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Published quarterly by the Bank
of Botswana NPS Team, TSA
TUELANO will capture gen-
eral NPSissues and related
views. Contributions of articles
from mgor stakeholdersin the
NPS reform project will also
form part of the content of this
publication. The newsletter will
provide an ongoing narrative of
NPS events as they happen.
TSATUELANO isasoin-
tended to enhance public educa-
tion on payment systems issues
such as those discussed below.

In this edition we provide an
overview of the NPSin Bot-
swana, and the need to have an
efficient payments systemin
place in order that major partici-
pants can play an active and
informed role. We also discuss
the structures driving the NPS
reform and modernisation initia-
tive. The publication also gives
abrief outline of the “strategic

framework” that will facilitate
the successful implementation
and realisation of the NPS
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Welcome to
TSA TUELANO

vision. Also featuring in this
edition is the introduction of
standards for cheques and debit
vouchers. The reader will also
be made aware of the introduc-
tion of electronic clearing (that
is, the automation of the cheque
clearing processes), NPS legis-
lation and other achievements of
the payments system reform
initiative.

Contributions of articles are
welcome. Inquiries should be

directed to:
The Payments System Unit,
Bank of Botswana,
Private Bag 154,
GABORONE,

Telephone : (267) 360 6360.
E-mail : NPSNewsletter@bob.bw

Enjoy your reading!
The Editor

1That isto say, "... parties whose interests are affected by the operations of the (payments) systems." - No. 43 Core
Principle for Systemically Important Payment Systems, English, ISBN 92-9131-610-5.
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Perspective of
the current NPS

However, only asmall propor-
tion of the population isserved by
such non-cash payment services.
The magjority of the population
relies mainly on cash for pay-
ments of goodsand services. This
is particularly the case in rural
areas, from where people still
have to travel to urban areas or
major villages in order to encash
their cheques. In some cases,
shopkeepers and other business
concernsintherural areasencash

What is a
payments system?

tem comprises a defined group of
set of instruments as well as agreed
D effect payments transactions in
ring the circulation of money

ea, usually a country?”

institution
procedure

consumers, businesse
government and other organisa-
tions, to transfer funds, especially
those held in accounts at financial
institutions, between one another.
These payments may stem from the
purchase of goods and services, but
can also result from capital trans-

actions such as borrowing, the set-
tlement of debts, and the transfer of
inancial securities.

The payments process involves the
initiation of a payment transaction,
and the processing of that transac-
tion through to the point whereit is
settled and finality is achieved, i.e.,
where value is received by the re-
cipient and the transaction cannot be

cheques for people, but the fees
that are paid for this service are
generally higher.

While the current payments
system framework is functional,
it isinadequate to support the de-
mands that will be placed upon it
in future, which need to be ad-
dressed and rectified aspart of the
NPS reform process. For exam-
ple, current practices inhibit the
ability of both the central bank
and clearing banks to accurately

undone. A payments system in-
cludes both the payment instru-
ments used in these transactions,
such ascash, cheques, plastic cards
and eectronic transfers, and thein-
stitutions and arrangements that
ensure that funds flow from ac-
counts at one financial institution
to another.

The payments system is central to
Botswana's economic activity and
supports transactions in both the
real economy and financial mar-
kets. Inany economy that does not
solely rely upon cash transactions,
the banking system playsapivotal
role in the provision of payments
services that result from deals
agreed as a result of economic or
financial activities. At the heart of
the payments system is the proc-
ess of clearing and settlement of
transactions and the associated
transfer of funds between banks.

2 European Committee of Central Banks
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monitor payment exposuresin or-
der to avoid systemic risk; the ex-
isting legislation and regulations
are insufficient for the support of
the future NPS; the current regu-
latory arrangementsdo not provide
asufficiently secure basisfor cen-
tral bank intervention in the pay-
ment system and they do not pro-
vide adequate guidance to pay-
ment system stakeholdersin their
conduct of payments business, to
mention but a few. Much of the
payments system is based on
manual processes which can be
slow and inaccurate, and much
higher level of automated technol -
ogy isrequired.

These weaknesses can be re-
garded as indicators of the mini-
mum requirements that the new
NPS must address. As such there
will be a need to effect major
changesand improvementsin spe-
cific areas to ensure that the re-
formed NPS has the ability to be
effective and successful in achiev-
ing the planned goals.

Against this background, the
contribution of commercia banks
inthe payment systemsreform and
modernisation initiative has been
considerable, particularly infoster-
ing and facilitating the use of elec-
tronic/non-cash or paper-based
payments. Inthisregard, the emer-
gence of Automated Teller Ma-
chines (ATMs) has added to the
range of products that banks have
been able to offer to a broader
spectrum of their clientele. The
ongoing negotiations among the
commercial banksto facilitate the
use of their ATMs by customers
from other banks will further en-
hance payment processes.
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Overview of the NPS
reform initiative

ThehbasisifonBotswana's,commitment to the reform
and modernisation of the NPS derives from a com-
mitment made by member countries of the South-
ern African Development Community (SADC) to
modernise their payment systems. This involves
modernising both individual countries’ payment
systems and the relationships between them, thus
promoting ease of regional trade and investment
by reducing the'costs of carrying out transactions

between countries.

An efficient payments system en-
vironment will contribute to the
successof the International Finan-
cia ServicesCentre (IFSC) estab-
lished in Botswana. One of the pri-
mary sources of attraction for
leading players in international
trade and financial marketsisthe
efficiency of acountry’s payment
systems environment. Certainly,
an inefficient payments system
would makeit very difficult to at-
tract international participantsinto
the financial system.

A considerable amount of effort
has been expended towards
achieving the payments system
reform and modernisation objec-
tives. A draft bill onthe NPS has
been prepared, in support of the
reform process and will soon be
presented to Parliament. More
generaly, the support of Govern-
ment and other key stakeholders,
including providers of utilities
such as telecommunications and
electricity iscrucial.

Strategies devel oped by the bank-
ing sector for modernising pay-

ment systems are dependent upon
all the structures of Government
being aware of suchinitiativesand
lending their support to the devel -
opments. At a policy level, Gov-
ernment has demonstrated itsfull
support and commitment to im-
proving Botswana's banking and
financial markets, asindicated by
the following extract from the
National Development Plan VII1:

“The key issues for the fi-
nancial sector during NDP
VI will include increased
financial openness and
greater integration of the
domestic financial sector
with those of regional and
international economies’

These signals from Government,
along with the positive efforts
made by the private sector in the
financia markets, serve asavery
important basis for successful re-
form and development of the NPS.
This will lead the country to
achieveafully reformed and mod-
ernised payments system by the
year 2005.

el
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Rationale and scope of NPS

Payments systems play a crucial role in all mod-
gviding the transmission
h the settlement of
and sellers of goods
e. An efficient and
ts system is a nec-
business development
)mic growth Accordingly, safety, integ-
liability of domestic and international

: are prerequisites for the safety and sta-
bility of financial institutions and the financial mar-
kets within which they operate.

The Bank
tegrated national payments fa- playsingtiy
cility through which all pay- els. Atth
ment system transactions car- based on
ried out by the banks and other which spe
participantsinthe NPS, will be One of tf
clearedandsettleq. Durmgthe “..promo
course of the project, continu- L

. efficient |
ous assessment will be under-
taken to establish opportunities solvency
for the introduction of modern based mc
payment mechanisms for han- Botswanz
dling transfer paymentssuch as TheBan
pensions. to the NPS

From aregiona perspective, the
Bank of Botswana has a keen
interest in the SADC Payments
System Project, especially with
regard to the approach to pay-
ments system reform.

A holistic, strategic approachis
deemed appropriatefor the Bot-
swana’'s NPS reform initiative.
Such an approach entails:

(@) drawing up and agree-
ing upon aset of princi-
ples on which a future
payments  system
should be based;

(b) drawing up strategies
that will addresstheis-
sues and adhere to the
principles by the year
2006;

(c) determining priorities
and which components
of the strategies will be
implemented in the
long, medium and
short-term;

(d) determining therespon-
sibilities for funding

and implementing
the components.

The primary focus area of
the NPS project is on the
function of cheque clearing
and settlement of both low-
value payments in the retail
market and high-valuetrans-
fersintheinter-bank market.
The latter will include for-
eign exchange payments.
The project aims to identify
and implement strategies
and solutions for achieving
efficienciesin bulk payment
processes and procedures,
and for the reduction of pay-
ment risks. A second phase
of the project will involve
the examination of payment
and settlement mechanisms
in the money and securities
markets aswell astheisola-
tion of payment risks in
these markets, leading to the
design of appropriate risk-
containment strategies.
Thirdly, the project will es-
tablish acomprehensive, in-

Objectives of

The NPS project has multifaceted objec
ev ensive, con
pa . rovide a ba
that the NPS itecture adequately re
The project a Ims to sensitise all stz
issues at bot erational and policy |
detailed NPS rnisation strategies. A
to foster broa keholder appreciation ¢
try’s paymen stem and to secure tl
project also to gather information
existing in all ents of the payments

In more specific terms, the ano
principal NPS objectives in- rele
clude: Sys
(i)  To minimise risks in the
the payment and set- ma

tlement processes by mal
improving systemre- tive

liability and settle- SWe

ment certainty; (iii)) To

(i)  Toimprovedtatistical mel
information gathering wil

relating to the stock Sec
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The role of the Bank of Botswana

~of Botswana has several key roles to
operate at several lev-
vel, the Bank’s role is
4 of the Bank of Botswana Act,
e primary objectives of the Bank.
jectives is stated as being to
maintain monetary stability, an
ts mechanism and the liquidity,
oper functioning of a soundly
, credit and financial system in

K'sroleiscentral
Project, and in-

deed in some waysit isthe
“owner” of theproject, pro-

'he NPS Project

tives. The most important objective, how-
sensus-driven future model for Botswana’s
sis for stakeholder support, while ensuring
lects the country’s unique characteristics.
akeholders on important payments system
vels, as a prelude to the development of
\nother important objective of the projectis
f the steps required to modernise the coun-
1eir full commitment to the exercise. The
and take stock of the conditions currently
market.

flow of fundsin
tion to payments
'em oversight and

will provide a high
quality service to
present and future

achievement of generations of Bat-
croeconomic swang;
nagement objec- (iv) Toensurethat thefu-

sof Bank of Bot-
N3,

develop a pay-
ts system which
' be efficient and
ure, and one that

ture payments sys-
tem will be all en-
compassing and truly
national in character;
andin particular, that
it embraces all seg-

(vi)

(vii)

(viii) To

viding overall policy guid-
anceand co-ordination. Be-
yond these general respon-
sibilities, however, the
Bank hasanumber of more
specific rolesto play in the
operation of the NPS. Itis
the de-facto operator and
regulator of the payments
system, and also provides
settlement services to par-
ticipants given that settle-
ment takes place through

ments of the popula-
tion and economic ac-
tivity that are not at
present served effec-
tively by the pay-
ments system;

(v) Ensuring that the fu-

ture payments system
comprehensively ad-
dresses all payments
related issues;

To address issues of
timeliness, such that
the system introduced
will facilitate prompt
clearance and settle-
ment of transactions,
To ensure that all
components of the
payment systems
have a well-founded
legal basis under all
relevant jurisdictions,
ensure the
achievement of final-
ity and irrevocability

the transfer of funds be-
tween accounts at the
Bank. It aso has an im-
portant role to play
through the provision of li-
quidity - within estab-
lished parameters - to the
commercia banksin order
to ensure that their settle-
ment obligations can be
met without causing dis-
ruptions or shocks to the
overal payments system.

in the settlement
of all payment in-
structions in ac-
cordance with in-
ternational stand-
ardsand practices.
The successful attain-
ment of the forgoing objec-
tives will transform Bot-
swana's payment systems
from current, mostly
manual processing cycles,
to modern, automated proc-
esses that are commensu-
rate with conventional prac-
ticesand allow for seamless
participation in interna-
tional financial markets.
The country’s success in
this pursuit depends on the
continued support and ac-
tive contribution of all the
NPS stakeholders, not just
the commercial banks, as
primary participants in the
NPS.

el
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National Payments Systems Structures

To make

to manage an
programme. In
Systems Unit (
ment. The m
ganise, mana
ments system
sponsible for t
nation of pay
and policies.

There are aso other struc-
tures, which have been es-
tablished to facilitate the
co-operative development
of the project. They serve
as consultative and con-
sensus-building platforms
through which the central
bank engenders collabora-
tion and co-operation with

rogress with the NPS project, the

ve the NPS modernisation
lly, the Bank has a Payment
within the Banking Depart-
rpose of the PSU is to or-
d control day-to-day pay-
ated matters. It is also re-
plementation and co-ordi-
systems related decisions

NATIONAL
PAYMENT
COUNCIL

NATIONAL
PAYMENT
TASK FORCE

and the Chief Executivesof
al the commercial banks.
The NPC hasthe responsi-
bility to oversee the pay-
ments system reform proc-
essand to promote collabo-
ration and co-operation
among participants, aswell
as to make binding deci-
sions on NPS project mat-

LEGAL
REGULATORY
SUB-GROUP

other payments system
participantsand stakehol d-
ers, aswell as other major
players for the long-term
benefit of the banking in-
dustry. At the apex of these

RISK MANAGEMENT PAYMENTS
SUB-GROUP INSTRUMENTS/STANDARDS
SUB-GROUP
structures isthe National ters.

Payments Council [NPC].

The NPC comprises the
Governor of the Bank of
Botswana as chairman,

Standard Chartered Bank Views on NPS

Standard Chartered Bank Bot-
swana supports the National Pay-
ments System initiative in Bot-
swana, which aims to achieve a
modern, integrated payments,
clearin

tomated the cheque depositsand cheque
clearing process (inward and outward
clearing) for all its branches in Gabor-
one using MICR (Magnetic Ink Char-
acter Recognition) technology, in line

with the Bank of Botswana Standardsfor
Cheques and Debit vouchers.

The new system is centralized at the
bank's Customer Service Centre and reads
and processes all cheques and MICR en-
coded cheque deposit forms submitted by
customersat teller windowsin all six Ga-
borone Branches. The system isexpected
to make the cheque deposits and clearing
processesfaster, safer, more efficient and
more accurate.

At present the system is processing
about 5,000 vouchers per day. The full
capacity of the two machines is over
8,000 per day. Thebank hasathird back-
up machine in case of equipment failure
and as a disaster recovery site.

The system is fully compatible with
the new ECH (Electronic Clearing
House) Code Line clearing, which has
just commenced operation.

More to the point, as an
overseer of the payments
system, it leads the reform
and moderni sation process.
Among other responsibili-
ties, its role includes pro-
viding strategic guidanceto
the reform process. Other
major activitiesof the NPC
include the monitoring of
the NPS project milestones
and achievements.

Under the NPC is the Na-
tional PaymentsTask Force
[NPTF]. The NPTF com-
prises Bank of Botswana
senior officers and ap-
pointed representatives of
the commercial banks,
other financia institutions
and representatives of serv-
ice corporations such asthe
Botswana Postal Services
and Botswana Telecommu-
nications Corporation.
Government, is also repre-
sented on this task force,
through the office of the

e e e e e i
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Framework and Strategy

Accountant General. The
personnel serving on this
body are senior and
knowledgeabl e staff capa-
bleof interpreting the NPS
vision and strategy. The
Deputy Governor respon-
siblefor the payments sys-
tem modernisation pro-
gramme chairs the NPTF.

TheNPTF hassevera spe-
cialist committeesdealing
with specific aspects of the
payments system. They
comprise personnel se-
lected because of their ex-
pert knowledge and capac-
ity to address issues such
as.

(& payment instru-
ment/standards
matters;

(b) legal and regula-
tory matters,

(c) risk management

matters;
general and sev-
eral other opera-

tional issues.

(d)

TN,k

A Botswana NP
document has k
used as a guid
ments syste
of co-operati

amework and Strategy
alised and it is being

oping the future pay-

ent of the com-
odern pay-
e document

synthesises discussions and collective deci-
sions on characteristic features of the future

NPS.

It also provides an over-
view of theNPSVisionfor
Botswanato be completed
in 2005, as agreed by all
stakeholders. It outlines
the strategic framework
that will lead to the suc-
cessful implementation
and realisation of the vi-
sion and defines the strat-
egies that will be adopted
to achievethevision. The

document describes the
conceptual framework as
well as the necessary
structures and support
mechanismsaimed at sup-
porting the payments sys-
tem.

The development of the
strategy document has
been driven by the exist-
ing circumstances cover-
ing macro-economic, de-

mographic and
infrastructural realities
that were apparent during
the stocktaking and
Situational analysis phase.
The document also
records the historical re-
alities of the Botswana
payment system and the
expected future develop-
ments and requirements
of the market in order to
familiarise the reader
with the unique circum-
stances that have influ-
enced the framework and
strategy. The practices
and experiences of other
countries have also
served asauseful input as
they have been adopted,
where applicable, and
strategically customised
to fit in with the unique
circumstances of Bot-
swana

TheNPS is to be developed and imple-
mented in the best interest of all members
of Botswana society to encourage the use
of existing and future payment instruments
and services. The need to make available
additional payment access points, particu-
larly in the rural areas, is considered a pri-

mary objective.

In the event, the pro-
gression of Botswana's
NPS requires the devel-
opment of a number of
payments system services
that must be integrated

into ahomogeneous entity
and serve the projected
payments system needs of
the country. Itisenvisaged
that by the year 2005, Bot-
swana will have in place

The Envisaged National Payment System

an NPS that will facilitate
the speedy and secure
transmission of al typesof
payments. The system
will minimisethe need for
businessesandindividuals
to hold large amounts of
cash for the purpose of
making payments. It will
reducefloat in the banking
system and specifically
increase efficiency of
transmission of largevalue
payment instructions. By
these measures, it is ex-

pected that the future
NPS will minimise risk
opportunities in the pay-
ment systemsto manage-
ablelevelsand create the
desired framework for a
secure and reliable pay-
ment, clearing and settle-
ment environment. Bot-
swana's future NPS will
serve as an integrated
payment vehicle through
which major payment
service providers will be
ableto clear and settle.

e e e e e e e e i
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Clearing (CLC),

in each of areas, as hereunder

(@) Cheque Standards

Aspart of the payments system reforminitiative, the Bank
of Botswanaand all licensed commercial banksembarked
on an exerciseto review cheque standards. The new Stand-
ards for Cheques and Debit Vouchers have now been in-
troduced. These standardslay down the requirements and
specifications for the design of all cheques and all other
debit vouchers for use in Botswana.

Subsequently, the Bank of Botswana and all licensed
commercia banks proceeded to introduce new cheque
forms that conform to the newly adopted standards. The
new chegues are printed with Magnetic Ink Character
Recognition [MICR] numbering format. The use of these
cheques will enhance the operational efficiency of
processing cheques and, thereby improve serviceto cus-
tomers.

(b) Electronic Clearing House [ECH] And Code
Line Clearing [CLC]

The introduction of MICR printed payment instruments
ispart of the strategy to automate the processing of paper
instruments in the Clearing and Settlement System. This
in turn entails the full automation of the Clearing House,
to replace the old manual processes. Both the hardware
and the software for the ECH, located at the Bank of
Botswanain Gaborone, have been installed. All clearing
banks have acquired the necessary equipment to enable
the automated processing of cheques and communica-
tion with the ECH. CLC is the conversion of vital pay-
ment data on the face of chequesto electronic format and
itstransmission to the ECH for netting and payment. On
March 1, 2002, the CLC Project was implemented on a
live basis, running parallel to manual clearing activities.
Thisenabled rigorous stresstesting of all elements of the
system across all clearing banks. With the success of the
testing phase, manual clearing activities were discontin-
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ements of the NPS to date

ued on May 31, 2002. With effect from June 1, 2002 the
legal basisfor settlement shifted from the manual cycle
to theelectronic cycle. Work on theintroduction of Elec-
tronic Funds Transfer (EFT) as part of the CLC Project
commenced on July 1, 2002, with the expected live take-
on date set for October 1, 2002. The EFT module will
facilitate the electronic transfer of pre-fated credit pay-
ments. It isexpected that thiswill provide scope for the
Bank of Botswana to eventually reduce the settlement
cyclefor credit paymentsto the shortest possible period,
as well as cutting the need to 'hoard' credits created by
the delays in manual processing. Further details of the
establishment and operation of the automated cheque
processing system and the Electronic Clearing House will
be given in the next issue of TSA TUELANO.

(c) Payment Systems Legislation

The Bank, in its payments system reform and moderni-
sation process, isguided by the requirements of the Bank
for International Settlements, (BIS) Core Principles for
Systemically Important Payment Systems. Among oth-
ers, the Bl Srequiresthat the payments systemin acoun-
try should have a clear and sound legal basis. Existing
legislation and regulations are insufficient for the sup-
port of the future NPS. The future payments system will
require the support of robust legislation, asit is the pri-
mary basis used by businesses and investors for deter-
mining the safety and security of paymentsin any coun-
try. To meet thisrequirement, the Bank has prepared draft
legislation, which will serve asabasisfor payments sys-
tem oversight. The National Clearance and Settlement
System (NCSS) Bill passed the second reading during
the July Parliament and should be enacted in the fore-
seeablefuture. Work on the devel opment of NCSS Regu-
lationsis ongoing within the Bank. A draft of the Regu-
lations has been submitted to the Attorney General's
Chambers, through the Ministry of Finance and Devel-
opment Planning, while at the same time the Bank is
conducting consultations with key stakeholders in the
process. In addition, the Bank is developing payments
system oversight procedures which will be consistent
with the newly enacted legislation. A review of all
legislations affecting the National Payments System will
be initiated following the enactment of the National
Clearance and Settlement SystemsAct.

3No. 43 Core Principle for Systemically Important Payment
Systems, English, ISBN 92-9131-610-5,
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