Received from the clearing housc over the network/media. The CHI is a
windows based software with server, The Gateway shall be deployed
using the Public Key Infrastructure for all its communication with the
clearing house. The CINT shall aggregate the images and MICR data
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recetved from the branches for outward presentation and will deliver the
inward images and MICR data, drawee bank branchwise, to the respective
CHI. Banksarctocenswre that the images and data senttoRBT s CHl comply
with al] the guidelines issued by RBL The images may have (o pass the
reguired Tmage Quality Assurance (IQA) and Image Quality Usability
HOL) specitications. Tailure to do so may result in rejection of such
LS.

How to deal with Fraudulent Transactions?

There 1s apprehension amongst bankers that they may not be able (o
distinguish between [raudulent cheques and genuine ones under the
eserve Bank ol India's plan to clear cheques using scanied images. They
dre mafix as o what 1o doif there is any suspected fraud in the physical
cheque itsell. Tike alieration of tigures. fraudulent signaturcs, etc. Aware
of such an eventuahty. it has been decided that the collecting banks or the
cleuring houses will retain the truncated cheques and the drawee banks will
he able to examine the physical version of truncated cheques to assist them
m making payment decisions in case of need — like suspicion of any fraud,
orgery. tampering or destruction of the instrument under question.

Conclusion : Clearmg through cheque truncation is expecied 1o commence
in metros fike Delht, by 31 March. 2007, This will help to reduce the
time for the clearing process 10 one day. Besides, the time efficiency, the
process would do away with the need for transporting millions of cheques
every day. Many countries including third world countries Jike Botswana,
Venezuel, Columbia, Malaysia. Tatwan and Thatland bave already adopted
truncated cheque clearing. The cheque fruncation project is certain (o
revolutionalize the payment mechanism in our country. It will also give a
hig jump towards the efforts of providing better and technology based
customer service.
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Good news for NRIs!

We transfer your funds from UAE to India at bullet speed.

Your hard-earned money will be safely transferred to the customer’s account
with South Indian Bank within 30 minutes! At cheapest rates through SIB
EXPRESS, 365 days a year.

Speed remittance to all banks in India too.
We offer different services that are tailored to meet your various needs.

All transactions are carried out with extreme security, supported by technologi-
cal excellence,

For your convenience, we are working all 365 days a year and ensure one-to-
one assistance.
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Theme No. 177 : CORE BANKING SYSTEM - PART [

Definition of Core Banking System

Core Banking system is the sum total of all the information technology
components (hat enable a bank to manage its core business activities in a
centralised model. The core banking activities include round the clock
processing of all the products. services and information of a bank.

The major CBS Components

The major IT components of CBS include a mature and robust banking
application software, various hardware components and a network
infrastructure that facilitatc adistributed front end banking operations and
a centralised data processing at the back end.

Let us clucidate

Note that it is a banking solution (not a branch banking solution) and
hence it is implcmented at a central location to which various otfices and
service outlets of the bank are connected. The customer is no morc the
customer of a bank’s branch but that of the bank itsell. The software
components used in CBS must take carc ol almost all the core banking
aclivities of the bank, Under CBS. a bank must also be in a position 0
offer the basic banking services to its customers on a 24/7/363 model.
Thus CBS is a step towards enhancing customer convenience through
anywhere and anylime banking.

Some terms associated with CBS
Data Centre (DC) - The place where the central server / servers arc housed.

Disaster Recovery Site (DRS) — An alternate data centre which will actas a
backup resource and ensure business continuity i case of a DC [ailure.



Data Mirroring — Storage devices attached to Servers located 1n DC and
DRS are updated on a rcal time basis. so that data integrity as well as
availability are ensured even in case of a hardware failure. Bank’s real
tme data is stored in multiple devices and locations.

Backup — Data stored in the ixed storage devices are copied on to
removable storage devices / tapes and preserved for any future contingency.
These backups arc stored in some off-site location to avoid the damages
on account of a disaster like carth quake, fire. flood ete.

Leased Lines — These arc the primary data links used for CBS networking.
These are analog links on fixed yeayly rentals and there are no additional
usage charges. -

ISDN Lines ~ These urc the sccondary data links put to use in case of a
I.cased line failurc. These are integrated services digital network lmes
which can carry various forms of information packets (data, voice and
images and video) as digital signals.

Modem — This is nctworking equipment used 1o modulate and demodulate
the data signals. Computers work on digital data signals where as the leased
limes can carry only the analog signals. Modems modulate (convert the
digital signuls to analog signals) at the transmitting end and then
demodulate (Convert the analog signals to digital signals) at the receiving
end.

Switch — In o branch there can be more than onc computer and these
computers are networked to form a local area network (LAN) using a
device called switch.

Router — Router is another network device that conneets different LANs
and facilitates intelligent data transfer. Router also functions as an
intelligent switching device between various connectivity channels, viz,
leased linc. ISDN. PSTN etc. When the primary link (LL) is down, it
awomaticaily dials the ISDN and re-cstablishes the network conncctivity.

[

Regional Cluster Cenfre (RCC) - Instead of taking separate links between
individual branches and the data centre, branches in a geographical region
are first connecled 1o a location in that region and this locaiion 1s then
connected to the data centre using links of higher band width. This location
is termed as a regional cluster centre. Some banks also house their regional
data servers in RCC. so that in case of a total network failure between
RCC and DC, branches in thal region can continue to operatc and 2lso
provide Any Branch Banking (ABB) facilities within the cluster.

Evolution of CBS in India?

The major objectives of bank aulomation are belier customer service,
flawless book keeping and prompt decision-making that leads to improved
productivity and profitability. The concept of bank automation started in
the year 1981, but it was during the period 1984-1987 banks in Indra started
the branch level automation, making use of the then available MSDOS
based stand alone computers. This initiative was taken by the banks on
the basis of “First Rangarajan Commuittee report” on bank compulterisation
submitted in the year-1984. ALPMs (Advanced Ledger Pesting Machines)
were (he fashion in those days. However. the pace of bank automation
was very slow in the banks primarily owing to the lack of rradc union
consensus on bank automation. Another committee was constituted in
1988 under the chairmanship of Dr. C Rangarajan, the then Deputy
Governor of RBI to slate down a perspective plan on automation of banks
for a five year period. This paved way to the implementation of mulfi-user
Total Branch Automation packages running on a LAN (Local Area
Network), either on a Netware or a UNIX operanng system. With the
implementation of TBA. banks started to offer the facihitics of cxclusive
Customer Terminal, Single window transaction. on-linc and off-sitc ATMs,
Tele-Banking elc.

But with the advent of new gencration private sector banks in India during
1994-1996, the real era of bank marketing started and these banks started to
offer any where and any time banking facilities to its customers. This was
possible for them mainly owing to the fact that they cpted for the

-
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implementation of a WAN (Wide Area Network) based centralised banking
solution rather than a [LAN based branch banking solution to network their
hmited number of branch outlets. The old generation banks in India hesitated
te follow this banking fashion on account of its large network of branches
on onc hand and the then prevailing exorbitant [T cost on the other hand.

But with the globalisation and liberalisation of Indian market and with the-

enactment of TRAT (with a mission to create and nurture conditions for
growth of weleccommunications in the country in a manner and at a pace
which will enable India to play a leading role in cmerging global information
society) duning the ate nineties, there happened a drastic reduction in iT
cost. Improved iclecommunication facilitics and reduction in hardware as
well as nenworking cost changed the mind sct of the banks in India to try the
CBS option. This also cquipped them with the required technology leverage
tocompete in the Indian market by offering the similar technology products
und services. as those offered by their new generation competitors,

What are the main functionalitics available with CBS?

¢ main functionafities of CBS include:

¢ Customer information files with all the non-dynamic information
about the customer. busincss entity or group and relationships.

¢ All bank habhity accounts : savings, fixed deposits, current accounts
ele.

¢ All bank asset accounts: loans, mortgages and credit facilities.

* Bank General Ledger, Bank Financials and Audit trails.

* Payment systems & Real Time Gross Scttlement.

¢ Card systems. Elecuwronic Funds Transfer at the Point of Sale,
Automated Teller Machines, and other clectronic payments and
transaction handling systems.

* Reporting and compliance with regulatory requirements.

* MIS for Asset Liability Management (ALM). Anti Moncy
Laundering{AML). Cash Management System {CMS}, Assct
Monitoning (Non Performing Assels and Other Credit Information),
Basel I {for quantifying the operational risk associated with business
products. services and volumes) etc.

{To be ¢ontinved....)
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Theme No. 178 : CORE BANKING SYSTEM - PART 11

Major Providers of CBS Application Software

Fisery (ICBS). Misys (MidasPlus), Temenos (T24) cic. are the major
International Core Banking Solution {application software) providers.
Infosys (Finacle), I-flex (Flexcube) and TCS (FNS-BANCS) are the major
playcrs in the Indian market and Infrasoft (Omni Enterprisc), Lasersoft
(Panacca) are surcly going to be the other altematives available to the
Indian banks.

Infosys Technologies Ltd. Finacle is the universal banking solution from
Infosys. The sclution addresses the core banking, c-banking. treasury.
wealth management. CRM, and cash management requirements of retail,
corporate and universal banks worldwide. South Indian Bank, Punjab
National Bank, ICIC Bank etc. are the major clients.

I-flex solutions Ltd. since latc 2003 it is owned by Oracle (previously
was controlled by Citigroup) and specializes in providing statc-of-the-art
mformation technology solutions to the Banking and Iinancial Scrvices
industry. FLEXCUBE is their CBS solution which is an end-to-end product
suite for retail, consumer, corporate, investment and internet banking, asset
managemcent, and investor servicing. HDFC Bank, Syndicale Bank etc.
are the major clients.

TCS FNS (Financial Network Services Limited) is an Australian developer
and supplier of banking application sofiware, operating in world markets.
The company is owned by TCS since Q4 2005 and consistently has ranked
in the top 20 full banking system suppliers. BANCS is their CBS application
software which runs on multiple operating systems, is platform and
databasc-independent; operates in a muli-lingual and multi-currency
capacily and provides the features and [unclions necessary to aulomate a
bank’s enlire opcrations. State Bank of India is the major client.



Benefiis to Banks?

Following are the major benefits derived by the banks:

¢ Rephlace old technology scamlessly with a state-of-the-art n-tier
application,

¢ Replace multiple disparate and older generation svstems with a
single integrated mula-product processing application across
YARIOUS countries.

+ Streamiime operations by integrating the enterprise, Lo existing in-
house applications and to offer a single customer view,

* Create a virtual banking operation from ground-ap and offer a host
of banking products.

¢ Enable multiple ncw delivery channels (Internel Banking, 7 X 24
ATM. Mobile Banking. Tele-banking and Point of Sale Terminals)
allowing the bank to reach out to new customers and segments.

* Move to centralized processing and handle much higher volumes
withouta proportionate increase in resources or infrastructurc costs.

¢ Usc business inteliigence (0ols 1 analyze customer needs and create

ew products and ollerings.

+ Build and retain customer relationships based on the strength of
customer service capability.

* LEnablc and muodity product offerings quickly and effliciently based
on cuslomer s market nceds.

+ Reduce costs. improve bottom-line and stakeholder rewards.

¢ Quick und easy mtroduction of new producis and services

Advantages to Customer?

As mentioned in the beginning. the customer is no longer the customer of
4 bank branch but that of the bank itself. With this status change. he cun
bank with the bank as u whole rather than with his specific branch. Any
where and any ttme banking facilities are the ultimate customer bencfits
on aceournt of CBS mplementation. Customer can enjoy the online and
real ime banking (acilities through ATMs, Point of salc terminals (POS)
Internet. Mobile phones and Kiosks, Quick realisation ol instruments
lodged for collectnon. on-line and easy fund transfer (intra-bank as well as
mter-bank) cte. are other benefits (o the customers, as CBS climinates the
physical transit of transfer/realisation advices using the postal system.

3.
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Customers can issuc multi city cheques to their clients rather than depend
on demand drafts for the oul station and third party payments to a large
extent, With CBS put in place. bank personnel gel more time (or castomer
care and this is surcly going to be a step towards customer delight.

To offer Any where and Any time banking products, is CBS a must?

Surely not. Many banks that offer these faciiities have just started ihe
process of implementing a CBS for their business. AWB and ATB [lucilities
can be offered by networking the distributed darabase. Many banks,
including the PSBs are offering these lacilities by means of networking
their TBA branch servers. This will reduce the cost and overhcads. but by
compromising the data integrity and cffective IT management. The real
time data of these banks resides in the individual branch servers and hence
the management of a large number of branch servers, data synchronisation
and consohdation [or MIS ele. are the arcas of risk and business concem.
Thus banks can offer the above (acilitics with out implementing a CBS,
where the basic characteristic is centrafised data processing.

How are the individual accounts identified by CBS?

The customer information of the bank is stored in the contral server and
the individual customer records will have to be selected for effecting a
financial or non-finuncial transaction or inquiry. In order to identify the
speetfic customer accounts, branch code and product code are generaily
prefixed to the account number. Thus under CBS, in a 16 digit account
numbering pattern, a savings bank account bearing its ID number as 4377
n @ manual or TBA environment is identified as 0001-012-000004377.
Here the first 4 digils represent the branch code, next 3 digits represent
the product/service code (SB A/cy and the remaining 9 digits represent
the account number. This is the reason for an increase in the number of
digits of the cistomer account number. when the branch migrales into
CBS. This numbering pattern identifies the SB Account 4377 of branch A
from that of branch B.

What are the risks of having a CBS?

Although there are a lot of arguments which are pro CBS, there are also
some risks in having a CBS. The main risks arc on account of network
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and server fatlures, which have to be clearly addressed while formulating
a business conunuity plan (BCP). Since the entire data is available at the
data centre, a branch will get typically alicnated and its operations get
affected. The whole banking operalions get paralysed on account of a
server fatlure or due to a network [ailure at the data centre. The disasters
and attrition of key 1T personnel arc next in the Jist. The CBS application
software. although supposed to be highly parameterised, modular, scalable
and [lexible. often demands for a work-around or a business process
reengineering (BPR). Integration issucs with third party solutions pop up
while rolling out new products and services. The customisation part is
another headache and banks later on realise that they have been customised
o a corner! Ensuring the prompt and expert [T support from the 3
dimenstons, viz., software, hardware and network and delivering the new
products and services as per the business plan of the bank ~ these are the
mevitable challenges in having a CBS model. To shoulder these risks and
responsibilities, the bank should invariably have a well paid, dedicated
and Joyal IT team in its rolls rather than an outsourced model and here
comes the importance of an effective chief information officer.

Roadmap of CBS?

With the mergers and acquisitions going to be the fashion of the years to
came, CBS application software is getting ready to take care of real time
banking transactions which are of multi-bank, multi-currency, muli-
country and multi-lingual characteristics. Instead of the present user /card
based password authentication, biometric authentication is going to be in
vogue. Thus the day is not far away. when one of you just stand in (ront of
an ATM here in India. the biometric camera attached to thc ATM recognises
your retina. the ATM screen salutes you with the menu options, you select
the option “funds transfer™, then enter the 22 digit (let us add 3 digits each
for the country code and bank code!) bank account number of your younger
sister studying in US and then lollowed by the transaction amount. The
ATM now asks for your conlirmation, commits the transaction and
gencrates a receipt for you. where the transaction will show the time stamp
as “Sunday. 09.30 Hrs, 10 July 20107, where as, the credit to your sister’s
account will bear & time stamp as “Saturday, 22.30 Hrs, 9* July 20107,
And thisis what we call Corc, Online. Realtime, Electronic banki ng system.
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Good news for NRls!
We transfer your funds from UAE to India at bullet speed.

Your hard-earned money will be safely transferred to the customer’s account
with South Indian Bank within 30 minutes! At cheapest rates through SIB ..
EXPRESS, 365 days a year. .
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Theme No. 179 CORPORATE GOVERNANCE - PART [

Ever since the collapse of corporate grants like Enron and Worldeom and.
emergence of globalised ceonomic ensronment and convergence of vanons
corporale culture across five continents, the concept ot corporate Gaovernance
is gaining ground duy by day. Achicvement ol business goals in this highty
complex and competitive environment is achallenge met by intricate weaving
of legal. socio-economic and human resources. The decision making process
requires transparency and accountabulity. Business ethics and moral values
have to be upheld at all Tevels of E,S_ﬁ_mn_:o:r

The basics of Corporate Governance including the recommendations of
Kumaramangalam Birta Commilice was covered in our April and Miy.
2000 1ssues. But subscquently Jot of studies. discussions and enactments
have taken place worldover. Different countries have different fegal
systems and different traditions for interpreting and entorcing legislation
of relevance for corporate governance. USA saw the need to bring in the
Sarbunes-Oxley Act {Popularly referred to as SOX). The act was nol just
about regulations and compliance, but that good governance 15 good
business with clear codes and ethics. Companies with strong governance
practices have demonstrated strong financial returns.

What is corporate governance?

Different people and professional orgamizations describe Corporate
Governance in different ways, To put it simply. corporate governance
aims at doing every thing in the most efficient manner, so that alf the
stakeholders gel benefited.  The first objective could be to tmprove the
shareholder™s retwrn on equity but in the long run. 1t would be to increase
the return for all the stakeholders —- sharcholders. employees. customers.

suppliers, government and genera! public.
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The Institute of Company Secretarics of India (ICSI) define “C.G. is the
application of best management practices. comphance of law in true letter
and spint und adherence to ethical standlards for effective management
and distribution of wealth and discharge of social responsibility for
sustiitible development of afl stakeholders™.

Wliat is the aim and focus areas of NFCG?

With the goul of promoting better corporale governance practices in India.
the Minstey of company Affairs. Government of India, in partnership with
conlederation of Indran Indusiry (C11), Institute of Company Secretaries
of Tochu (ICST) and Institute of Chartered Accountants of Tndia (ICAT),
has set up the Nauonad Foundation for Corporate Governance.

Th
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NECG will focus on the following arcas:

+ Cyeuting awareness on the importance of implementing good
Corporale governance practices both at the level of individual
corporations and for the economy as 4 whole.

»  Encouragimg rescarch capability in the area of corporate governance
n the country and providing key inputs for developing regulations,
which meet the twin objectives of maximizing wealth creation and
luir distribution of this wealth.

*+ Working with the regulatory authorities at multiple levels to improve
implementation and enforcement of various faws related to
COTPOLIE ZOVEINANCE.

» In close co-ordinaton with the private scctor, work to instill a
commulment to corporate governance reforms and facilitate the
development of a corporate governance culture.

» Culuvating international linkages and maintaining the evolution
towards convergence with international standards and practices for
accounting. audit and non-financial disclosure.

e Selting up of ‘Nuational Centres for Corporate Governance’ across
the country. which would provide quakity training to Directors as
well us produce quality research and aim (o receive global
recognition,

What are the important committees on Corporate Governance?

All countries that have adopted Corporate Governance practices have
taken cue from the “Cadbury Committee Recommendations®, Cadbury
Committec was set up in Britain o go into the details of corporate
governance prevailing in UK. in May, 1991, The Cadbury Committee
was born out of the scandals that hit the UK during the last 1980s. Actually
in the US, the term "CG” was in use even during 1970s, Some of the
recommendations of the Cadbury Commiltee is based on US practices.

[n [ndia, the three important committees related to C.G. are

1. Kumaramangalam Birla Committee 2000
2, Naresh Chandra Committee 2002 and
3. Naravana Murthy Commitee 2003

What are the highlights of Cadbury Committee Report?

¢ Boards should have separate audit and remuncration commilttees made
up entircly of independent directors.

¢ Audit committees should meet with the external auditors ar least once
a year and without executive dircctors.

¢ The full reruneration package of all directors —including performance
— related elements — should be disclosed in annual reports.

= Dircctor’s term of office should run for no more than three years without

sharcholders approval.

The board must meet regularly,

[t ought 1o have a formal schedule of matters for decision.

[ndependent directors should be appointed for specified terms.

Independent directors should be appointed through a formal process.

Independent directors should have a standing ouside the company that

ensures that their views carry weight,

¢ Independent directors should be [ully independent and free from links
with the company other than the foes and sharcholdings. _

* I'ees for independent directors should reflect the time they spend on
company business.
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*should be an accepted division at the head of the company, which
ance of power and authority such that no one indrvidual
untettered powers of decision making. Where the Chairman 1s
absu the chiel executive. there should be o strong independent element
= hoard with an independent Jeader.

What are the main recommendations of Naresh Chandra Committee
Report?

s~ Chandra Committee's Report has recommendattons on the Auditor
i I ettective ete. on the'one hand and on Corporate Governance

¢ e the ghlights in the Corporate Governance area:

'k and CFO certfication of annual audited accounts {or ail listed

compuntes as well as public limited companies whose paid-up

cupttal and free reserves exceeds Rs, [0 crores or turnover exceeds

Rs. S crores,

Jess than S0 percent of the board of directors of uny listed company,

s well as unlisted public mited companies with a paid-up share

tal and free reserves of Rs. 10 crore and above. or turnover of Rs,
3 erore and above, should consist of independent director. (The
Comimittee has defined the term “Independent Director ),

¢ Minmmum Size ol Board of Directors of the Companics referred
-above. should be 7 of which at least 4 should be Independent
Directors.

*  The above satd companies should disclose the timing and duration
ol Bowrd/Committee Meetings.

« Hncourage participation of Directors who are unable (o personally
make 1t t the mecting, through Tele Conlerencing or Video
Conferencing.,

s Faxompt non-cxecutive and independent directors from such criminal

and civil liabihtics,

Training of Independent Directors

(T be contd. ... ]
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What are the key recommendations of the SEBI Committee under
the chairmanship of Sri. N.R. Narayana Murthy?

It wus the belict of the Securities and Exchange Bourd of India (“SEBI”)
that efforts to improve corporate governance standards in India must
continue. This is because these standards themselves were evolving in
keeping with market dynamics. Accordingly, the Committee on Corporate
Governance was constituted by SEBI. to evaluate the adeq uacy of existing
corporate governance practices and further improve these practices. The
Committee compriscd members from various walks of public and
professional life. This includes captains of industry. academicians. public
accountants and people from financial press and from industry forums.

The issues discussed by the Committee primarily related to audit
committees, audil reports, independent directors, related parties, risk
management, directorships and director compensation, codes ot conduct
and financial disclosures. The Committee's recommendations in the final
report were selected based on parameters including their relative
importance, faimess, accountability, transparency, ease of implementation,
verifiability and enforceability.

The key mandatory recommendations focus on strengthening the
responsibilities of audit committces; improving the quality of financial
disclosures, including those related to related party transactions and
proceeds from initial public offerings: requiring corporate executive boards
to assess and disclose business risks in the annual reports of companies;
introducing responsibilities on bouards to adopt formal codes of conduct:
the position of nominee directors; and stock holder approval and improved
disclosures relating to compensation paid to non-executive directors.



Non-nundatory recommendations tnelude moving o a regime where
corporite lindncial statements are not qualiticd: insututing a svstem of
tainine of hoard members: and the evaluation of performunce of board
membhers.

The Comnmittee f2lt that #1s worth implementing the governance reforms
even il the cost s hitde high. In this context, it should be noted that the
farlure o implement good governance procedures hus a cost beyond mere
Litory prablems. Companies that do not employ meaningful
wonveranee procedures will have to pay a significant risk premium when
compelige ot scrce capital in today's public markets.

What are the steps taken by SEBI recently to improve corporate
governance?

Carporaie Governance was an issue that SEBI took very seriously during
2ecwath SEBE Chairman Sri M. Damodaran leading the eftorts ot CIIL
NECCGind other industry bodies to make small and medivm companies
e adhere to the clause 49 of the tisting agreement along with the farge
cs o BSE as a medsure to implement corporate governance issucd
SUSPOTISION NOAICEs o 56 companies for non-compliance of various clauses
of the listing agreement. Clause 49 s now applicable to all listed companics
having a paid up captral of Rs.3 crore and above at any time in the history
of the company. The Corporate Governance report of d company to which
chiuse 49 1s apphicable can be certified by a practicing company secretary.

Do we have an ellective system to identily weakness in internal
control?

We huve an effective system of maintaining internal control and 1dentifying
weaknesses, Forexample. as per Clause 49, a CEOQ/CFO has to certity to
the bowrd that he accepts the responsibility of maintaining the internal
control and of 1ts effectivencss. He also has to certify the significant
changes in the internal control systems,

[l

o

Further, the clause requires the audit commitiee (0 review the informanon
on internal control weakness identified by sturutory auditors and entails a
company to include management discussion and analysis reportas a purt
of the annual report. wherein the internal control system and 1ts adequacy
arc to be specified. A practicing compuny secretary certifying a corporate
covernance report also ensures that there has heen effective evaluation
and reconstruction of internal controls. thereby. helping in better
management of internal risks. All these ensure better governance.

Are independent directors truly independent in India? What is the
incentive to attract independent directors?

Lligibifity of an independent director is clearly defined 1n the statute. The
law is umformly applicable (o all companies irrespective of their nature.
In family owned business also independent directors have got a role o
play. Independent directors are independent to a large extent .

Apart from good compensation. independent directors have greater
opportunity to provide objectivity and expertise in the decision-making
process of the company. They can surely add value to good governance
practices.

What are the major conclusions of the 7 meeting of the World council
for Corporate GGovernance?

The seventh WCCG Conference held from 11-12 May. 2000 at Nuffield.
London discussed the issues in detait and a summary of the conclusions
are given below:

s Boards must operate as a cohesive icam where chalienge and raising
of sensilive issues can occur without breaking the harmony of the
group.

o The primary boardroom task is strategic direction, to be cttective
boards must receive the right information and focus on the key 15sues
facing the business.




e Boards should work on continuous improvement of their own
performance. including areas like CEO succession, exceutive
compensation. board skilis and board diversity.

» The hoard 1s responsible for the values and ethical behaviour of the
oreanization. it must take a wide view and ensure that the interests
of all stakeholders are taken into account.

o The primary purpose of business is economic; Corporate Social
Responsibility is necessary and must support the business. The
hoard needs to define the role and scope of CSR, and the structures
and svstems to achieve it.

s [ixternalauditing is an essential check to ensure board accountability
and must be supported by internal auditing.

What are the advantages of good corperate governance?

¢ |mhibes accountality of the Board to the Stakeholders.

+  Enables effective functioning of Board and its Committees.
+  [nhunces the Brand Image of the Company,

¢ Ensures optimum utifizaton of resources.

« Mikes Corporate Policies Transparcnt.

»  Fnables the Board to give right strategic direction.

Ensures Good internal control system.

Superior cconomic performance.

nc_:,._:mmc_d”mo:uo_.»;.wooéam:nmEmm:maomsmmééizmc@:g8
improve telations between Company and its customers; to improve the
wealth of sharcholders but at the same time taking care of the interest of

s emplovees and the society at large.

Corporale Governance should not end with just the number of board
meenngs held. or the number of hours the meeting lasted, which all
directors attended. etc. [t should result in the adoption of best strategies/
practices, transparency. better uccountability and maximization of wealth
to ull the stakeholders.
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Theme No. 181: FOREIGN EXCHANGE - FACILITIES TO RESIDENTS & NONRESIDENTS .

What is FEMA?

It is an Act called " FOREIGN EXCHANGE MANAGEMENT ACT-1999." The Acl
came into force from 1" day of June, 2000. Ttextends to the whole of India. The objective
of the Act is to facilitate foreign trade and promote orderly development and maintenance
of FOREX MARKET. This enactment replaced the then prevailed (FERA) “Foreign
Exchange Regulation Act - 1973

Wheo is an NRI?

A Non Resident Indian is an Indian who has gone out of India or stays outside Tndia,
) For or on taking up employment outside India, or
b} For carrying on outside India a business or vacation outside India, or
¢) For any other purpose, in such circumstances as would indicate his intension to
stay outside India for an uncertain period.

Which are the different types of Non Resident bank accounts?

A. NRE Accounts: These accounis arc maintained in Indian rupees. Accounts can be in
the form of Current, Savings, Term Deposit and Recusring Deposit. Joint accounts are
permitted with NRIs. Account can be opened by direct remittance from abroad, ransfer
from existing NRE, FCNR(B) accounts or with foreign currency note, travellers cheque
tendered personatly by NRIs during their visit to Tndia. Repatriation of credit balance
permitted. Residents in India can be authorised (o operate the account for local payments.
Balance is exempt from wealth tax and interest earned is exempt from Income Tax.
Loans can be avatled against security of NRE Term Deposit and as per the recent RBI
guidelines, the maximum loun amount is stipulated as Rs. 20 lacs. Since these accounts
are kept in Indian tupees, customer is exposed to a probable loss in case rupee gets
weaker. The rates of interest offered on NRE accounts are relatively higher when compared
with that offered on FCNR accounts.

B. FCNR Accounts: In India, FCNR (Toreign currency non resident) deposit is accepted in
US dollar, Canadian Dollar, Australian Dollar, Japanese Yen, British Pound and EURQ for
various matarities insulated against exchange rate fluctuations. In India, RBL has permittcd
banks to maintain foreign currency accounts in the above 6 currencies and hence, these
currencies are often referred as designated currencies. Balance and interest is repatriable.
Joint accounts are permitted with NRIs, Rupee or Foreign Currency loan can be availed
against deposits. When compared to NRE accounts; there is a probable loss in case nupee
gets stronger. These accounts are only of fixed deposit type und the minimam deposit period
is | Year. Banks also provide forward contract facility to the customer, so that he will also
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What is FEMA?

It is an Act called * FOREIGN EXCHANGE MANAGEMENT ACT-1999." The Act
came into force from 1* day of June, 2000. It exiends to the whole of India. The objective
of the Act is to facilitate foretgn trade and promote orderly development and maintenance
of FOREX MARKET. This enactment replaced the then prevailed (FERA) “Foreign
Exchange Regulation Act - 19737,

Who is an NRI?

A Non Resident Indian is an Indian who has gone out of India or siays outside India,
a) For or on taking up employment outside India, or
b} For carrying on outside India a business or vacation outside Indiz, or
¢} For any other purpose, in such circumstances as would indicate his intension to
stay outside India for an uncertain period.

Which are the different types of Non Resident bank accounts?

A. NRE Accoants: These accounts are maintained in Indian rupees. Accounts can be in
the form of Current, Savings, Term Deposit and Recurring Deposit, Joint accounts are
permitted with NRIs. Account can be opencd by dircel remittance from abroad, transfer
trom existing NRE, FCNR{B} accounts or with foreign currency note, travellers cheque
tendered personally by NRIs during their visit to India. Repatriation of credit balance
permitted. Residents in India can be authorised to operate the account lor local payments.
Balance is exempt from wealth tax and interest carned is exempt from Income Tax.
Loans can be availed against securily of NRE Term Deposit and as per the recent RBI
guidclines, the maximum loan amount is stipulated as Rs. 20 lacs. Since these accounts
are kept in Indian rupees, customer is exposed to a probable loss in case rupee gets
weaker. The rates of interest offered on NRE accounts are relatively higher when compared
with that offered on FCNR accounts.

B. FCNR Aceounts; In India, FCNR (Foreign currency non resident} deposit is accepted in
US dollar, Canadian Dollar, Australian Dollar, Japanese Yen, British Pound and EURO for
various maturities insulated against exchange rate fluciuations. In India. RBI has permitted
banks to maintain foreign currency accounts in the above 6 currcncies and hence, these
currencies are often refuived as designated currencies. Balance and terest is repatriable.
Joint accounts are permitted with NRIs, Rupee or Foreign Currency loan can be availed
against deposits. When commpared to NRE accounts; there is a probable loss in case rupee
gets stronger. These accourts are only of fixed deposit type and the minimum deposit period

‘is 1 Year. Banks also provide forward contract facility to the customer, so that he wifl also



iy
getthe benetitof prevailing forward premium. As in the case of WRE accounts, the balance
iy exempt from wealth tax and interest sarned is exempt from Income Tax.

C. NRCG Acconnts: Accounts maintained in Indian Rupees for routing bona fide local
remittance like rent. income from land etc. Joint accounts are permitied with NRIs or
Residents. Interest eamed in the account is subject to Indian Income Tax. Account can be
mainizined in the form of Current, Savings and Term Deposits and repatriation is restricted.
D. RFC Accounts: A person of Indian Origin who returns to India lor permanent
settlement after a stay of minimuio period of one vear abroad ts cligible Lo open RFC
account. Assers aequired or held at the tme of return are eligible for credit to RFC
account, For Example: Funds in bank account outside India, [ncome such as dividend,
interest, and profit earned on assers abroad, sale proceeds of eligible assets, pension and
other monttory benetit received from outside India arising out of employment taken up
abroad, foreign currency notes, travellers cheques brought to India at the time of return
and balances in NRE & FCNR acconnts. The balance can be repatriated or credited to
NRE or FCNR(B1 accounts. it the account holder becomes an NRI subsequently. Balance
in the accouats can be used tor bona-fide expenses like travelling expenses for going
ahroad. children’s education abroad ete.

Can a resident in Tndia have an account in foreign currency?

Surely. A person resident in India can open, hold and maintain with an authorised dealer
in India. a Resident Forelgn Currency Domestic Account. He can make remittance o
this account from the toreign exchange acquired in the form of ewrrency notes, bank
notes and travellers cheques from any of the sources like, payment for services rendered
abroad, as honorarium, gift, or any payment received in settlement of any lawful obligation
from any person not resident in India.

What do vou mean by Nostro and Vostro accounts?

Nostro Ade is an Indian bank’s foreign currency afc with another Bank outside [ndia.
Vostro Ade means a foreign bank's or exchange company’s Rupee a/c with a Bank in India.
Who is an Authorised Person?
Foreign Exchange Management Act (FEMA ) stipulates that all toreign exchange transactions
are required to be routed only through the entities that arc licenced by the Reserve Bank 1o
undertake such transactions. Such entities are defined ay Authonsed persons in Section 10
ot the Act. Under current dispensation, such authorised person may be |
a) A Commereiad bank (AD- Awthorised Dealert. or
by A Money changer {FFMC- Full Fledged Meney Changers}. or
¢l Any financial institution authorised tor limited kind of transactions. depending
on their activity, or Any other entity authorised by the Reserve Bank (RAD-
Restricted Authorised Dealers).

What are the various foreign exchange drawing facilities available to an Indian
resident?

Persons restdent in India are allowed to draw forcign exchange from Authorised Dealers

s

.
for various current account transactions as per the provisions of Foreign Exchange
Management Act, 1999 amended from time to time. Following table gives a gist of such
facilities available to Restdents to draw {oreign exchange through Authorised Dealer
Category -- T (Burks). If a resident requires more than the permtied entilements, he can
approach RBI for permission and in most cases RBILallows the request if found genuine.

Purpose Limit Remarks

Private Visit USD 10000 per FY | Notapplicable for Nepal & Bhutan visits
Medical Treatment |USD 100000 For higher amount, an

per instance estimate is required.

Emigration LIS13 100000 Or lower amoupitt §f so fixed by the {
individual country . :
Employment USTy 100000 il _
Maintenance of | USD 100000 Nit :
close relatives Per Year m
Studies abroad S0 100000 or Which ever is higher per accadeniic year.
Fstimate |
Business trip / USD 25000 Irrespective of the period of stay
Conference/training
Gift / Donations  |USD 3000 Per Year ! Per remifter / Dontor Per annum

Liberalized
Remittance Schemel

USD 30000 Per FY | For Current/Capital account
Transactions or both

Is there anvthing special about the liberalized remittance scheme?

Under the liberalized remittance scheme, resident individuals are free to acquire and
hold immovable property or shares or any other asset mtside India without prior approval
of the Reserve Bunk, Individuals can also open. mantain and hold foreign cumency
accounts with a bank outside India {or muking remittances under the scheme.

In all the above cases, there is certain limits for drawing the eligtble foreign exchange in
the form of foreign currency notes and coins. The general limit s USD 2006, but it is
USD 300} incase ol countries like 1ibya and Iraq and, the full entitiement can be drawn
in foreign currency itself in case of travellers proceeding to Istamic Republic of Tran,
Russian Federation and other Republics of Commonwealth of Independent States. The
remaining entitlement will have to be curried either in form of a demand draft, travelers
cheque or by outward romittance.

Is there any means for the authorized dealer to ensuse that the applicant has not
already availed his eligible foreign exchange entitiement?

It is not mandatory for authorised dealers to endorse the amount of foreign exchange

sold for travel abroad on the passpor of the traveller. However. if requested by the

traveller, they will endorse the passport for the foreign exchange sold for travel. As per

the luw, authorised dealers are supposed to act based on the FEMA declarations and

affidavits turnished by the customer along with his request. With FEMA, there 15 a clear

shift of the responsibility on to the shoulders of the citizen and he will be liable to make
3
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up Tor any Joss to the economy and also bound to pay the penalty in case of fund diversion

/ drawal of foreign cxchange above his entitlemens.

Any stipulations regarding the Mode of payment?

Residents can draw foreign cxchange by paying cash upto Rs.50.000.00. Wherever the
drawa! of forcign exchange exceeds the amount equivalent to Rs. 50,000, the payment to be

made only by a crossed cheque drawn on the applicant’s bank account or that of the agent
sponsoring the visit of the applicant or by way of a banker’s cheque or a demand draft.

What to do with the unspent foreign exchange if any?

Unspent foreign exchange brought back to India by a traveller should be surrendered
within 90 days from the date of return of the traveller, if the unspent foreign exchange is
in the form of CURRENCY NOTES. I such foreign exchange is in the form of travellers
cheques,the same should be surrendered within 180 days from the date of return. Exchange
50 brought back can be utilised by the traveller for his subsequent visit abroad during the
period specitied above,

What vou mcan by Repatriation?

Repatriation into Indiz means bringing foreign currency into India and converting into
jocal currency (Rupee). Repatriation outside India means converting rupee mto foreign
currency and remitting out of India. This currency conversion is done at the market
determined TT buying rate or TT selling ratc. Or in other words. TT buying rate is the
rate at which remittances received in foreign currency to India is converted into Rupee
and T selling rate is the rate at which Rupee is converted into foreign currency for
remiliances send outside India.

What is the difference between Capital and Current account transactions?

Capital account transactions refer to transactions which alters assefs and liabilities.
Thus transactions meant for investment in immovable properties, investment in securities,
externat commercial borrowings. efe. arc of capital in nature. Cirrent account transactions
mean the transactions other than capital account transactions. Payments on account of
personal expenses, business expenses, gifts, donatiens, interest, commission, foreign
travel. educationa) and medical expenscs, elc. come under current account fransactions.

What is the speciality with travelter's cheque?

A traveler's cheque s a preprinted, fixed-amount cheque designed Lo allow the person
signing it to make :n unconditional payment to someone clse as a result of having paid the
issuer fusually a bank) for that privilege. As traveller’s cheques can usually be replaced it
lost or stolen, they are otten used by people on vacation in place of cash. The use of credit
curds has. however. rendered them less important than they previously were, However,
there arc few places that do not accept credit cards but do traveller’s cheques. At the time
of issuing these instruments, the signature of the purchaser Is aftixed on the top of each
instrument in the presence of the authorised person /dealer who is the issuer. While making
a purchase, the purchaser should. in the presence of the payee, put the date and countersign
the cheque in the indicated space, usually on the cheque’s lower portion. There is also an
aption for issuing stop payment instruction on the Jost instruments. S
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Theme No, 176 : CHEQUE TRUNCATION

To avord delays in clearing and to facilitate quicker settlement of clearing
cheques, Reserve Bank of Todia hus introduced a new process called
cheque truncation. itis based on the report of a working group headed by
Dr. R. D. Burman, Exccutive Director of RBI. The group has submitled
recommendations on the mode of truncation, preservation period of the
physical cheques, storage location of cheque images and security
requiremenis for the flow of cheque data images over the different banks
and clearing houses network.

What is cheque Truncation?

[t is a way to reduce the clearing cycle to provide faster clearance of local
and intercily cheques cnabling quicker payment and scttlement system.
This will enable banks to enjoy greater efficiency in the management of
funds of its customers and (o provide better customer service.

In the process of “cheque Truncation™ as envisaged by RBI, instead of
sending physical cheques deposited by bank customers to the clearing
houses. electronic records of their contents are generated through digital
image process (called Truncated cheques) and the collecting banks or
clearing houses will capture the clectronic information. These truncated
cheques along with the MICR data available at the bottom of these chegues
will be transmitted and presented to the drawee banks by clectronic
transmission for verification via secure, broadband data communication
network as a digitally signed data packei. The cheque truncation project,
which would use electronic image of the cheque for processing is a new
concept in our couniry and the RBI has decided to implement 1t soon,



What is the legal basis for introducing the new system of cheque
Truncation?

The legal basis for introducing the new system of “cheque truncation™ has
been established with the passage of the negotiable instruments
{Amendment) Act 2002, This Act has brought about a significant change
of the Information Technology Act 2000 thereby bringing the cheques
within the purview of the Act. The amendment of Section 6 of the
Negotiable Instruments Act has facilitated the inclusion of truncated
cheques within the definition of a “cheque’. The amended Section 6 of
the Negottable Instruments Act now reads as “A Cheque is a bill of
exchange drawn on a specified banker and not expressed to be payable
otherwise than on demand and it includes the clectronic image of a
iruncated cheque and a cheque in the electronic form”. Section 81 A of
the Negotiable Instruments Act 1881 will also give legal validity to
clectronic cheques.

New section 6 (1) of Negottable Instruments Act explains “cheque in the
clectronic form “conltains the exact mirror image of a paper cheque and is
generated, written and signed in a secure system ensuring the minimum
safety standards with the use of digital signatures (with or without the use
of Biometrics) and asymmetric cryptography. The clectronic cheque (e-
chequel thus contains the cxact mirror contents of the paper cheque in
image form and like paper cheques are _mmm__w binding Promiscs o pay.
Digital signawre brings with it the required (rust {authenticity, integrity,
confidentiality and non-repudiation-the four vital mantras of e-security)
{or the transaction.

How the process of cheque Truncation would work?

The cheque in the physical form as and when tendered by the customer,
the presenting banks will keep the physical cheque i their custody. giving
a unique dentiticr to the mstrument. capture the image of the instrument
by using the software provided lor the purpose duly certified by the
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authority concerned and route the image o the clearing house. The clearing
house will do the image routing and processing to send image files of
chegues (o the drawee bank. The diawee bank and branch will follow
tmage based inward and outward return including verification of signature
images of drawer already held in clectronic form with the drawee branch.
In the outward return, the returned instrument is allocated a fresh unique
idennifier and a return reason (image return document). This can be used
by the customer to represent the cheque, The image files messaging and
transmission across the banks and clearing house could be ensured through
Structured  Financial Messaging sysiem (SFMS) and INTINIT of the
reserve Bank of India which is public key Tnfrasiructure (PKI) enabled.

What the commercial banks are expected to do?

The banks arc expected to putin place suitable sysiems and procedures, and
curty out stringentand rigorous tests to ensure that the system comply to the
banks’ and RBT requircments. The sclected system should be tested and
proven Lo scamlessly interface 1o clearing [ouse interface (CHI).

The current paper based clearing will be replaced by image and data
clearing for outward and inward itcms, Cheque data and images will be
stored in image archives for outward and inward iems for cight years, The
paper instruments should also be retained (or eight vears.

What are the lHardware and Software needs?

RBI will provide only the CEHTapplication softwarc, to the member banks.
Banks have topurchase (i) appropriate hardware, (i) syslems software, and
(il networking infrastructure. The CHI will actas a Gateway for outward
and imwvard MICR data and the images of the instruments o be senl to/f
Received from the clearing housc over the network/media. The CHI is a
windows based software with server, The Gateway shall be deployed
using the Public Key Infrastructure for all its communication with the
clearing house. The CINT shall aggregate the images and MICR data
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recetved from the branches for outward presentation and will deliver the
inward images and MICR data, drawee bank branchwise, to the respective
CHI. Banksarctocenswre that the images and data senttoRBT s CHl comply
with al] the guidelines issued by RBL The images may have (o pass the
reguired Tmage Quality Assurance (IQA) and Image Quality Usability
HOL) specitications. Tailure to do so may result in rejection of such
LS.

How to deal with Fraudulent Transactions?

There 1s apprehension amongst bankers that they may not be able (o
distinguish between [raudulent cheques and genuine ones under the
eserve Bank ol India's plan to clear cheques using scanied images. They
dre mafix as o what 1o doif there is any suspected fraud in the physical
cheque itsell. Tike alieration of tigures. fraudulent signaturcs, etc. Aware
of such an eventuahty. it has been decided that the collecting banks or the
cleuring houses will retain the truncated cheques and the drawee banks will
he able to examine the physical version of truncated cheques to assist them
m making payment decisions in case of need — like suspicion of any fraud,
orgery. tampering or destruction of the instrument under question.

Conclusion : Clearmg through cheque truncation is expecied 1o commence
in metros fike Delht, by 31 March. 2007, This will help to reduce the
time for the clearing process 10 one day. Besides, the time efficiency, the
process would do away with the need for transporting millions of cheques
every day. Many countries including third world countries Jike Botswana,
Venezuel, Columbia, Malaysia. Tatwan and Thatland bave already adopted
truncated cheque clearing. The cheque fruncation project is certain (o
revolutionalize the payment mechanism in our country. It will also give a
hig jump towards the efforts of providing better and technology based
customer service.
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Theme No. 177 : CORE BANKING SYSTEM - PART [

Definition of Core Banking System

Core Banking system is the sum total of all the information technology
components (hat enable a bank to manage its core business activities in a
centralised model. The core banking activities include round the clock
processing of all the products. services and information of a bank.

The major CBS Components

The major IT components of CBS include a mature and robust banking
application software, various hardware components and a network
infrastructure that facilitatc adistributed front end banking operations and
a centralised data processing at the back end.

Let us clucidate

Note that it is a banking solution (not a branch banking solution) and
hence it is implcmented at a central location to which various otfices and
service outlets of the bank are connected. The customer is no morc the
customer of a bank’s branch but that of the bank itsell. The software
components used in CBS must take carc ol almost all the core banking
aclivities of the bank, Under CBS. a bank must also be in a position 0
offer the basic banking services to its customers on a 24/7/363 model.
Thus CBS is a step towards enhancing customer convenience through
anywhere and anylime banking.

Some terms associated with CBS
Data Centre (DC) - The place where the central server / servers arc housed.

Disaster Recovery Site (DRS) — An alternate data centre which will actas a
backup resource and ensure business continuity i case of a DC [ailure.



Data Mirroring — Storage devices attached to Servers located 1n DC and
DRS are updated on a rcal time basis. so that data integrity as well as
availability are ensured even in case of a hardware failure. Bank’s real
tme data is stored in multiple devices and locations.

Backup — Data stored in the ixed storage devices are copied on to
removable storage devices / tapes and preserved for any future contingency.
These backups arc stored in some off-site location to avoid the damages
on account of a disaster like carth quake, fire. flood ete.

Leased Lines — These arc the primary data links used for CBS networking.
These are analog links on fixed yeayly rentals and there are no additional
usage charges. -

ISDN Lines ~ These urc the sccondary data links put to use in case of a
I.cased line failurc. These are integrated services digital network lmes
which can carry various forms of information packets (data, voice and
images and video) as digital signals.

Modem — This is nctworking equipment used 1o modulate and demodulate
the data signals. Computers work on digital data signals where as the leased
limes can carry only the analog signals. Modems modulate (convert the
digital signuls to analog signals) at the transmitting end and then
demodulate (Convert the analog signals to digital signals) at the receiving
end.

Switch — In o branch there can be more than onc computer and these
computers are networked to form a local area network (LAN) using a
device called switch.

Router — Router is another network device that conneets different LANs
and facilitates intelligent data transfer. Router also functions as an
intelligent switching device between various connectivity channels, viz,
leased linc. ISDN. PSTN etc. When the primary link (LL) is down, it
awomaticaily dials the ISDN and re-cstablishes the network conncctivity.

[

Regional Cluster Cenfre (RCC) - Instead of taking separate links between
individual branches and the data centre, branches in a geographical region
are first connecled 1o a location in that region and this locaiion 1s then
connected to the data centre using links of higher band width. This location
is termed as a regional cluster centre. Some banks also house their regional
data servers in RCC. so that in case of a total network failure between
RCC and DC, branches in thal region can continue to operatc and 2lso
provide Any Branch Banking (ABB) facilities within the cluster.

Evolution of CBS in India?

The major objectives of bank aulomation are belier customer service,
flawless book keeping and prompt decision-making that leads to improved
productivity and profitability. The concept of bank automation started in
the year 1981, but it was during the period 1984-1987 banks in Indra started
the branch level automation, making use of the then available MSDOS
based stand alone computers. This initiative was taken by the banks on
the basis of “First Rangarajan Commuittee report” on bank compulterisation
submitted in the year-1984. ALPMs (Advanced Ledger Pesting Machines)
were (he fashion in those days. However. the pace of bank automation
was very slow in the banks primarily owing to the lack of rradc union
consensus on bank automation. Another committee was constituted in
1988 under the chairmanship of Dr. C Rangarajan, the then Deputy
Governor of RBI to slate down a perspective plan on automation of banks
for a five year period. This paved way to the implementation of mulfi-user
Total Branch Automation packages running on a LAN (Local Area
Network), either on a Netware or a UNIX operanng system. With the
implementation of TBA. banks started to offer the facihitics of cxclusive
Customer Terminal, Single window transaction. on-linc and off-sitc ATMs,
Tele-Banking elc.

But with the advent of new gencration private sector banks in India during
1994-1996, the real era of bank marketing started and these banks started to
offer any where and any time banking facilities to its customers. This was
possible for them mainly owing to the fact that they cpted for the

-
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implementation of a WAN (Wide Area Network) based centralised banking
solution rather than a [LAN based branch banking solution to network their
hmited number of branch outlets. The old generation banks in India hesitated
te follow this banking fashion on account of its large network of branches
on onc hand and the then prevailing exorbitant [T cost on the other hand.

But with the globalisation and liberalisation of Indian market and with the-

enactment of TRAT (with a mission to create and nurture conditions for
growth of weleccommunications in the country in a manner and at a pace
which will enable India to play a leading role in cmerging global information
society) duning the ate nineties, there happened a drastic reduction in iT
cost. Improved iclecommunication facilitics and reduction in hardware as
well as nenworking cost changed the mind sct of the banks in India to try the
CBS option. This also cquipped them with the required technology leverage
tocompete in the Indian market by offering the similar technology products
und services. as those offered by their new generation competitors,

What are the main functionalitics available with CBS?

¢ main functionafities of CBS include:

¢ Customer information files with all the non-dynamic information
about the customer. busincss entity or group and relationships.

¢ All bank habhity accounts : savings, fixed deposits, current accounts
ele.

¢ All bank asset accounts: loans, mortgages and credit facilities.

* Bank General Ledger, Bank Financials and Audit trails.

* Payment systems & Real Time Gross Scttlement.

¢ Card systems. Elecuwronic Funds Transfer at the Point of Sale,
Automated Teller Machines, and other clectronic payments and
transaction handling systems.

* Reporting and compliance with regulatory requirements.

* MIS for Asset Liability Management (ALM). Anti Moncy
Laundering{AML). Cash Management System {CMS}, Assct
Monitoning (Non Performing Assels and Other Credit Information),
Basel I {for quantifying the operational risk associated with business
products. services and volumes) etc.

{To be ¢ontinved....)
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Theme No. 178 : CORE BANKING SYSTEM - PART 11

Major Providers of CBS Application Software

Fisery (ICBS). Misys (MidasPlus), Temenos (T24) cic. are the major
International Core Banking Solution {application software) providers.
Infosys (Finacle), I-flex (Flexcube) and TCS (FNS-BANCS) are the major
playcrs in the Indian market and Infrasoft (Omni Enterprisc), Lasersoft
(Panacca) are surcly going to be the other altematives available to the
Indian banks.

Infosys Technologies Ltd. Finacle is the universal banking solution from
Infosys. The sclution addresses the core banking, c-banking. treasury.
wealth management. CRM, and cash management requirements of retail,
corporate and universal banks worldwide. South Indian Bank, Punjab
National Bank, ICIC Bank etc. are the major clients.

I-flex solutions Ltd. since latc 2003 it is owned by Oracle (previously
was controlled by Citigroup) and specializes in providing statc-of-the-art
mformation technology solutions to the Banking and Iinancial Scrvices
industry. FLEXCUBE is their CBS solution which is an end-to-end product
suite for retail, consumer, corporate, investment and internet banking, asset
managemcent, and investor servicing. HDFC Bank, Syndicale Bank etc.
are the major clients.

TCS FNS (Financial Network Services Limited) is an Australian developer
and supplier of banking application sofiware, operating in world markets.
The company is owned by TCS since Q4 2005 and consistently has ranked
in the top 20 full banking system suppliers. BANCS is their CBS application
software which runs on multiple operating systems, is platform and
databasc-independent; operates in a muli-lingual and multi-currency
capacily and provides the features and [unclions necessary to aulomate a
bank’s enlire opcrations. State Bank of India is the major client.



Benefiis to Banks?

Following are the major benefits derived by the banks:

¢ Rephlace old technology scamlessly with a state-of-the-art n-tier
application,

¢ Replace multiple disparate and older generation svstems with a
single integrated mula-product processing application across
YARIOUS countries.

+ Streamiime operations by integrating the enterprise, Lo existing in-
house applications and to offer a single customer view,

* Create a virtual banking operation from ground-ap and offer a host
of banking products.

¢ Enable multiple ncw delivery channels (Internel Banking, 7 X 24
ATM. Mobile Banking. Tele-banking and Point of Sale Terminals)
allowing the bank to reach out to new customers and segments.

* Move to centralized processing and handle much higher volumes
withouta proportionate increase in resources or infrastructurc costs.

¢ Usc business inteliigence (0ols 1 analyze customer needs and create

ew products and ollerings.

+ Build and retain customer relationships based on the strength of
customer service capability.

* LEnablc and muodity product offerings quickly and effliciently based
on cuslomer s market nceds.

+ Reduce costs. improve bottom-line and stakeholder rewards.

¢ Quick und easy mtroduction of new producis and services

Advantages to Customer?

As mentioned in the beginning. the customer is no longer the customer of
4 bank branch but that of the bank itself. With this status change. he cun
bank with the bank as u whole rather than with his specific branch. Any
where and any ttme banking facilities are the ultimate customer bencfits
on aceournt of CBS mplementation. Customer can enjoy the online and
real ime banking (acilities through ATMs, Point of salc terminals (POS)
Internet. Mobile phones and Kiosks, Quick realisation ol instruments
lodged for collectnon. on-line and easy fund transfer (intra-bank as well as
mter-bank) cte. are other benefits (o the customers, as CBS climinates the
physical transit of transfer/realisation advices using the postal system.

3.

el

Customers can issuc multi city cheques to their clients rather than depend
on demand drafts for the oul station and third party payments to a large
extent, With CBS put in place. bank personnel gel more time (or castomer
care and this is surcly going to be a step towards customer delight.

To offer Any where and Any time banking products, is CBS a must?

Surely not. Many banks that offer these faciiities have just started ihe
process of implementing a CBS for their business. AWB and ATB [lucilities
can be offered by networking the distributed darabase. Many banks,
including the PSBs are offering these lacilities by means of networking
their TBA branch servers. This will reduce the cost and overhcads. but by
compromising the data integrity and cffective IT management. The real
time data of these banks resides in the individual branch servers and hence
the management of a large number of branch servers, data synchronisation
and consohdation [or MIS ele. are the arcas of risk and business concem.
Thus banks can offer the above (acilitics with out implementing a CBS,
where the basic characteristic is centrafised data processing.

How are the individual accounts identified by CBS?

The customer information of the bank is stored in the contral server and
the individual customer records will have to be selected for effecting a
financial or non-finuncial transaction or inquiry. In order to identify the
speetfic customer accounts, branch code and product code are generaily
prefixed to the account number. Thus under CBS, in a 16 digit account
numbering pattern, a savings bank account bearing its ID number as 4377
n @ manual or TBA environment is identified as 0001-012-000004377.
Here the first 4 digils represent the branch code, next 3 digits represent
the product/service code (SB A/cy and the remaining 9 digits represent
the account number. This is the reason for an increase in the number of
digits of the cistomer account number. when the branch migrales into
CBS. This numbering pattern identifies the SB Account 4377 of branch A
from that of branch B.

What are the risks of having a CBS?

Although there are a lot of arguments which are pro CBS, there are also
some risks in having a CBS. The main risks arc on account of network
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and server fatlures, which have to be clearly addressed while formulating
a business conunuity plan (BCP). Since the entire data is available at the
data centre, a branch will get typically alicnated and its operations get
affected. The whole banking operalions get paralysed on account of a
server fatlure or due to a network [ailure at the data centre. The disasters
and attrition of key 1T personnel arc next in the Jist. The CBS application
software. although supposed to be highly parameterised, modular, scalable
and [lexible. often demands for a work-around or a business process
reengineering (BPR). Integration issucs with third party solutions pop up
while rolling out new products and services. The customisation part is
another headache and banks later on realise that they have been customised
o a corner! Ensuring the prompt and expert [T support from the 3
dimenstons, viz., software, hardware and network and delivering the new
products and services as per the business plan of the bank ~ these are the
mevitable challenges in having a CBS model. To shoulder these risks and
responsibilities, the bank should invariably have a well paid, dedicated
and Joyal IT team in its rolls rather than an outsourced model and here
comes the importance of an effective chief information officer.

Roadmap of CBS?

With the mergers and acquisitions going to be the fashion of the years to
came, CBS application software is getting ready to take care of real time
banking transactions which are of multi-bank, multi-currency, muli-
country and multi-lingual characteristics. Instead of the present user /card
based password authentication, biometric authentication is going to be in
vogue. Thus the day is not far away. when one of you just stand in (ront of
an ATM here in India. the biometric camera attached to thc ATM recognises
your retina. the ATM screen salutes you with the menu options, you select
the option “funds transfer™, then enter the 22 digit (let us add 3 digits each
for the country code and bank code!) bank account number of your younger
sister studying in US and then lollowed by the transaction amount. The
ATM now asks for your conlirmation, commits the transaction and
gencrates a receipt for you. where the transaction will show the time stamp
as “Sunday. 09.30 Hrs, 10 July 20107, where as, the credit to your sister’s
account will bear & time stamp as “Saturday, 22.30 Hrs, 9* July 20107,
And thisis what we call Corc, Online. Realtime, Electronic banki ng system.

1

Good news for NRls!
We transfer your funds from UAE to India at bullet speed.

Your hard-earned money will be safely transferred to the customer’s account
with South Indian Bank within 30 minutes! At cheapest rates through SIB ..
EXPRESS, 365 days a year. .

Speed remittance to all banks in India too.
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Theme No. 179 CORPORATE GOVERNANCE - PART [

Ever since the collapse of corporate grants like Enron and Worldeom and.
emergence of globalised ceonomic ensronment and convergence of vanons
corporale culture across five continents, the concept ot corporate Gaovernance
is gaining ground duy by day. Achicvement ol business goals in this highty
complex and competitive environment is achallenge met by intricate weaving
of legal. socio-economic and human resources. The decision making process
requires transparency and accountabulity. Business ethics and moral values
have to be upheld at all Tevels of E,S_ﬁ_mn_:o:r

The basics of Corporate Governance including the recommendations of
Kumaramangalam Birta Commilice was covered in our April and Miy.
2000 1ssues. But subscquently Jot of studies. discussions and enactments
have taken place worldover. Different countries have different fegal
systems and different traditions for interpreting and entorcing legislation
of relevance for corporate governance. USA saw the need to bring in the
Sarbunes-Oxley Act {Popularly referred to as SOX). The act was nol just
about regulations and compliance, but that good governance 15 good
business with clear codes and ethics. Companies with strong governance
practices have demonstrated strong financial returns.

What is corporate governance?

Different people and professional orgamizations describe Corporate
Governance in different ways, To put it simply. corporate governance
aims at doing every thing in the most efficient manner, so that alf the
stakeholders gel benefited.  The first objective could be to tmprove the
shareholder™s retwrn on equity but in the long run. 1t would be to increase
the return for all the stakeholders —- sharcholders. employees. customers.

suppliers, government and genera! public.




T
The Institute of Company Secretarics of India (ICSI) define “C.G. is the
application of best management practices. comphance of law in true letter
and spint und adherence to ethical standlards for effective management
and distribution of wealth and discharge of social responsibility for
sustiitible development of afl stakeholders™.

Wliat is the aim and focus areas of NFCG?

With the goul of promoting better corporale governance practices in India.
the Minstey of company Affairs. Government of India, in partnership with
conlederation of Indran Indusiry (C11), Institute of Company Secretaries
of Tochu (ICST) and Institute of Chartered Accountants of Tndia (ICAT),
has set up the Nauonad Foundation for Corporate Governance.

Th
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NECG will focus on the following arcas:

+ Cyeuting awareness on the importance of implementing good
Corporale governance practices both at the level of individual
corporations and for the economy as 4 whole.

»  Encouragimg rescarch capability in the area of corporate governance
n the country and providing key inputs for developing regulations,
which meet the twin objectives of maximizing wealth creation and
luir distribution of this wealth.

*+ Working with the regulatory authorities at multiple levels to improve
implementation and enforcement of various faws related to
COTPOLIE ZOVEINANCE.

» In close co-ordinaton with the private scctor, work to instill a
commulment to corporate governance reforms and facilitate the
development of a corporate governance culture.

» Culuvating international linkages and maintaining the evolution
towards convergence with international standards and practices for
accounting. audit and non-financial disclosure.

e Selting up of ‘Nuational Centres for Corporate Governance’ across
the country. which would provide quakity training to Directors as
well us produce quality research and aim (o receive global
recognition,

What are the important committees on Corporate Governance?

All countries that have adopted Corporate Governance practices have
taken cue from the “Cadbury Committee Recommendations®, Cadbury
Committec was set up in Britain o go into the details of corporate
governance prevailing in UK. in May, 1991, The Cadbury Committee
was born out of the scandals that hit the UK during the last 1980s. Actually
in the US, the term "CG” was in use even during 1970s, Some of the
recommendations of the Cadbury Commiltee is based on US practices.

[n [ndia, the three important committees related to C.G. are

1. Kumaramangalam Birla Committee 2000
2, Naresh Chandra Committee 2002 and
3. Naravana Murthy Commitee 2003

What are the highlights of Cadbury Committee Report?

¢ Boards should have separate audit and remuncration commilttees made
up entircly of independent directors.

¢ Audit committees should meet with the external auditors ar least once
a year and without executive dircctors.

¢ The full reruneration package of all directors —including performance
— related elements — should be disclosed in annual reports.

= Dircctor’s term of office should run for no more than three years without

sharcholders approval.

The board must meet regularly,

[t ought 1o have a formal schedule of matters for decision.

[ndependent directors should be appointed for specified terms.

Independent directors should be appointed through a formal process.

Independent directors should have a standing ouside the company that

ensures that their views carry weight,

¢ Independent directors should be [ully independent and free from links
with the company other than the foes and sharcholdings. _

* I'ees for independent directors should reflect the time they spend on
company business.



-
*should be an accepted division at the head of the company, which
ance of power and authority such that no one indrvidual
untettered powers of decision making. Where the Chairman 1s
absu the chiel executive. there should be o strong independent element
= hoard with an independent Jeader.

What are the main recommendations of Naresh Chandra Committee
Report?

s~ Chandra Committee's Report has recommendattons on the Auditor
i I ettective ete. on the'one hand and on Corporate Governance

¢ e the ghlights in the Corporate Governance area:

'k and CFO certfication of annual audited accounts {or ail listed

compuntes as well as public limited companies whose paid-up

cupttal and free reserves exceeds Rs, [0 crores or turnover exceeds

Rs. S crores,

Jess than S0 percent of the board of directors of uny listed company,

s well as unlisted public mited companies with a paid-up share

tal and free reserves of Rs. 10 crore and above. or turnover of Rs,
3 erore and above, should consist of independent director. (The
Comimittee has defined the term “Independent Director ),

¢ Minmmum Size ol Board of Directors of the Companics referred
-above. should be 7 of which at least 4 should be Independent
Directors.

*  The above satd companies should disclose the timing and duration
ol Bowrd/Committee Meetings.

« Hncourage participation of Directors who are unable (o personally
make 1t t the mecting, through Tele Conlerencing or Video
Conferencing.,

s Faxompt non-cxecutive and independent directors from such criminal

and civil liabihtics,

Training of Independent Directors

(T be contd. ... ]
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What are the key recommendations of the SEBI Committee under
the chairmanship of Sri. N.R. Narayana Murthy?

It wus the belict of the Securities and Exchange Bourd of India (“SEBI”)
that efforts to improve corporate governance standards in India must
continue. This is because these standards themselves were evolving in
keeping with market dynamics. Accordingly, the Committee on Corporate
Governance was constituted by SEBI. to evaluate the adeq uacy of existing
corporate governance practices and further improve these practices. The
Committee compriscd members from various walks of public and
professional life. This includes captains of industry. academicians. public
accountants and people from financial press and from industry forums.

The issues discussed by the Committee primarily related to audit
committees, audil reports, independent directors, related parties, risk
management, directorships and director compensation, codes ot conduct
and financial disclosures. The Committee's recommendations in the final
report were selected based on parameters including their relative
importance, faimess, accountability, transparency, ease of implementation,
verifiability and enforceability.

The key mandatory recommendations focus on strengthening the
responsibilities of audit committces; improving the quality of financial
disclosures, including those related to related party transactions and
proceeds from initial public offerings: requiring corporate executive boards
to assess and disclose business risks in the annual reports of companies;
introducing responsibilities on bouards to adopt formal codes of conduct:
the position of nominee directors; and stock holder approval and improved
disclosures relating to compensation paid to non-executive directors.



Non-nundatory recommendations tnelude moving o a regime where
corporite lindncial statements are not qualiticd: insututing a svstem of
tainine of hoard members: and the evaluation of performunce of board
membhers.

The Comnmittee f2lt that #1s worth implementing the governance reforms
even il the cost s hitde high. In this context, it should be noted that the
farlure o implement good governance procedures hus a cost beyond mere
Litory prablems. Companies that do not employ meaningful
wonveranee procedures will have to pay a significant risk premium when
compelige ot scrce capital in today's public markets.

What are the steps taken by SEBI recently to improve corporate
governance?

Carporaie Governance was an issue that SEBI took very seriously during
2ecwath SEBE Chairman Sri M. Damodaran leading the eftorts ot CIIL
NECCGind other industry bodies to make small and medivm companies
e adhere to the clause 49 of the tisting agreement along with the farge
cs o BSE as a medsure to implement corporate governance issucd
SUSPOTISION NOAICEs o 56 companies for non-compliance of various clauses
of the listing agreement. Clause 49 s now applicable to all listed companics
having a paid up captral of Rs.3 crore and above at any time in the history
of the company. The Corporate Governance report of d company to which
chiuse 49 1s apphicable can be certified by a practicing company secretary.

Do we have an ellective system to identily weakness in internal
control?

We huve an effective system of maintaining internal control and 1dentifying
weaknesses, Forexample. as per Clause 49, a CEOQ/CFO has to certity to
the bowrd that he accepts the responsibility of maintaining the internal
control and of 1ts effectivencss. He also has to certify the significant
changes in the internal control systems,

[l

o

Further, the clause requires the audit commitiee (0 review the informanon
on internal control weakness identified by sturutory auditors and entails a
company to include management discussion and analysis reportas a purt
of the annual report. wherein the internal control system and 1ts adequacy
arc to be specified. A practicing compuny secretary certifying a corporate
covernance report also ensures that there has heen effective evaluation
and reconstruction of internal controls. thereby. helping in better
management of internal risks. All these ensure better governance.

Are independent directors truly independent in India? What is the
incentive to attract independent directors?

Lligibifity of an independent director is clearly defined 1n the statute. The
law is umformly applicable (o all companies irrespective of their nature.
In family owned business also independent directors have got a role o
play. Independent directors are independent to a large extent .

Apart from good compensation. independent directors have greater
opportunity to provide objectivity and expertise in the decision-making
process of the company. They can surely add value to good governance
practices.

What are the major conclusions of the 7 meeting of the World council
for Corporate GGovernance?

The seventh WCCG Conference held from 11-12 May. 2000 at Nuffield.
London discussed the issues in detait and a summary of the conclusions
are given below:

s Boards must operate as a cohesive icam where chalienge and raising
of sensilive issues can occur without breaking the harmony of the
group.

o The primary boardroom task is strategic direction, to be cttective
boards must receive the right information and focus on the key 15sues
facing the business.




e Boards should work on continuous improvement of their own
performance. including areas like CEO succession, exceutive
compensation. board skilis and board diversity.

» The hoard 1s responsible for the values and ethical behaviour of the
oreanization. it must take a wide view and ensure that the interests
of all stakeholders are taken into account.

o The primary purpose of business is economic; Corporate Social
Responsibility is necessary and must support the business. The
hoard needs to define the role and scope of CSR, and the structures
and svstems to achieve it.

s [ixternalauditing is an essential check to ensure board accountability
and must be supported by internal auditing.

What are the advantages of good corperate governance?

¢ |mhibes accountality of the Board to the Stakeholders.

+  Enables effective functioning of Board and its Committees.
+  [nhunces the Brand Image of the Company,

¢ Ensures optimum utifizaton of resources.

« Mikes Corporate Policies Transparcnt.

»  Fnables the Board to give right strategic direction.

Ensures Good internal control system.

Superior cconomic performance.

nc_:,._:mmc_d”mo:uo_.»;.wooéam:nmEmm:maomsmmééizmc@:g8
improve telations between Company and its customers; to improve the
wealth of sharcholders but at the same time taking care of the interest of

s emplovees and the society at large.

Corporale Governance should not end with just the number of board
meenngs held. or the number of hours the meeting lasted, which all
directors attended. etc. [t should result in the adoption of best strategies/
practices, transparency. better uccountability and maximization of wealth
to ull the stakeholders.
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Theme No. 181: FOREIGN EXCHANGE - FACILITIES TO RESIDENTS & NONRESIDENTS .

What is FEMA?

It is an Act called " FOREIGN EXCHANGE MANAGEMENT ACT-1999." The Acl
came into force from 1" day of June, 2000. Ttextends to the whole of India. The objective
of the Act is to facilitate foreign trade and promote orderly development and maintenance
of FOREX MARKET. This enactment replaced the then prevailed (FERA) “Foreign
Exchange Regulation Act - 1973

Wheo is an NRI?

A Non Resident Indian is an Indian who has gone out of India or stays outside Tndia,
) For or on taking up employment outside India, or
b} For carrying on outside India a business or vacation outside India, or
¢) For any other purpose, in such circumstances as would indicate his intension to
stay outside India for an uncertain period.

Which are the different types of Non Resident bank accounts?

A. NRE Accounts: These accounis arc maintained in Indian rupees. Accounts can be in
the form of Current, Savings, Term Deposit and Recusring Deposit. Joint accounts are
permitted with NRIs. Account can be opened by direct remittance from abroad, ransfer
from existing NRE, FCNR(B) accounts or with foreign currency note, travellers cheque
tendered personatly by NRIs during their visit to Tndia. Repatriation of credit balance
permitted. Residents in India can be authorised (o operate the account for local payments.
Balance is exempt from wealth tax and interest earned is exempt from Income Tax.
Loans can be avatled against security of NRE Term Deposit and as per the recent RBI
guidelines, the maximum loun amount is stipulated as Rs. 20 lacs. Since these accounts
are kept in Indian tupees, customer is exposed to a probable loss in case rupee gets
weaker. The rates of interest offered on NRE accounts are relatively higher when compared
with that offered on FCNR accounts.

B. FCNR Accounts: In India, FCNR (Toreign currency non resident) deposit is accepted in
US dollar, Canadian Dollar, Australian Dollar, Japanese Yen, British Pound and EURQ for
various matarities insulated against exchange rate fluctuations. In India, RBL has permittcd
banks to maintain foreign currency accounts in the above 6 currencies and hence, these
currencies are often referred as designated currencies. Balance and interest is repatriable.
Joint accounts are permitted with NRIs, Rupee or Foreign Currency loan can be availed
against deposits. When compared to NRE accounts; there is a probable loss in case nupee
gets stronger. These accounts are only of fixed deposit type und the minimam deposit period
is | Year. Banks also provide forward contract facility to the customer, so that he will also
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Theme No. 181 ; FOREIGN EXCHANGE - FACILITIES TO RESIDENTS & NONRESIDENTS -

What is FEMA?

It is an Act called * FOREIGN EXCHANGE MANAGEMENT ACT-1999." The Act
came into force from 1* day of June, 2000. It exiends to the whole of India. The objective
of the Act is to facilitate foretgn trade and promote orderly development and maintenance
of FOREX MARKET. This enactment replaced the then prevailed (FERA) “Foreign
Exchange Regulation Act - 19737,

Who is an NRI?

A Non Resident Indian is an Indian who has gone out of India or siays outside India,
a) For or on taking up employment outside India, or
b} For carrying on outside India a business or vacation outside Indiz, or
¢} For any other purpose, in such circumstances as would indicate his intension to
stay outside India for an uncertain period.

Which are the different types of Non Resident bank accounts?

A. NRE Accoants: These accounts are maintained in Indian rupees. Accounts can be in
the form of Current, Savings, Term Deposit and Recurring Deposit, Joint accounts are
permitted with NRIs. Account can be opencd by dircel remittance from abroad, transfer
trom existing NRE, FCNR{B} accounts or with foreign currency note, travellers cheque
tendered personally by NRIs during their visit to India. Repatriation of credit balance
permitted. Residents in India can be authorised to operate the account lor local payments.
Balance is exempt from wealth tax and interest carned is exempt from Income Tax.
Loans can be availed against securily of NRE Term Deposit and as per the recent RBI
guidclines, the maximum loan amount is stipulated as Rs. 20 lacs. Since these accounts
are kept in Indian rupees, customer is exposed to a probable loss in case rupee gets
weaker. The rates of interest offered on NRE accounts are relatively higher when compared
with that offered on FCNR accounts.

B. FCNR Aceounts; In India, FCNR (Foreign currency non resident} deposit is accepted in
US dollar, Canadian Dollar, Australian Dollar, Japanese Yen, British Pound and EURO for
various maturities insulated against exchange rate fluciuations. In India. RBI has permitted
banks to maintain foreign currency accounts in the above 6 currcncies and hence, these
currencies are often refuived as designated currencies. Balance and terest is repatriable.
Joint accounts are permitted with NRIs, Rupee or Foreign Currency loan can be availed
against deposits. When commpared to NRE accounts; there is a probable loss in case rupee
gets stronger. These accourts are only of fixed deposit type and the minimum deposit period

‘is 1 Year. Banks also provide forward contract facility to the customer, so that he wifl also
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getthe benetitof prevailing forward premium. As in the case of WRE accounts, the balance
iy exempt from wealth tax and interest sarned is exempt from Income Tax.

C. NRCG Acconnts: Accounts maintained in Indian Rupees for routing bona fide local
remittance like rent. income from land etc. Joint accounts are permitied with NRIs or
Residents. Interest eamed in the account is subject to Indian Income Tax. Account can be
mainizined in the form of Current, Savings and Term Deposits and repatriation is restricted.
D. RFC Accounts: A person of Indian Origin who returns to India lor permanent
settlement after a stay of minimuio period of one vear abroad ts cligible Lo open RFC
account. Assers aequired or held at the tme of return are eligible for credit to RFC
account, For Example: Funds in bank account outside India, [ncome such as dividend,
interest, and profit earned on assers abroad, sale proceeds of eligible assets, pension and
other monttory benetit received from outside India arising out of employment taken up
abroad, foreign currency notes, travellers cheques brought to India at the time of return
and balances in NRE & FCNR acconnts. The balance can be repatriated or credited to
NRE or FCNR(B1 accounts. it the account holder becomes an NRI subsequently. Balance
in the accouats can be used tor bona-fide expenses like travelling expenses for going
ahroad. children’s education abroad ete.

Can a resident in Tndia have an account in foreign currency?

Surely. A person resident in India can open, hold and maintain with an authorised dealer
in India. a Resident Forelgn Currency Domestic Account. He can make remittance o
this account from the toreign exchange acquired in the form of ewrrency notes, bank
notes and travellers cheques from any of the sources like, payment for services rendered
abroad, as honorarium, gift, or any payment received in settlement of any lawful obligation
from any person not resident in India.

What do vou mean by Nostro and Vostro accounts?

Nostro Ade is an Indian bank’s foreign currency afc with another Bank outside [ndia.
Vostro Ade means a foreign bank's or exchange company’s Rupee a/c with a Bank in India.
Who is an Authorised Person?
Foreign Exchange Management Act (FEMA ) stipulates that all toreign exchange transactions
are required to be routed only through the entities that arc licenced by the Reserve Bank 1o
undertake such transactions. Such entities are defined ay Authonsed persons in Section 10
ot the Act. Under current dispensation, such authorised person may be |
a) A Commereiad bank (AD- Awthorised Dealert. or
by A Money changer {FFMC- Full Fledged Meney Changers}. or
¢l Any financial institution authorised tor limited kind of transactions. depending
on their activity, or Any other entity authorised by the Reserve Bank (RAD-
Restricted Authorised Dealers).

What are the various foreign exchange drawing facilities available to an Indian
resident?

Persons restdent in India are allowed to draw forcign exchange from Authorised Dealers

s

.
for various current account transactions as per the provisions of Foreign Exchange
Management Act, 1999 amended from time to time. Following table gives a gist of such
facilities available to Restdents to draw {oreign exchange through Authorised Dealer
Category -- T (Burks). If a resident requires more than the permtied entilements, he can
approach RBI for permission and in most cases RBILallows the request if found genuine.

Purpose Limit Remarks

Private Visit USD 10000 per FY | Notapplicable for Nepal & Bhutan visits
Medical Treatment |USD 100000 For higher amount, an

per instance estimate is required.

Emigration LIS13 100000 Or lower amoupitt §f so fixed by the {
individual country . :
Employment USTy 100000 il _
Maintenance of | USD 100000 Nit :
close relatives Per Year m
Studies abroad S0 100000 or Which ever is higher per accadeniic year.
Fstimate |
Business trip / USD 25000 Irrespective of the period of stay
Conference/training
Gift / Donations  |USD 3000 Per Year ! Per remifter / Dontor Per annum

Liberalized
Remittance Schemel

USD 30000 Per FY | For Current/Capital account
Transactions or both

Is there anvthing special about the liberalized remittance scheme?

Under the liberalized remittance scheme, resident individuals are free to acquire and
hold immovable property or shares or any other asset mtside India without prior approval
of the Reserve Bunk, Individuals can also open. mantain and hold foreign cumency
accounts with a bank outside India {or muking remittances under the scheme.

In all the above cases, there is certain limits for drawing the eligtble foreign exchange in
the form of foreign currency notes and coins. The general limit s USD 2006, but it is
USD 300} incase ol countries like 1ibya and Iraq and, the full entitiement can be drawn
in foreign currency itself in case of travellers proceeding to Istamic Republic of Tran,
Russian Federation and other Republics of Commonwealth of Independent States. The
remaining entitlement will have to be curried either in form of a demand draft, travelers
cheque or by outward romittance.

Is there any means for the authorized dealer to ensuse that the applicant has not
already availed his eligible foreign exchange entitiement?

It is not mandatory for authorised dealers to endorse the amount of foreign exchange

sold for travel abroad on the passpor of the traveller. However. if requested by the

traveller, they will endorse the passport for the foreign exchange sold for travel. As per

the luw, authorised dealers are supposed to act based on the FEMA declarations and

affidavits turnished by the customer along with his request. With FEMA, there 15 a clear

shift of the responsibility on to the shoulders of the citizen and he will be liable to make
3
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up Tor any Joss to the economy and also bound to pay the penalty in case of fund diversion

/ drawal of foreign cxchange above his entitlemens.

Any stipulations regarding the Mode of payment?

Residents can draw foreign cxchange by paying cash upto Rs.50.000.00. Wherever the
drawa! of forcign exchange exceeds the amount equivalent to Rs. 50,000, the payment to be

made only by a crossed cheque drawn on the applicant’s bank account or that of the agent
sponsoring the visit of the applicant or by way of a banker’s cheque or a demand draft.

What to do with the unspent foreign exchange if any?

Unspent foreign exchange brought back to India by a traveller should be surrendered
within 90 days from the date of return of the traveller, if the unspent foreign exchange is
in the form of CURRENCY NOTES. I such foreign exchange is in the form of travellers
cheques,the same should be surrendered within 180 days from the date of return. Exchange
50 brought back can be utilised by the traveller for his subsequent visit abroad during the
period specitied above,

What vou mcan by Repatriation?

Repatriation into Indiz means bringing foreign currency into India and converting into
jocal currency (Rupee). Repatriation outside India means converting rupee mto foreign
currency and remitting out of India. This currency conversion is done at the market
determined TT buying rate or TT selling ratc. Or in other words. TT buying rate is the
rate at which remittances received in foreign currency to India is converted into Rupee
and T selling rate is the rate at which Rupee is converted into foreign currency for
remiliances send outside India.

What is the difference between Capital and Current account transactions?

Capital account transactions refer to transactions which alters assefs and liabilities.
Thus transactions meant for investment in immovable properties, investment in securities,
externat commercial borrowings. efe. arc of capital in nature. Cirrent account transactions
mean the transactions other than capital account transactions. Payments on account of
personal expenses, business expenses, gifts, donatiens, interest, commission, foreign
travel. educationa) and medical expenscs, elc. come under current account fransactions.

What is the speciality with travelter's cheque?

A traveler's cheque s a preprinted, fixed-amount cheque designed Lo allow the person
signing it to make :n unconditional payment to someone clse as a result of having paid the
issuer fusually a bank) for that privilege. As traveller’s cheques can usually be replaced it
lost or stolen, they are otten used by people on vacation in place of cash. The use of credit
curds has. however. rendered them less important than they previously were, However,
there arc few places that do not accept credit cards but do traveller’s cheques. At the time
of issuing these instruments, the signature of the purchaser Is aftixed on the top of each
instrument in the presence of the authorised person /dealer who is the issuer. While making
a purchase, the purchaser should. in the presence of the payee, put the date and countersign
the cheque in the indicated space, usually on the cheque’s lower portion. There is also an
aption for issuing stop payment instruction on the Jost instruments. S
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Theme No, 176 : CHEQUE TRUNCATION

To avord delays in clearing and to facilitate quicker settlement of clearing
cheques, Reserve Bank of Todia hus introduced a new process called
cheque truncation. itis based on the report of a working group headed by
Dr. R. D. Burman, Exccutive Director of RBI. The group has submitled
recommendations on the mode of truncation, preservation period of the
physical cheques, storage location of cheque images and security
requiremenis for the flow of cheque data images over the different banks
and clearing houses network.

What is cheque Truncation?

[t is a way to reduce the clearing cycle to provide faster clearance of local
and intercily cheques cnabling quicker payment and scttlement system.
This will enable banks to enjoy greater efficiency in the management of
funds of its customers and (o provide better customer service.

In the process of “cheque Truncation™ as envisaged by RBI, instead of
sending physical cheques deposited by bank customers to the clearing
houses. electronic records of their contents are generated through digital
image process (called Truncated cheques) and the collecting banks or
clearing houses will capture the clectronic information. These truncated
cheques along with the MICR data available at the bottom of these chegues
will be transmitted and presented to the drawee banks by clectronic
transmission for verification via secure, broadband data communication
network as a digitally signed data packei. The cheque truncation project,
which would use electronic image of the cheque for processing is a new
concept in our couniry and the RBI has decided to implement 1t soon,



What is the legal basis for introducing the new system of cheque
Truncation?

The legal basis for introducing the new system of “cheque truncation™ has
been established with the passage of the negotiable instruments
{Amendment) Act 2002, This Act has brought about a significant change
of the Information Technology Act 2000 thereby bringing the cheques
within the purview of the Act. The amendment of Section 6 of the
Negotiable Instruments Act has facilitated the inclusion of truncated
cheques within the definition of a “cheque’. The amended Section 6 of
the Negottable Instruments Act now reads as “A Cheque is a bill of
exchange drawn on a specified banker and not expressed to be payable
otherwise than on demand and it includes the clectronic image of a
iruncated cheque and a cheque in the electronic form”. Section 81 A of
the Negotiable Instruments Act 1881 will also give legal validity to
clectronic cheques.

New section 6 (1) of Negottable Instruments Act explains “cheque in the
clectronic form “conltains the exact mirror image of a paper cheque and is
generated, written and signed in a secure system ensuring the minimum
safety standards with the use of digital signatures (with or without the use
of Biometrics) and asymmetric cryptography. The clectronic cheque (e-
chequel thus contains the cxact mirror contents of the paper cheque in
image form and like paper cheques are _mmm__w binding Promiscs o pay.
Digital signawre brings with it the required (rust {authenticity, integrity,
confidentiality and non-repudiation-the four vital mantras of e-security)
{or the transaction.

How the process of cheque Truncation would work?

The cheque in the physical form as and when tendered by the customer,
the presenting banks will keep the physical cheque i their custody. giving
a unique dentiticr to the mstrument. capture the image of the instrument
by using the software provided lor the purpose duly certified by the
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authority concerned and route the image o the clearing house. The clearing
house will do the image routing and processing to send image files of
chegues (o the drawee bank. The diawee bank and branch will follow
tmage based inward and outward return including verification of signature
images of drawer already held in clectronic form with the drawee branch.
In the outward return, the returned instrument is allocated a fresh unique
idennifier and a return reason (image return document). This can be used
by the customer to represent the cheque, The image files messaging and
transmission across the banks and clearing house could be ensured through
Structured  Financial Messaging sysiem (SFMS) and INTINIT of the
reserve Bank of India which is public key Tnfrasiructure (PKI) enabled.

What the commercial banks are expected to do?

The banks arc expected to putin place suitable sysiems and procedures, and
curty out stringentand rigorous tests to ensure that the system comply to the
banks’ and RBT requircments. The sclected system should be tested and
proven Lo scamlessly interface 1o clearing [ouse interface (CHI).

The current paper based clearing will be replaced by image and data
clearing for outward and inward itcms, Cheque data and images will be
stored in image archives for outward and inward iems for cight years, The
paper instruments should also be retained (or eight vears.

What are the lHardware and Software needs?

RBI will provide only the CEHTapplication softwarc, to the member banks.
Banks have topurchase (i) appropriate hardware, (i) syslems software, and
(il networking infrastructure. The CHI will actas a Gateway for outward
and imwvard MICR data and the images of the instruments o be senl to/f
Received from the clearing housc over the network/media. The CHI is a
windows based software with server, The Gateway shall be deployed
using the Public Key Infrastructure for all its communication with the
clearing house. The CINT shall aggregate the images and MICR data

-3-



recetved from the branches for outward presentation and will deliver the
inward images and MICR data, drawee bank branchwise, to the respective
CHI. Banksarctocenswre that the images and data senttoRBT s CHl comply
with al] the guidelines issued by RBL The images may have (o pass the
reguired Tmage Quality Assurance (IQA) and Image Quality Usability
HOL) specitications. Tailure to do so may result in rejection of such
LS.

How to deal with Fraudulent Transactions?

There 1s apprehension amongst bankers that they may not be able (o
distinguish between [raudulent cheques and genuine ones under the
eserve Bank ol India's plan to clear cheques using scanied images. They
dre mafix as o what 1o doif there is any suspected fraud in the physical
cheque itsell. Tike alieration of tigures. fraudulent signaturcs, etc. Aware
of such an eventuahty. it has been decided that the collecting banks or the
cleuring houses will retain the truncated cheques and the drawee banks will
he able to examine the physical version of truncated cheques to assist them
m making payment decisions in case of need — like suspicion of any fraud,
orgery. tampering or destruction of the instrument under question.

Conclusion : Clearmg through cheque truncation is expecied 1o commence
in metros fike Delht, by 31 March. 2007, This will help to reduce the
time for the clearing process 10 one day. Besides, the time efficiency, the
process would do away with the need for transporting millions of cheques
every day. Many countries including third world countries Jike Botswana,
Venezuel, Columbia, Malaysia. Tatwan and Thatland bave already adopted
truncated cheque clearing. The cheque fruncation project is certain (o
revolutionalize the payment mechanism in our country. It will also give a
hig jump towards the efforts of providing better and technology based
customer service.
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Good news for NRIs!

We transfer your funds from UAE to India at bullet speed.

Your hard-earned money will be safely transferred to the customer’s account
with South Indian Bank within 30 minutes! At cheapest rates through SIB
EXPRESS, 365 days a year.

Speed remittance to all banks in India too.
We offer different services that are tailored to meet your various needs.
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Theme No. 177 : CORE BANKING SYSTEM - PART [

Definition of Core Banking System

Core Banking system is the sum total of all the information technology
components (hat enable a bank to manage its core business activities in a
centralised model. The core banking activities include round the clock
processing of all the products. services and information of a bank.

The major CBS Components

The major IT components of CBS include a mature and robust banking
application software, various hardware components and a network
infrastructure that facilitatc adistributed front end banking operations and
a centralised data processing at the back end.

Let us clucidate

Note that it is a banking solution (not a branch banking solution) and
hence it is implcmented at a central location to which various otfices and
service outlets of the bank are connected. The customer is no morc the
customer of a bank’s branch but that of the bank itsell. The software
components used in CBS must take carc ol almost all the core banking
aclivities of the bank, Under CBS. a bank must also be in a position 0
offer the basic banking services to its customers on a 24/7/363 model.
Thus CBS is a step towards enhancing customer convenience through
anywhere and anylime banking.

Some terms associated with CBS
Data Centre (DC) - The place where the central server / servers arc housed.

Disaster Recovery Site (DRS) — An alternate data centre which will actas a
backup resource and ensure business continuity i case of a DC [ailure.



Data Mirroring — Storage devices attached to Servers located 1n DC and
DRS are updated on a rcal time basis. so that data integrity as well as
availability are ensured even in case of a hardware failure. Bank’s real
tme data is stored in multiple devices and locations.

Backup — Data stored in the ixed storage devices are copied on to
removable storage devices / tapes and preserved for any future contingency.
These backups arc stored in some off-site location to avoid the damages
on account of a disaster like carth quake, fire. flood ete.

Leased Lines — These arc the primary data links used for CBS networking.
These are analog links on fixed yeayly rentals and there are no additional
usage charges. -

ISDN Lines ~ These urc the sccondary data links put to use in case of a
I.cased line failurc. These are integrated services digital network lmes
which can carry various forms of information packets (data, voice and
images and video) as digital signals.

Modem — This is nctworking equipment used 1o modulate and demodulate
the data signals. Computers work on digital data signals where as the leased
limes can carry only the analog signals. Modems modulate (convert the
digital signuls to analog signals) at the transmitting end and then
demodulate (Convert the analog signals to digital signals) at the receiving
end.

Switch — In o branch there can be more than onc computer and these
computers are networked to form a local area network (LAN) using a
device called switch.

Router — Router is another network device that conneets different LANs
and facilitates intelligent data transfer. Router also functions as an
intelligent switching device between various connectivity channels, viz,
leased linc. ISDN. PSTN etc. When the primary link (LL) is down, it
awomaticaily dials the ISDN and re-cstablishes the network conncctivity.

[

Regional Cluster Cenfre (RCC) - Instead of taking separate links between
individual branches and the data centre, branches in a geographical region
are first connecled 1o a location in that region and this locaiion 1s then
connected to the data centre using links of higher band width. This location
is termed as a regional cluster centre. Some banks also house their regional
data servers in RCC. so that in case of a total network failure between
RCC and DC, branches in thal region can continue to operatc and 2lso
provide Any Branch Banking (ABB) facilities within the cluster.

Evolution of CBS in India?

The major objectives of bank aulomation are belier customer service,
flawless book keeping and prompt decision-making that leads to improved
productivity and profitability. The concept of bank automation started in
the year 1981, but it was during the period 1984-1987 banks in Indra started
the branch level automation, making use of the then available MSDOS
based stand alone computers. This initiative was taken by the banks on
the basis of “First Rangarajan Commuittee report” on bank compulterisation
submitted in the year-1984. ALPMs (Advanced Ledger Pesting Machines)
were (he fashion in those days. However. the pace of bank automation
was very slow in the banks primarily owing to the lack of rradc union
consensus on bank automation. Another committee was constituted in
1988 under the chairmanship of Dr. C Rangarajan, the then Deputy
Governor of RBI to slate down a perspective plan on automation of banks
for a five year period. This paved way to the implementation of mulfi-user
Total Branch Automation packages running on a LAN (Local Area
Network), either on a Netware or a UNIX operanng system. With the
implementation of TBA. banks started to offer the facihitics of cxclusive
Customer Terminal, Single window transaction. on-linc and off-sitc ATMs,
Tele-Banking elc.

But with the advent of new gencration private sector banks in India during
1994-1996, the real era of bank marketing started and these banks started to
offer any where and any time banking facilities to its customers. This was
possible for them mainly owing to the fact that they cpted for the

-
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implementation of a WAN (Wide Area Network) based centralised banking
solution rather than a [LAN based branch banking solution to network their
hmited number of branch outlets. The old generation banks in India hesitated
te follow this banking fashion on account of its large network of branches
on onc hand and the then prevailing exorbitant [T cost on the other hand.

But with the globalisation and liberalisation of Indian market and with the-

enactment of TRAT (with a mission to create and nurture conditions for
growth of weleccommunications in the country in a manner and at a pace
which will enable India to play a leading role in cmerging global information
society) duning the ate nineties, there happened a drastic reduction in iT
cost. Improved iclecommunication facilitics and reduction in hardware as
well as nenworking cost changed the mind sct of the banks in India to try the
CBS option. This also cquipped them with the required technology leverage
tocompete in the Indian market by offering the similar technology products
und services. as those offered by their new generation competitors,

What are the main functionalitics available with CBS?

¢ main functionafities of CBS include:

¢ Customer information files with all the non-dynamic information
about the customer. busincss entity or group and relationships.

¢ All bank habhity accounts : savings, fixed deposits, current accounts
ele.

¢ All bank asset accounts: loans, mortgages and credit facilities.

* Bank General Ledger, Bank Financials and Audit trails.

* Payment systems & Real Time Gross Scttlement.

¢ Card systems. Elecuwronic Funds Transfer at the Point of Sale,
Automated Teller Machines, and other clectronic payments and
transaction handling systems.

* Reporting and compliance with regulatory requirements.

* MIS for Asset Liability Management (ALM). Anti Moncy
Laundering{AML). Cash Management System {CMS}, Assct
Monitoning (Non Performing Assels and Other Credit Information),
Basel I {for quantifying the operational risk associated with business
products. services and volumes) etc.

{To be ¢ontinved....)
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Theme No. 178 : CORE BANKING SYSTEM - PART 11

Major Providers of CBS Application Software

Fisery (ICBS). Misys (MidasPlus), Temenos (T24) cic. are the major
International Core Banking Solution {application software) providers.
Infosys (Finacle), I-flex (Flexcube) and TCS (FNS-BANCS) are the major
playcrs in the Indian market and Infrasoft (Omni Enterprisc), Lasersoft
(Panacca) are surcly going to be the other altematives available to the
Indian banks.

Infosys Technologies Ltd. Finacle is the universal banking solution from
Infosys. The sclution addresses the core banking, c-banking. treasury.
wealth management. CRM, and cash management requirements of retail,
corporate and universal banks worldwide. South Indian Bank, Punjab
National Bank, ICIC Bank etc. are the major clients.

I-flex solutions Ltd. since latc 2003 it is owned by Oracle (previously
was controlled by Citigroup) and specializes in providing statc-of-the-art
mformation technology solutions to the Banking and Iinancial Scrvices
industry. FLEXCUBE is their CBS solution which is an end-to-end product
suite for retail, consumer, corporate, investment and internet banking, asset
managemcent, and investor servicing. HDFC Bank, Syndicale Bank etc.
are the major clients.

TCS FNS (Financial Network Services Limited) is an Australian developer
and supplier of banking application sofiware, operating in world markets.
The company is owned by TCS since Q4 2005 and consistently has ranked
in the top 20 full banking system suppliers. BANCS is their CBS application
software which runs on multiple operating systems, is platform and
databasc-independent; operates in a muli-lingual and multi-currency
capacily and provides the features and [unclions necessary to aulomate a
bank’s enlire opcrations. State Bank of India is the major client.



Benefiis to Banks?

Following are the major benefits derived by the banks:

¢ Rephlace old technology scamlessly with a state-of-the-art n-tier
application,

¢ Replace multiple disparate and older generation svstems with a
single integrated mula-product processing application across
YARIOUS countries.

+ Streamiime operations by integrating the enterprise, Lo existing in-
house applications and to offer a single customer view,

* Create a virtual banking operation from ground-ap and offer a host
of banking products.

¢ Enable multiple ncw delivery channels (Internel Banking, 7 X 24
ATM. Mobile Banking. Tele-banking and Point of Sale Terminals)
allowing the bank to reach out to new customers and segments.

* Move to centralized processing and handle much higher volumes
withouta proportionate increase in resources or infrastructurc costs.

¢ Usc business inteliigence (0ols 1 analyze customer needs and create

ew products and ollerings.

+ Build and retain customer relationships based on the strength of
customer service capability.

* LEnablc and muodity product offerings quickly and effliciently based
on cuslomer s market nceds.

+ Reduce costs. improve bottom-line and stakeholder rewards.

¢ Quick und easy mtroduction of new producis and services

Advantages to Customer?

As mentioned in the beginning. the customer is no longer the customer of
4 bank branch but that of the bank itself. With this status change. he cun
bank with the bank as u whole rather than with his specific branch. Any
where and any ttme banking facilities are the ultimate customer bencfits
on aceournt of CBS mplementation. Customer can enjoy the online and
real ime banking (acilities through ATMs, Point of salc terminals (POS)
Internet. Mobile phones and Kiosks, Quick realisation ol instruments
lodged for collectnon. on-line and easy fund transfer (intra-bank as well as
mter-bank) cte. are other benefits (o the customers, as CBS climinates the
physical transit of transfer/realisation advices using the postal system.

3.
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Customers can issuc multi city cheques to their clients rather than depend
on demand drafts for the oul station and third party payments to a large
extent, With CBS put in place. bank personnel gel more time (or castomer
care and this is surcly going to be a step towards customer delight.

To offer Any where and Any time banking products, is CBS a must?

Surely not. Many banks that offer these faciiities have just started ihe
process of implementing a CBS for their business. AWB and ATB [lucilities
can be offered by networking the distributed darabase. Many banks,
including the PSBs are offering these lacilities by means of networking
their TBA branch servers. This will reduce the cost and overhcads. but by
compromising the data integrity and cffective IT management. The real
time data of these banks resides in the individual branch servers and hence
the management of a large number of branch servers, data synchronisation
and consohdation [or MIS ele. are the arcas of risk and business concem.
Thus banks can offer the above (acilitics with out implementing a CBS,
where the basic characteristic is centrafised data processing.

How are the individual accounts identified by CBS?

The customer information of the bank is stored in the contral server and
the individual customer records will have to be selected for effecting a
financial or non-finuncial transaction or inquiry. In order to identify the
speetfic customer accounts, branch code and product code are generaily
prefixed to the account number. Thus under CBS, in a 16 digit account
numbering pattern, a savings bank account bearing its ID number as 4377
n @ manual or TBA environment is identified as 0001-012-000004377.
Here the first 4 digils represent the branch code, next 3 digits represent
the product/service code (SB A/cy and the remaining 9 digits represent
the account number. This is the reason for an increase in the number of
digits of the cistomer account number. when the branch migrales into
CBS. This numbering pattern identifies the SB Account 4377 of branch A
from that of branch B.

What are the risks of having a CBS?

Although there are a lot of arguments which are pro CBS, there are also
some risks in having a CBS. The main risks arc on account of network
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and server fatlures, which have to be clearly addressed while formulating
a business conunuity plan (BCP). Since the entire data is available at the
data centre, a branch will get typically alicnated and its operations get
affected. The whole banking operalions get paralysed on account of a
server fatlure or due to a network [ailure at the data centre. The disasters
and attrition of key 1T personnel arc next in the Jist. The CBS application
software. although supposed to be highly parameterised, modular, scalable
and [lexible. often demands for a work-around or a business process
reengineering (BPR). Integration issucs with third party solutions pop up
while rolling out new products and services. The customisation part is
another headache and banks later on realise that they have been customised
o a corner! Ensuring the prompt and expert [T support from the 3
dimenstons, viz., software, hardware and network and delivering the new
products and services as per the business plan of the bank ~ these are the
mevitable challenges in having a CBS model. To shoulder these risks and
responsibilities, the bank should invariably have a well paid, dedicated
and Joyal IT team in its rolls rather than an outsourced model and here
comes the importance of an effective chief information officer.

Roadmap of CBS?

With the mergers and acquisitions going to be the fashion of the years to
came, CBS application software is getting ready to take care of real time
banking transactions which are of multi-bank, multi-currency, muli-
country and multi-lingual characteristics. Instead of the present user /card
based password authentication, biometric authentication is going to be in
vogue. Thus the day is not far away. when one of you just stand in (ront of
an ATM here in India. the biometric camera attached to thc ATM recognises
your retina. the ATM screen salutes you with the menu options, you select
the option “funds transfer™, then enter the 22 digit (let us add 3 digits each
for the country code and bank code!) bank account number of your younger
sister studying in US and then lollowed by the transaction amount. The
ATM now asks for your conlirmation, commits the transaction and
gencrates a receipt for you. where the transaction will show the time stamp
as “Sunday. 09.30 Hrs, 10 July 20107, where as, the credit to your sister’s
account will bear & time stamp as “Saturday, 22.30 Hrs, 9* July 20107,
And thisis what we call Corc, Online. Realtime, Electronic banki ng system.
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Good news for NRls!
We transfer your funds from UAE to India at bullet speed.
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Theme No. 179 CORPORATE GOVERNANCE - PART [

Ever since the collapse of corporate grants like Enron and Worldeom and.
emergence of globalised ceonomic ensronment and convergence of vanons
corporale culture across five continents, the concept ot corporate Gaovernance
is gaining ground duy by day. Achicvement ol business goals in this highty
complex and competitive environment is achallenge met by intricate weaving
of legal. socio-economic and human resources. The decision making process
requires transparency and accountabulity. Business ethics and moral values
have to be upheld at all Tevels of E,S_ﬁ_mn_:o:r

The basics of Corporate Governance including the recommendations of
Kumaramangalam Birta Commilice was covered in our April and Miy.
2000 1ssues. But subscquently Jot of studies. discussions and enactments
have taken place worldover. Different countries have different fegal
systems and different traditions for interpreting and entorcing legislation
of relevance for corporate governance. USA saw the need to bring in the
Sarbunes-Oxley Act {Popularly referred to as SOX). The act was nol just
about regulations and compliance, but that good governance 15 good
business with clear codes and ethics. Companies with strong governance
practices have demonstrated strong financial returns.

What is corporate governance?

Different people and professional orgamizations describe Corporate
Governance in different ways, To put it simply. corporate governance
aims at doing every thing in the most efficient manner, so that alf the
stakeholders gel benefited.  The first objective could be to tmprove the
shareholder™s retwrn on equity but in the long run. 1t would be to increase
the return for all the stakeholders —- sharcholders. employees. customers.

suppliers, government and genera! public.
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The Institute of Company Secretarics of India (ICSI) define “C.G. is the
application of best management practices. comphance of law in true letter
and spint und adherence to ethical standlards for effective management
and distribution of wealth and discharge of social responsibility for
sustiitible development of afl stakeholders™.

Wliat is the aim and focus areas of NFCG?

With the goul of promoting better corporale governance practices in India.
the Minstey of company Affairs. Government of India, in partnership with
conlederation of Indran Indusiry (C11), Institute of Company Secretaries
of Tochu (ICST) and Institute of Chartered Accountants of Tndia (ICAT),
has set up the Nauonad Foundation for Corporate Governance.

Th
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NECG will focus on the following arcas:

+ Cyeuting awareness on the importance of implementing good
Corporale governance practices both at the level of individual
corporations and for the economy as 4 whole.

»  Encouragimg rescarch capability in the area of corporate governance
n the country and providing key inputs for developing regulations,
which meet the twin objectives of maximizing wealth creation and
luir distribution of this wealth.

*+ Working with the regulatory authorities at multiple levels to improve
implementation and enforcement of various faws related to
COTPOLIE ZOVEINANCE.

» In close co-ordinaton with the private scctor, work to instill a
commulment to corporate governance reforms and facilitate the
development of a corporate governance culture.

» Culuvating international linkages and maintaining the evolution
towards convergence with international standards and practices for
accounting. audit and non-financial disclosure.

e Selting up of ‘Nuational Centres for Corporate Governance’ across
the country. which would provide quakity training to Directors as
well us produce quality research and aim (o receive global
recognition,

What are the important committees on Corporate Governance?

All countries that have adopted Corporate Governance practices have
taken cue from the “Cadbury Committee Recommendations®, Cadbury
Committec was set up in Britain o go into the details of corporate
governance prevailing in UK. in May, 1991, The Cadbury Committee
was born out of the scandals that hit the UK during the last 1980s. Actually
in the US, the term "CG” was in use even during 1970s, Some of the
recommendations of the Cadbury Commiltee is based on US practices.

[n [ndia, the three important committees related to C.G. are

1. Kumaramangalam Birla Committee 2000
2, Naresh Chandra Committee 2002 and
3. Naravana Murthy Commitee 2003

What are the highlights of Cadbury Committee Report?

¢ Boards should have separate audit and remuncration commilttees made
up entircly of independent directors.

¢ Audit committees should meet with the external auditors ar least once
a year and without executive dircctors.

¢ The full reruneration package of all directors —including performance
— related elements — should be disclosed in annual reports.

= Dircctor’s term of office should run for no more than three years without

sharcholders approval.

The board must meet regularly,

[t ought 1o have a formal schedule of matters for decision.

[ndependent directors should be appointed for specified terms.

Independent directors should be appointed through a formal process.

Independent directors should have a standing ouside the company that

ensures that their views carry weight,

¢ Independent directors should be [ully independent and free from links
with the company other than the foes and sharcholdings. _

* I'ees for independent directors should reflect the time they spend on
company business.



-
*should be an accepted division at the head of the company, which
ance of power and authority such that no one indrvidual
untettered powers of decision making. Where the Chairman 1s
absu the chiel executive. there should be o strong independent element
= hoard with an independent Jeader.

What are the main recommendations of Naresh Chandra Committee
Report?

s~ Chandra Committee's Report has recommendattons on the Auditor
i I ettective ete. on the'one hand and on Corporate Governance

¢ e the ghlights in the Corporate Governance area:

'k and CFO certfication of annual audited accounts {or ail listed

compuntes as well as public limited companies whose paid-up

cupttal and free reserves exceeds Rs, [0 crores or turnover exceeds

Rs. S crores,

Jess than S0 percent of the board of directors of uny listed company,

s well as unlisted public mited companies with a paid-up share

tal and free reserves of Rs. 10 crore and above. or turnover of Rs,
3 erore and above, should consist of independent director. (The
Comimittee has defined the term “Independent Director ),

¢ Minmmum Size ol Board of Directors of the Companics referred
-above. should be 7 of which at least 4 should be Independent
Directors.

*  The above satd companies should disclose the timing and duration
ol Bowrd/Committee Meetings.

« Hncourage participation of Directors who are unable (o personally
make 1t t the mecting, through Tele Conlerencing or Video
Conferencing.,

s Faxompt non-cxecutive and independent directors from such criminal

and civil liabihtics,

Training of Independent Directors

(T be contd. ... ]
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What are the key recommendations of the SEBI Committee under
the chairmanship of Sri. N.R. Narayana Murthy?

It wus the belict of the Securities and Exchange Bourd of India (“SEBI”)
that efforts to improve corporate governance standards in India must
continue. This is because these standards themselves were evolving in
keeping with market dynamics. Accordingly, the Committee on Corporate
Governance was constituted by SEBI. to evaluate the adeq uacy of existing
corporate governance practices and further improve these practices. The
Committee compriscd members from various walks of public and
professional life. This includes captains of industry. academicians. public
accountants and people from financial press and from industry forums.

The issues discussed by the Committee primarily related to audit
committees, audil reports, independent directors, related parties, risk
management, directorships and director compensation, codes ot conduct
and financial disclosures. The Committee's recommendations in the final
report were selected based on parameters including their relative
importance, faimess, accountability, transparency, ease of implementation,
verifiability and enforceability.

The key mandatory recommendations focus on strengthening the
responsibilities of audit committces; improving the quality of financial
disclosures, including those related to related party transactions and
proceeds from initial public offerings: requiring corporate executive boards
to assess and disclose business risks in the annual reports of companies;
introducing responsibilities on bouards to adopt formal codes of conduct:
the position of nominee directors; and stock holder approval and improved
disclosures relating to compensation paid to non-executive directors.



Non-nundatory recommendations tnelude moving o a regime where
corporite lindncial statements are not qualiticd: insututing a svstem of
tainine of hoard members: and the evaluation of performunce of board
membhers.

The Comnmittee f2lt that #1s worth implementing the governance reforms
even il the cost s hitde high. In this context, it should be noted that the
farlure o implement good governance procedures hus a cost beyond mere
Litory prablems. Companies that do not employ meaningful
wonveranee procedures will have to pay a significant risk premium when
compelige ot scrce capital in today's public markets.

What are the steps taken by SEBI recently to improve corporate
governance?

Carporaie Governance was an issue that SEBI took very seriously during
2ecwath SEBE Chairman Sri M. Damodaran leading the eftorts ot CIIL
NECCGind other industry bodies to make small and medivm companies
e adhere to the clause 49 of the tisting agreement along with the farge
cs o BSE as a medsure to implement corporate governance issucd
SUSPOTISION NOAICEs o 56 companies for non-compliance of various clauses
of the listing agreement. Clause 49 s now applicable to all listed companics
having a paid up captral of Rs.3 crore and above at any time in the history
of the company. The Corporate Governance report of d company to which
chiuse 49 1s apphicable can be certified by a practicing company secretary.

Do we have an ellective system to identily weakness in internal
control?

We huve an effective system of maintaining internal control and 1dentifying
weaknesses, Forexample. as per Clause 49, a CEOQ/CFO has to certity to
the bowrd that he accepts the responsibility of maintaining the internal
control and of 1ts effectivencss. He also has to certify the significant
changes in the internal control systems,

[l

o

Further, the clause requires the audit commitiee (0 review the informanon
on internal control weakness identified by sturutory auditors and entails a
company to include management discussion and analysis reportas a purt
of the annual report. wherein the internal control system and 1ts adequacy
arc to be specified. A practicing compuny secretary certifying a corporate
covernance report also ensures that there has heen effective evaluation
and reconstruction of internal controls. thereby. helping in better
management of internal risks. All these ensure better governance.

Are independent directors truly independent in India? What is the
incentive to attract independent directors?

Lligibifity of an independent director is clearly defined 1n the statute. The
law is umformly applicable (o all companies irrespective of their nature.
In family owned business also independent directors have got a role o
play. Independent directors are independent to a large extent .

Apart from good compensation. independent directors have greater
opportunity to provide objectivity and expertise in the decision-making
process of the company. They can surely add value to good governance
practices.

What are the major conclusions of the 7 meeting of the World council
for Corporate GGovernance?

The seventh WCCG Conference held from 11-12 May. 2000 at Nuffield.
London discussed the issues in detait and a summary of the conclusions
are given below:

s Boards must operate as a cohesive icam where chalienge and raising
of sensilive issues can occur without breaking the harmony of the
group.

o The primary boardroom task is strategic direction, to be cttective
boards must receive the right information and focus on the key 15sues
facing the business.




e Boards should work on continuous improvement of their own
performance. including areas like CEO succession, exceutive
compensation. board skilis and board diversity.

» The hoard 1s responsible for the values and ethical behaviour of the
oreanization. it must take a wide view and ensure that the interests
of all stakeholders are taken into account.

o The primary purpose of business is economic; Corporate Social
Responsibility is necessary and must support the business. The
hoard needs to define the role and scope of CSR, and the structures
and svstems to achieve it.

s [ixternalauditing is an essential check to ensure board accountability
and must be supported by internal auditing.

What are the advantages of good corperate governance?

¢ |mhibes accountality of the Board to the Stakeholders.

+  Enables effective functioning of Board and its Committees.
+  [nhunces the Brand Image of the Company,

¢ Ensures optimum utifizaton of resources.

« Mikes Corporate Policies Transparcnt.

»  Fnables the Board to give right strategic direction.

Ensures Good internal control system.

Superior cconomic performance.

nc_:,._:mmc_d”mo:uo_.»;.wooéam:nmEmm:maomsmmééizmc@:g8
improve telations between Company and its customers; to improve the
wealth of sharcholders but at the same time taking care of the interest of

s emplovees and the society at large.

Corporale Governance should not end with just the number of board
meenngs held. or the number of hours the meeting lasted, which all
directors attended. etc. [t should result in the adoption of best strategies/
practices, transparency. better uccountability and maximization of wealth
to ull the stakeholders.
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Theme No. 181: FOREIGN EXCHANGE - FACILITIES TO RESIDENTS & NONRESIDENTS .

What is FEMA?

It is an Act called " FOREIGN EXCHANGE MANAGEMENT ACT-1999." The Acl
came into force from 1" day of June, 2000. Ttextends to the whole of India. The objective
of the Act is to facilitate foreign trade and promote orderly development and maintenance
of FOREX MARKET. This enactment replaced the then prevailed (FERA) “Foreign
Exchange Regulation Act - 1973

Wheo is an NRI?

A Non Resident Indian is an Indian who has gone out of India or stays outside Tndia,
) For or on taking up employment outside India, or
b} For carrying on outside India a business or vacation outside India, or
¢) For any other purpose, in such circumstances as would indicate his intension to
stay outside India for an uncertain period.

Which are the different types of Non Resident bank accounts?

A. NRE Accounts: These accounis arc maintained in Indian rupees. Accounts can be in
the form of Current, Savings, Term Deposit and Recusring Deposit. Joint accounts are
permitted with NRIs. Account can be opened by direct remittance from abroad, ransfer
from existing NRE, FCNR(B) accounts or with foreign currency note, travellers cheque
tendered personatly by NRIs during their visit to Tndia. Repatriation of credit balance
permitted. Residents in India can be authorised (o operate the account for local payments.
Balance is exempt from wealth tax and interest earned is exempt from Income Tax.
Loans can be avatled against security of NRE Term Deposit and as per the recent RBI
guidelines, the maximum loun amount is stipulated as Rs. 20 lacs. Since these accounts
are kept in Indian tupees, customer is exposed to a probable loss in case rupee gets
weaker. The rates of interest offered on NRE accounts are relatively higher when compared
with that offered on FCNR accounts.

B. FCNR Accounts: In India, FCNR (Toreign currency non resident) deposit is accepted in
US dollar, Canadian Dollar, Australian Dollar, Japanese Yen, British Pound and EURQ for
various matarities insulated against exchange rate fluctuations. In India, RBL has permittcd
banks to maintain foreign currency accounts in the above 6 currencies and hence, these
currencies are often referred as designated currencies. Balance and interest is repatriable.
Joint accounts are permitted with NRIs, Rupee or Foreign Currency loan can be availed
against deposits. When compared to NRE accounts; there is a probable loss in case nupee
gets stronger. These accounts are only of fixed deposit type und the minimam deposit period
is | Year. Banks also provide forward contract facility to the customer, so that he will also
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What is FEMA?

It is an Act called * FOREIGN EXCHANGE MANAGEMENT ACT-1999." The Act
came into force from 1* day of June, 2000. It exiends to the whole of India. The objective
of the Act is to facilitate foretgn trade and promote orderly development and maintenance
of FOREX MARKET. This enactment replaced the then prevailed (FERA) “Foreign
Exchange Regulation Act - 19737,

Who is an NRI?

A Non Resident Indian is an Indian who has gone out of India or siays outside India,
a) For or on taking up employment outside India, or
b} For carrying on outside India a business or vacation outside Indiz, or
¢} For any other purpose, in such circumstances as would indicate his intension to
stay outside India for an uncertain period.

Which are the different types of Non Resident bank accounts?

A. NRE Accoants: These accounts are maintained in Indian rupees. Accounts can be in
the form of Current, Savings, Term Deposit and Recurring Deposit, Joint accounts are
permitted with NRIs. Account can be opencd by dircel remittance from abroad, transfer
trom existing NRE, FCNR{B} accounts or with foreign currency note, travellers cheque
tendered personally by NRIs during their visit to India. Repatriation of credit balance
permitted. Residents in India can be authorised to operate the account lor local payments.
Balance is exempt from wealth tax and interest carned is exempt from Income Tax.
Loans can be availed against securily of NRE Term Deposit and as per the recent RBI
guidclines, the maximum loan amount is stipulated as Rs. 20 lacs. Since these accounts
are kept in Indian rupees, customer is exposed to a probable loss in case rupee gets
weaker. The rates of interest offered on NRE accounts are relatively higher when compared
with that offered on FCNR accounts.

B. FCNR Aceounts; In India, FCNR (Foreign currency non resident} deposit is accepted in
US dollar, Canadian Dollar, Australian Dollar, Japanese Yen, British Pound and EURO for
various maturities insulated against exchange rate fluciuations. In India. RBI has permitted
banks to maintain foreign currency accounts in the above 6 currcncies and hence, these
currencies are often refuived as designated currencies. Balance and terest is repatriable.
Joint accounts are permitted with NRIs, Rupee or Foreign Currency loan can be availed
against deposits. When commpared to NRE accounts; there is a probable loss in case rupee
gets stronger. These accourts are only of fixed deposit type and the minimum deposit period

‘is 1 Year. Banks also provide forward contract facility to the customer, so that he wifl also
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getthe benetitof prevailing forward premium. As in the case of WRE accounts, the balance
iy exempt from wealth tax and interest sarned is exempt from Income Tax.

C. NRCG Acconnts: Accounts maintained in Indian Rupees for routing bona fide local
remittance like rent. income from land etc. Joint accounts are permitied with NRIs or
Residents. Interest eamed in the account is subject to Indian Income Tax. Account can be
mainizined in the form of Current, Savings and Term Deposits and repatriation is restricted.
D. RFC Accounts: A person of Indian Origin who returns to India lor permanent
settlement after a stay of minimuio period of one vear abroad ts cligible Lo open RFC
account. Assers aequired or held at the tme of return are eligible for credit to RFC
account, For Example: Funds in bank account outside India, [ncome such as dividend,
interest, and profit earned on assers abroad, sale proceeds of eligible assets, pension and
other monttory benetit received from outside India arising out of employment taken up
abroad, foreign currency notes, travellers cheques brought to India at the time of return
and balances in NRE & FCNR acconnts. The balance can be repatriated or credited to
NRE or FCNR(B1 accounts. it the account holder becomes an NRI subsequently. Balance
in the accouats can be used tor bona-fide expenses like travelling expenses for going
ahroad. children’s education abroad ete.

Can a resident in Tndia have an account in foreign currency?

Surely. A person resident in India can open, hold and maintain with an authorised dealer
in India. a Resident Forelgn Currency Domestic Account. He can make remittance o
this account from the toreign exchange acquired in the form of ewrrency notes, bank
notes and travellers cheques from any of the sources like, payment for services rendered
abroad, as honorarium, gift, or any payment received in settlement of any lawful obligation
from any person not resident in India.

What do vou mean by Nostro and Vostro accounts?

Nostro Ade is an Indian bank’s foreign currency afc with another Bank outside [ndia.
Vostro Ade means a foreign bank's or exchange company’s Rupee a/c with a Bank in India.
Who is an Authorised Person?
Foreign Exchange Management Act (FEMA ) stipulates that all toreign exchange transactions
are required to be routed only through the entities that arc licenced by the Reserve Bank 1o
undertake such transactions. Such entities are defined ay Authonsed persons in Section 10
ot the Act. Under current dispensation, such authorised person may be |
a) A Commereiad bank (AD- Awthorised Dealert. or
by A Money changer {FFMC- Full Fledged Meney Changers}. or
¢l Any financial institution authorised tor limited kind of transactions. depending
on their activity, or Any other entity authorised by the Reserve Bank (RAD-
Restricted Authorised Dealers).

What are the various foreign exchange drawing facilities available to an Indian
resident?

Persons restdent in India are allowed to draw forcign exchange from Authorised Dealers

s

.
for various current account transactions as per the provisions of Foreign Exchange
Management Act, 1999 amended from time to time. Following table gives a gist of such
facilities available to Restdents to draw {oreign exchange through Authorised Dealer
Category -- T (Burks). If a resident requires more than the permtied entilements, he can
approach RBI for permission and in most cases RBILallows the request if found genuine.

Purpose Limit Remarks

Private Visit USD 10000 per FY | Notapplicable for Nepal & Bhutan visits
Medical Treatment |USD 100000 For higher amount, an

per instance estimate is required.

Emigration LIS13 100000 Or lower amoupitt §f so fixed by the {
individual country . :
Employment USTy 100000 il _
Maintenance of | USD 100000 Nit :
close relatives Per Year m
Studies abroad S0 100000 or Which ever is higher per accadeniic year.
Fstimate |
Business trip / USD 25000 Irrespective of the period of stay
Conference/training
Gift / Donations  |USD 3000 Per Year ! Per remifter / Dontor Per annum

Liberalized
Remittance Schemel

USD 30000 Per FY | For Current/Capital account
Transactions or both

Is there anvthing special about the liberalized remittance scheme?

Under the liberalized remittance scheme, resident individuals are free to acquire and
hold immovable property or shares or any other asset mtside India without prior approval
of the Reserve Bunk, Individuals can also open. mantain and hold foreign cumency
accounts with a bank outside India {or muking remittances under the scheme.

In all the above cases, there is certain limits for drawing the eligtble foreign exchange in
the form of foreign currency notes and coins. The general limit s USD 2006, but it is
USD 300} incase ol countries like 1ibya and Iraq and, the full entitiement can be drawn
in foreign currency itself in case of travellers proceeding to Istamic Republic of Tran,
Russian Federation and other Republics of Commonwealth of Independent States. The
remaining entitlement will have to be curried either in form of a demand draft, travelers
cheque or by outward romittance.

Is there any means for the authorized dealer to ensuse that the applicant has not
already availed his eligible foreign exchange entitiement?

It is not mandatory for authorised dealers to endorse the amount of foreign exchange

sold for travel abroad on the passpor of the traveller. However. if requested by the

traveller, they will endorse the passport for the foreign exchange sold for travel. As per

the luw, authorised dealers are supposed to act based on the FEMA declarations and

affidavits turnished by the customer along with his request. With FEMA, there 15 a clear

shift of the responsibility on to the shoulders of the citizen and he will be liable to make
3
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up Tor any Joss to the economy and also bound to pay the penalty in case of fund diversion

/ drawal of foreign cxchange above his entitlemens.

Any stipulations regarding the Mode of payment?

Residents can draw foreign cxchange by paying cash upto Rs.50.000.00. Wherever the
drawa! of forcign exchange exceeds the amount equivalent to Rs. 50,000, the payment to be

made only by a crossed cheque drawn on the applicant’s bank account or that of the agent
sponsoring the visit of the applicant or by way of a banker’s cheque or a demand draft.

What to do with the unspent foreign exchange if any?

Unspent foreign exchange brought back to India by a traveller should be surrendered
within 90 days from the date of return of the traveller, if the unspent foreign exchange is
in the form of CURRENCY NOTES. I such foreign exchange is in the form of travellers
cheques,the same should be surrendered within 180 days from the date of return. Exchange
50 brought back can be utilised by the traveller for his subsequent visit abroad during the
period specitied above,

What vou mcan by Repatriation?

Repatriation into Indiz means bringing foreign currency into India and converting into
jocal currency (Rupee). Repatriation outside India means converting rupee mto foreign
currency and remitting out of India. This currency conversion is done at the market
determined TT buying rate or TT selling ratc. Or in other words. TT buying rate is the
rate at which remittances received in foreign currency to India is converted into Rupee
and T selling rate is the rate at which Rupee is converted into foreign currency for
remiliances send outside India.

What is the difference between Capital and Current account transactions?

Capital account transactions refer to transactions which alters assefs and liabilities.
Thus transactions meant for investment in immovable properties, investment in securities,
externat commercial borrowings. efe. arc of capital in nature. Cirrent account transactions
mean the transactions other than capital account transactions. Payments on account of
personal expenses, business expenses, gifts, donatiens, interest, commission, foreign
travel. educationa) and medical expenscs, elc. come under current account fransactions.

What is the speciality with travelter's cheque?

A traveler's cheque s a preprinted, fixed-amount cheque designed Lo allow the person
signing it to make :n unconditional payment to someone clse as a result of having paid the
issuer fusually a bank) for that privilege. As traveller’s cheques can usually be replaced it
lost or stolen, they are otten used by people on vacation in place of cash. The use of credit
curds has. however. rendered them less important than they previously were, However,
there arc few places that do not accept credit cards but do traveller’s cheques. At the time
of issuing these instruments, the signature of the purchaser Is aftixed on the top of each
instrument in the presence of the authorised person /dealer who is the issuer. While making
a purchase, the purchaser should. in the presence of the payee, put the date and countersign
the cheque in the indicated space, usually on the cheque’s lower portion. There is also an
aption for issuing stop payment instruction on the Jost instruments. S
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Your hard-earned money will be safely transferred to the customer’s account
with South Indian Bank within 30 minutes! At cheapest rates through SI1B
EXPRESS, 365 days a year.

Speed remittance to all banks in India too.
We offer different services that are tailored 1o meet your various needs.

Alltransactions are carried out with extreme security, supported by technologi-
cal excellence.

For your convenience, we are working all 365 days a year and ensure one-to-
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+ Buying and selting foreign currency « Facility to transfer funds to all branches of South
Indian Bank, within 30 minutes » Electronic money transfer facility to nationalised and
private sector barks in India « Delivery to different places in India at lowest rates «
Quick money transfer to India through Western Union Money Transfer, Express Money
and Instant Cash s Facility to encash travellers’ cheques/currencies « Facility to help
you send funds from camps
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