
Introduction

Central Bank XYZ reviewed its banknote processing policy several years ago and 

decided to outsource note processing to the commercial sector but retain 

responsibility for note issue and destruction. The commercial sector in the 

country now operates on a regional basis providing note processing and distri-

bution facilities in a number of commercial bank and cash in transit (CIT) cash 

centres throughout the country. In these cash centres used notes are received 

from commercial banks and retail organisations. The notes are then processed 

on a wide range of equipment from di�erent manufacturers (G&D, DLR, Toshiba, 

Glory, Cummins, etc.) these systems all operate at di�erent speeds to asses note 

condition, authenticity and inventories. Fit notes are re-issued for either 

machine or over the counter distribution with un�t notes returned to the Central 

Bank for destruction. The commercial processors are responsible for reporting 

and monitoring note volumes in circulation and also the quality of note 

processed to a set of criteria agreed with the Central Bank.

The CIT outsource partners use their range of note sorting equipment to  service 

contracts they have with the major commercial banks in the country for the 

provision of currency for the ATM network. These contracts de�ne the quality of .
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Problem

The Bank has received criticism for a gradual decline in the perceived quality of notes in circulation. In particular with respect 

to lower denomination notes widely used, but outside the ATM network. The Bank has however not been able to accurately 

quantify this perception. In an attempt to gain a better understanding of the note quality in circulation the Bank undertakes 

a regular survey of notes at cash centres to assess how the mix of currency in circulation compares with the data from the 

outsource partners. These samples are based on a small quantity of circulated notes which are processed and the output 

compared with the feedback from the commercial processors. Based on the feedback from these random samples the Bank 

is aware that there are signi�cant di�erences in note standards across the country and between processors, but the Bank 

does not have su!cient data to make an overall assessment and implement any corrective action.

Requirement

In order to manage its note inventories the Bank needs accurate and timely information on the quality and distribution of 

notes nationally. With this the Bank could make better informed decisions on new note production and series introduction. 

The Bank could also manage the penalty versus reward interface with the commercial partners in a more e�ective manner. 

The current manual sampling of notes is both time consuming and ultimately ine�ective since the volumes analysed are 

unrepresentative of the national distribution. The Bank needs a more substantive model that gives statistically reliable, 

independent data for the note quality and does so across all equipment and processor models.

notes to be issued to the banks and also impose machine uptime and service levels linked to note condition.

All of the operations are managed by the processors own sta� who are responsible for productivity and note yields for their 

individual operation and are able to adjust performance criteria of the systems within given parameters to deliver their 

performance objectives and meet operational targets. Note yield requirements for commercial use are often in direct 

con"ict with note quality standards for the Central Bank, resulting in recirculation of below standard notes. 

All notes are held by the commercial sector on behalf of the Central Bank to agreed limits and the Bank reserves the right to 

penalise any miss classi�cation of notes or miss management of inventory levels in contravention of its guidelines.
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The ICS detec tors  are  non end-user  adjustable  and do not  require  

any maintenance beyond s imple regular  c leaning which is  per-

formed as  par t  of  the normal  operator  tasks.The implementat ion 

of  the solut ion does not  impac t  the operat ions,  "exibi l i ty  or  

ser vice arrangements  of  the host  systems and the local  sta� are 

able  to retain their  operat ional  "exibi l i ty  whi lst  at  the same t ime 

providing the Central  Bank with a  complete ins ight  into the qual-

i ty  of  currenc y in  c i rculat ion in  a  consol idated manner.  Optional ly  

the commercial  banks and CITs  could also have the data avai lable  

for  their  own use in  monitor ing ser vice level  agreements,  opera-

t ional  produc t iv it y,  or  note qual i t y  issues in  ATMs.

ICS proposal

ICS proposed that  a l l  par tners  would be l inked to the Central  Bank via  a  dedicated I nternet  l ink 

which would draw information from the processing equipment and make that  avai lable  to sta� at  

the Central  Bank .  The information is  sourced by an dedicated,  independent ICS detec tor  which 

monitors  a l l  notes  processed and repor ts  on qual i ty  of  the notes  by denomination,  locat ion and 

machine type.  This  monitor ing and repor t ing ac t iv i t y  is  complimentar y  to the operat ional  process  

of  the par tners  and does not  impac t  their  own processes  or  the management of  their  business  

ac t iv i t ies.  R ather  i t  suppor ts  these and ensures  that  there is  compatibi l i ty  and consistenc y of  

repor t ing at  a l l  levels.  The cash centre managers  continue to operate independently  of  the ICS 

solut ion but  they may also use the data f rom ICS to corroborate and val idate the information from 

the vendor  equipment.  Central ly  the Bank is  able  to consol idate data f rom al l  processing locat ions 

and equipment t ypes into one repor t  which present  a  total  v iew of  the note c i rculat ion and condi-

t ions.  This  repor t  could then be used to provide an over view of  the trends in  note qual i ty  through-

out  the countr y.   The Bank bene�ts  f rom stat ist ics  f rom the same consistent ,  independent detec-

tors  and Central  Bank set  parameters,  without  impac t ing commercial  operat ions.

ICS wi l l  instal l  the detec tors  into the processing equipment in  conjunc t ion with the Central  Bank 

and wi l l  set  up a  ser vice agreement for  the detec tors  direc t ly  with each of  the commercial  pro-

cessors.  This  is  del ivered independently  of  the equipment vendors  and the ICS solut ion operates  

in  a  total ly  f ree -standing manner,  a l lowing the local  management to retain their  system control  

and exist ing vendor  relat ionships.  Neither  the hardware,  sof tware,  communicat ions,  data pro-

cess ing or  repor t ing rel ies  on the host  equipment.
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Results

The implementat ion of  the solut ion wi l l  enable the Bank to establ ish a  much more accurate v iew of  

the qual i ty  of  currenc y in  c i rculat ion and to do so in  a  t imely  and cost  e�ec t ive manner  which would 

not  have been possible  under  the former system of  �eld sampling.

The Bank wi l l  be able,  f rom one consol idated data source,  to  see what  is  happening to note condi-

t ion geographical ly  over  t ime and also to assess  the per formance of  i ts  outsource par tners  in  a  con-

stant  manner.  Any potentia l  i ssues relat ing to note qual i ty  can be addressed more e�ec t ively  and 

decis ions on note pr int  volumes and distr ibut ion can be made based on rel iable  and credible  data .

For  the outsource par tners  the solut ion wi l l  mean that  previous uncer tainty  and confusion caused 

by machine var iances wi l l  be removed and al l  par t ies  wi l l  be work ing from a common platform.  I t  

wi l l  a lso enable the outsource par tners  to  reduce their  discrepancies  and consequently  the levels  

of  �nes and penalt ies.


