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Retail payment means in selected EU countries

1. Trends in using retail payment means in selected EU Countries
The retail payments are generally grouped into cash payments and non-cash payments.

2.1 Cash payments

The level of currency outside the monetary financial institutions in Euro Area in 2006
accounted for 14.43% of the narrow money (M1).

Chart 1. Currency in circulation outside financial institutions, December 2006.
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2.2 Non-cash payments

The main non-cash payment instruments are: cheques, credit transfers, direct debits and
payment cards.

The cross-border use of cheques is decreasing and is expected, ultimately, to be phased
out. The banking industry in the euro area has defined a strategy — The Single Euro
Payments Area (SEPA) for promoting the use of alternative electronic instruments for
cross border payments in Europe. The launch of SEPA project will have major
implications for the characteristics and use credit transfers and direct debits.

The next most common retail payment instruments are remittance transfers®, e-money?
and traveler’s cheques®,

In 2006 in European Union were performed more than 73 billon cashless payments with a
value of EUR 243,093 billion. In average each EU citizen was involved in 158
transactions with more than 6% increase compared to 148 transactions that were
performed in average in 2005.

Chart 2. The structure of non-cash payment in EU and selected European Countries.
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In EU for large payments, credit transfers are the most used mean of payment. In 2006
the value of credit transfers in EU was EUR 222,355 billion generated by 21,834 million
transactions, with an average value per transaction of EUR 10,184.Credit transfers have
traditionally been the predominant form of payment transaction in Germany. However,
their share of the total volume of payment transactions has decreased slightly in recent
years, as more convenient payment instruments, especially direct debits, are being used.

! Remittance transfers are cross-border person-to-person payments of relatively low value, typically
recurrent payments by migrant workers.

2 E-money is a store of monetary value on an electronic device that may be widely used for making
payments to undertakings other than the issuer of e-money. Such transactions do not necessarily involve
bank accounts, with the device instead acting as a prepaid instrument. E-money is stored either on a card or
on a central computer, and the holder must pay the value to the card issuer in advance.

® Traveler’s cheques are essentially prepaid paper-based instruments issued in specific denominations and
currencies for general purpose use in business and personal travel. They do not specify any particular
payee, are non-transferable once signed, can be converted into cash only by their specified owner, and are
generally accepted by banks, and often by large retailers, hotels and restaurants.





For small scale payments, card payments are the most commonly used method of
payment. In 2006 were recorded 25,150 million transactions with a value of EUR 1,498
billion. In all selected countries, but Germany, cards payments account for the largest
number of non-cash transactions.

Among selected countries, card payments are showing the fasted increase in Greece.
From 2001 to 2006 the number of cards transactions has increased by 11 % per year in
average and the value has increased by 27% per year in average. The fast increases in
cards payments, in addition to the low base effect, reflect the public’s growing familiarity
with the use of cashless payment instruments and the intensive promotion of such
payment instruments by banks, the ease with which they can be used by consumers and
the benefits of their automation with regard to execution times. In the rest of selected
countries debit cards are the most used type of card. The number of cards transactions has
increased in average by nearly 8 % per year.

In EU, during 2006, the average value of a transaction with a card was 60 euro (chart 2).
Greece has the largest value of a transaction of EUR 104, with an average yearly
increase of 13.6%. Italy is ranked second, the average value of a transaction is EUR 97
but the rate of increase is at 3% per year in average.

Chart 3. Average value of all cards transactions except e-money, in euro.
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Regarding the type of card, in EU cards with a payment function are the most spread and
used type of card. In 2006, for every EU inhabitant there are issued 1.38 cards with a
payment function*, with almost 10 % increase to 2002.

* Payment cards consist of debit cards, debit cards with delayed debit function, credit cards, debit and/or
delayed debit function and credit and/or delayed debit function





Chart 4. Cards issued in reporting country, number per capita
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Regarding other types of cards, every EU inhabitant are issued 1.35 cards with a cash
function. United Kingdom has the largest number of cards with a payment and a cash
function, while Bulgaria and Romania are experiencing the fastest increase in the number
of cards, both cash and payments, per capita from 2002.
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Cards with an e-money function are a new type of card with limited function in
developed industrial countries, Germany, France and Italy. Developments in this segment
on the market are still in an early stage all across Europe, and exhibit strong fluctuations.
In 2006, in average has been issued 0.3 e-money cards per inhabitant, the same as in
2002,
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Payment cards can be used for making payments for goods and services at point-of-sale
(POS) terminals or remotely (mail order, telephone order or via the internet) and for
making cash withdrawals at automated teller machines (ATMs); both functions are





usually combined on a single card. During the last years the use of terminal has
significantly increased across all Europe. In 2006, there are 5% more ATMs and 13%
more POS, in average per million inhabitants, in Europe compared to 2002. In the new
member states the rates of increase are significantly higher (480% ATMs and 1552%
POS in Bulgaria and 385% ATMs and 1697% ATMs in Romania, to a large extend these
rates are due to the low initial base).

Chart 5. Number of ATMs and POS per million inhabitants.
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2. Benefits of using cashless to cash payments.

The resource cost of a nation’s payment system can account for 3 percent of its GDP
(Humphrey, Pulley, and Vesala 2000). Since most electronic payments cost only around
one-third to one-half as much as a paper-based noncash payment, it is clear that the social
cost of a payment system could be considerably reduced if it shifted to electronics.





During the last decade, electronic payments have experienced fast growth, surpassing the
economic growth and growth in other financial sectors. These fast developments are
accompanied by numerous economic and transactional benefits. Electronic payments
improve economic inefficiencies, make payments more secure and convenient through
expanding the consumer market, increasing banking access, improving macroeconomic
efficiency, and encouraging entrepreneurial activity. The ultimate benefit of adapting an
electronic payments system will depend on how competition and the evolution of the
informal sector affect how widely electronic payments are adopted.

For developing countries gains would largely depend on the concurrent development of
the appropriate network and payments infrastructure, government regulation, consumer
education, and competition within the sector.

Despite the increase of electronic payments, it is difficult to assess whether the number of
cash transaction has declined in recent years due to the difficulties in separating cash’s
payment function from its store of value function. The aggregate demand for cash has not
fallen drastically with widespread adoption of non-cash payment instruments. Unlike
other payment instruments, cash serves as a universally accessible store of value in
addition to being a payment medium. Further, the use of cash is very attractive due to the
unique anonymity feature, which is valued highly by those trying to avoid detection by
the public authorities. Cash transactions are more difficult to trace to the transactors
because it can be used multiple times without third-party intervention unlike payment
cards where each transaction is converted to good funds. Consequently, cash has an
enduring appeal for facilitating illicit transactions, as well as for storing ill-gotten (or, at
least, untaxed) wealth.





Annex

Retail payment means in selected EU countries

Germany

In Germany, cashless payments are mainly effected by means of credit transfers (42.2%
of the total number of cashless payment transactions in 2005) and direct debits
(41.9%).The use of card payments (except for e-money cards) is steadily increasing,
reaching a total share of around 15% while the use of cheques has decreased. E-money
payment transactions are still insignificant (less than1%).

Credit transfers have traditionally been the predominant form of payment transaction.
However, their share of the total volume of payment transactions has decreased slightly
in recent years, as more convenient payment instruments, especially direct debits, are
being used. In 2005, 6.7 billion credit transfers were processed by the banking industry
and 1 billion of these were submitted to banks by customers via a PC or terminal.

The direct debit, introduced by the banking industry in 1963, has considerably simplified
the collection of periodically payable monetary claims. In 2005, 41.9% of all cashless
payments in Germany were affected by direct debit. Its relative importance compared
with other payment instruments is still increasing.

Card payments

The use of cards at retailers is increasing steadily. In 2005 debit card payments accounted
for approximately 27%, credit/delayed debit cards for 5%, while cards with an e-money
function have very little importance.

a) Debit cards. Payment cards in the form of debit cards are usually issued by banks. The
number of these cards has grown rapidly over the past decade. Nowadays, the vast
majority of bank cards are equipped with a payment functionality. Recently many card
issuers have extended the range of tools available on debit cards. A chip on the card
makes offline authorization of guaranteed card payments possible. In addition, bank cards
can be used as prepaid cards (as in the GeldKarte® system of the CCC).

® The GeldKarte is a prepaid rechargeable electronic purse scheme operated by the CCC. By the end of
2005 there were around 64.5 million cards with the GeldKarte feature, not all of them, however, being
actively used. There are cards linked to accounts, where the GeldKarte chip is integrated into a bank card,
as well as cards not linked to an account (“white cards™), which have only an electronic purse function. The
GeldKarte can be used nationwide. The average value per transaction has decreased to €2.38, which proves
that the aim of use for low-value payments is being achieved. The range of acceptance points is diverse,
including retailers, public transport ticket machines, parking ticket machines, vending machines and the
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Prepaid payment services are also based on scratch cards (Paysafecard, Deutsche
Telekom Micromoney, etc.) and — very recently — also on other existing debit and credit
card products. These cards are offered as gift cards or as an electronic form of a formerly
paper-based traveller’s cheque, etc. These cards might be available in various currencies
and can be used for direct payments for purchases and services in stores and restaurants
worldwide, or for cash withdrawals at ATMs worldwide and are rechargeable from all
over the world by telephone or via the internet.

b) Credit cards. The use of credit cards has increased over the past few years, but not as
significantly as the use of debit cards. The number of cards which are issued by banks
and licensed by the major card organizations grew from approximately 20.4 million at
the end of 2004 to 21.1 million at the end of 2005. At the same time, the number of
acceptance points has increased. In 2005 German cardholders made payments by credit
card with a total value of approximately €37.3 billion. But credit cards are still used far
less than other payment instruments (e.g. debit cards) in Germany. Owing to the
commission charges (a deduction from the credit card turnover of the acceptor, which is
payable by the latter only) and the procedures for authorization and processing of these
payments, credit cards are not always popular in the retail trade. Thus, their use tends to
be restricted to more “upmarket” retail outlets. In addition, the debit cards issued by
banks provide retailers with a less expensive payment option.

c) Retailer cards. Retailer cards with a payment function, which are issued by some
major stores with the aim of increasing customer loyalty, are now competing with
traditional credit cards. With the largest issuer in Germany, for example, the use of
retailer cards is free of charge. Cardholders can usually take advantage of a payment
period of between one and two months or pay in installments. At present there are around
9.3 million retailer cards with payment functions in circulation. Retailer cards provide the
retail trade with exact information on customer and purchasing profiles.

d) Cash dispensers. In Germany, banks offer both their own customers and the
customers of other banks the possibility of obtaining cash up to a certain limit from
53,361 cash dispensers nationwide (as at end-2005) using bank or other debit/credit cards
in combination with a PIN. For all transactions at cash dispensers, an online connection
to the authorisation centre of the bank concerned is established and a block and limit
check is made in order to prevent fraudulent or other inadmissible withdrawals.
Settlement of transactions at cash dispensers is effected using the technical standards and
infrastructures for direct debits.

Greece

Deutsche Post (e.g. stamp machines and payment for express parcels), as well as acceptance points on the
internet.





The number of non-cash payments has been increasing constantly, reflecting the public’s
growing familiarity with the use of cashless payment instruments. This development can
be attributed to the promotion of such payment instruments by banks, the ease with which
they can be used by consumers and the benefits of their automation with regard to
execution times.

Over the last five years, the average volume of cashless transactions has increased by
55.8% per year on average, with the average value of transactions increasing by 7.8%.
With regard to internet-initiated credit transfers, 6.7 million transactions were effected in
2005, accounting for 23.4% of the total volume of credit transfers, while the value of
transactions amounted to €794.3 billion, accounting for 3% of the total value.

Direct debits

Direct debits are offered by banks as an alternative cost-effective payment instrument.
The number of enterprises, either public or private, offering their customers the
possibility to make payments using the direct debit instrument has been increasing
constantly. During the last five years direct debits have increased by 28.7% per year on
average in terms of volume, and by 35.8% per year in terms of value.

Payment cards

Payment cards have evolved into a common and widely accepted payment instrument
throughout the country. The majority of card transactions are effected with credit cards.
Over the last five years the number of payment cards has increased by 7.9% per year on
average. The volume of transactions with payment cards has increased by 8.6% per year
on average, and the respective value by 28.5% per year.

a) Debit cards. The number and use of debit cards has increased substantially during the
last five years, owing mainly to the replacement of cash cards with cards incorporating a
debit function in addition to the cash function. In the period 2001-05 the number of debit
cards in circulation increased by 7.2% per year on average. The respective increase in the
volume of transactions was 37%, while the increase in the value of transactions was
64.2%.

b) Credit and delayed debit cards. The number and usage of credit and delayed debit
cards has constantly increased over the last five years. In addition to the promotion by the
banks and the demand form the public, credit cards constitute the main payment
instrument used in electronic commerce. Their extensive use is also closely related to
incentives provided to cardholders, such as payments in interest-free installments and
retailer loyalty schemes. During the period 2001-05 the number of credit and delayed
debit cards in circulation increased by 8.7% per year on average. The volume of
transactions increased by 7.4% on average, and the respective value by 27.2% per year.

Recent developments

During these last years many credit institutions have introduced payment services based
on internet technology, i.e. web/mobile banking and electronic commerce, allowing the
use of cashless payment instruments. However, at the present time the number of internet
payments is still low. European developments in payment technology and practices have
also affected cards, POS and ATMs, which are gradually migrating to the EMV
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standard®. All banks have adopted and offer their customers the IBAN and BIC standards,
while the majority of credit institutions adhere to the Credeuro’ and ICP (Interbank
Conventions on Payment) conventions.

France

The use of non-cash payment instruments is traditionally very widespread in France. In
2005 the average number of transactions was 228 transactions per person.

Credit transfers

Credit transfers are mainly used for payments by companies, government agencies and
local authorities, but rarely by individuals. At 2,408 million operations in 2005,
accounting for 16.87% of all payment transactions, this instrument ranked fourth among
the payment instruments used in France in terms of the number of transactions. The
average value of credit transfers made in that year was €5,590. However, this included
only credit transfers executed for clients but not credit transfers between banks. The
interbank exchange of all credit transfers now takes place in paperless form.

Since their introduction in 1955, direct debits have been very successful. Over 2.5 billion
direct debits were exchanged in 2005, with an average value of €360 per transaction.
They accounted for 17.6% of payment transactions processed in the course of that year.
They are generally used for recurrent payments such as electricity, gas, telephone,
insurance and water bill payments, and for monthly income tax payments. Direct debits
offer advantages to banks (in that processing costs are relatively low thanks to
automation), utility companies (by simplifying their accounting administration) and
individuals (by simplifying payment).

In addition to this general type of direct debit, two other instruments are available to
users: interbank payment orders (Titres Interbancaires de Paiement; TIPs) and
telepayments, which have grown steadily since their introduction.

Card payments

There are many types of card available on the French market. First, there are payment
cards issued by credit institutions or other assimilated entities that enable their holder to
withdraw or transfer funds. These cards may be four-party cards if the institution that
issues the cards is not the same as that acquiring the card transactions. These interbank
cards are mainly represented in France by the GCB, very often co-branded with Visa or
MasterCard.

There are also three-party cards where the same institution issues the cards (for the
holders) and acquires the card transactions from the merchants. Such cards may be

® EMV is derived from the first letter of the world’s three main payment organizations: EUROPAY (EPI),
MASTERCARD (MCI) and VISA. The objective of this group is to define a common set of standards
(EMV standards) for smart card based payment applications. These standards allow the card and the
acceptance device to work seamlessly and securely together.

" The Credeuro Convention establishes a standard for the execution of a “basic” bank-to-bank pan
European credit transfer, which allows participating banks to give guarantees to their customers as regards
information requirements, execution time and remittance information transmitted.
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international (e.g. American Express, Diners Club) or national, as is the case with some
credit cards (e.g. Cofinoga and Cetelem). Lastly, by derogation from the banking
monopoly, a single-purpose card may be issued by an undertaking if it is accepted as
means of payment by that undertaking only or by a limited number of acceptors that have
financial and commercial links with the issuer. There are a large number of such “store
cards” in France.

Recent developments

Beyond these traditional means of payment, new developments have recently taken place
on the market. Two main trends may be identified.

The first concerns cards. While the electronic money purse used to be based on solutions
whereby the monetary value was stored on the device, an increasing number of products
use cards only as a tool for accessing prepaid accounts held centrally with the issuer. The
former type of product is still present, largely in the form of Moneo cards
(generalpurpose e-purses). The electronic money used with these cards is issued by the
Société Financiére du Porte-monnaie Electronique Interbancaire (SFPMEI), whose role is
to collect and manage the funds received in the issuing process.

In recent years, however, other cards based on accounts have developed more rapidly on
the market. These reflect an important trend in France, namely that traditional paper-
based products, such as traveller’s cheques or gift cheques, are increasingly tending to be
offered on electronic devices, such as cards. Traveller’s cards (modelled on traveller’s
cheques) and gift cards (modelled on gift vouchers) have thus been issued by banks,
stores and third-party card schemes.

The second trend is towards the use of new devices for payments. The number of
payments via the internet or by mobile telephone is thus increasing rapidly. The market
for prepaid cards for payments on the internet also appears to be taking off, with several
cards now being offered on the French market.

Italy

In Italy, during 2005 an average of 60 transactions per capita were performed using
instruments other than cash (compared with 45 in 1999). At the end of 2005 there were
more than 38 million current accounts. The number of postal current accounts stood at
4.5 million at the end of 2005, representing a significant increase. Moreover, for every
10,000 inhabitants there were more than 5 bank branches (and around 2.4 post office
branches). Bank instruments account for approximately 97% of the value and 70% of the
volume of non-cash payments. Cheques and banker’s drafts are no longer the most
commonly used bank instruments in Italy. Their importance is declining, while the use in
transactions of direct debits, credit transfers and cards is growing, with payment cards
accounting for 34.6% of the volume of non-cash payments. In recent years increases have
been observed in both the number and use of payment cards, although the number of
payment card transactions per inhabitant is still some way below the European average.

Credit transfers
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In 2005 were effected 416 million bank credit transfers, with a total value of €5,546
billion. These instruments are used widely throughout the economy, even for retail
transactions (e.g. for the direct crediting of wages, salaries and pensions).

Collection orders (direct debits and bank receipts)

In 2005 the number of payments made by direct debit was 463 million (compared with
277 million in 1999). This instrument is mainly used by firms to collect recurrent low-
value payments (e.g. utility bills). Bank receipts are used by firms to collect trade and
other credits. Bank receipts perform an economic function similar to that of bills of
exchange, but do not have the same legal protection (they cannot, for example, be
disputed). In 2005 approximately 309 million commercial bills and paper-based and
paperless bank receipts were collected through the banking system.

Payment cards

a) Cards with a debit function. At the end of 2005 there were over 32 million debit
cards (bank and postal cards) in circulation which could be used to make cash
withdrawals at ATMs. The majority of these could also be used to execute payments
through a nationwide network of POS terminals.

b) Cards with a credit function. In recent years growing competition among suppliers
of payment services and a change in consumers’ habits have led to an increase in both the
number of credit cards in circulation and the use of those cards. At the end of 2005, 28.8
million credit cards issued by banks or non-banking intermediaries were in circulation,
compared with 12.3 million in 1999. Nevertheless, in 2005 only 49% of the credit cards
in circulation were used at least once every six months. There were more than 463
million credit card operations in that year, representing an average of 16 operations per
card in circulation.

Recent developments

The Banca d’ltalia, together with the rest of the banking and financial community, is
engaged in further initiatives to improve the efficiency and reliability of payment
instruments and to facilitate the transition towards the use of the most efficient
instruments for each type and size of transaction. Against this background, particular
attention is being paid to the need to migrate national payment instruments to European
schemes and, consequently, to adjust the regulatory frameworks.

Bulgaria

Cash payments

The monetary unit of the Republic of Bulgaria is the lev. Cash payments are widely used
in Bulgaria. At the end of 2005 banknotes and coins in circulation accounted for 47.15%
of the monetary aggregate M1 and represented 13.99%

Non-cash payments
Credit transfers
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This is the most widely used form of non-cash payment between entities in the corporate
and public sectors. It is also used for the payment of salaries, taxes, duties, subscription
fees, etc.

Payment cards

a) Debit cards and credit cards. The use of this instrument is increasing from year to
year. Most widely used are debit cards issued by domestic banks. By the end of 1997
eight banks were issuing bank cards. By the end of 2006, 25 banks were issuing bank
cards compared to 8 banks in 1997. Some banks offer an overdraft facility to selected
customers. Bulgarian banks, which are members of the international card organizations,
issue the domestic and international debit and credit cards. In recent years more
customers have been paying their utility bills through ATMs using their debit cards. In
2006 were effected 582,477 transactions.

b) Prepaid cards. Telecommunications companies and petrol station chains issue
prepaid cards. The use of these cards has increased very rapidly. The coin-operated
telephone network has, to a large extent, been replaced by a large network of telephones
that can be operated using prepaid chip-cards.

Recent developments

There is significant interest in Bulgaria in making payments via the internet. A system
called ePay.bg was developed in 1999. It allows a cardholder to pay for services or goods
via the internet after registering the card. The technology for making payments via the
internet is based on a third-party trusted payment server connected to the host of the
BORICA card system. This enables the authorisation of each transaction via the internet
in real time. Most cardholders use this system for transferring money from their card
accounts to other accounts at the same or another bank. By the end of 2006 there were
268 electronic shops and companies offering goods and services connected to ePay.bg,
and 1,746,102 transactions, with a total value in excess of BGN 63,074 million, were
made through this system in 2006.

Romania

Cash payments

The monetary unit of the Republic of Romania. BNR is the only institution in Romania
authorized to issue banknotes and mint coins.

Cash remained the predominant retail payment means, accounting for 47.1% of M1
(RON 11,555 million, approximately €3.2 billion). M1 amounted to RON 24,551 million
(approximately €6.8 billion) at end- December 2005.

Non-cash payments
The following payment instruments and means of payment are used: credit transfers,
cheques, bills of exchange and promissory notes, as well as cards, direct debits and
standing orders. Bills of exchange and promissory notes are both payment and financing
instruments. Moreover, the postal system provides payment services using a specific
instrument - the postal money order.
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Credit transfers

The credit transfer is the cashless payment instrument most commonly used for
commercial payments by legal entities. It can also be used by individuals. Since the
introduction of ReGIS and SENT, interbank credit transfers have been processed
electronically only. As a result of the major infrastructure changes, the settlement period
for interbank credit transfers has been considerably reduced, from 3.67 days for a funds
transfer between the payer’s account and the beneficiary’s account to a maximum of 2
days.

Direct debits

The direct debit is not regulated as a payment instrument, but rather as a means of
making payments. Direct debits for intrabank payments are based only on arrangements
between the customer and the bank. Their main use is to make payments for services and
utilities. In 2005 there was no interbank processing of direct debits.

Cards payments

At the end of 2005 there were 27 banks which issued debit and credit cards denominated
in various currencies and were issued more than 7 million cards, representing an increase
of 26% year on year. In terms of volume, card payments grew by 32%.

Debit cards and Credit cards. Debit cards and credit cards have several functions. They
can be used for both cash withdrawals at ATMs and payments at POSs. They can also be
used to pay telephone bills and government taxes directly at ATMs. Most debit cards also
have an overdraft facility, with limits set by the issuing bank depending on the type of
guarantee provided by the cardholder (i.e. bank deposits, agreement between bank and
cardholder for the latter’s salary to be paid into the debit card account, etc.). Debit and
credit card payments are processed in a similar way.

Recent developments

In order to develop a payment system in Romania in line with other EU payment systems,
BNR carried out a project for the implementation of an integrated electronic payment
system, including the related communication infrastructure. The Electronic Payment
System (EPS) consists of: a real-time gross settlement system (ReGIS — Romanian
electronic Gross Interbank Settlement), an automated clearing house (SENT — Romanian
acronym for “Electronic Net Settlement System managed by TRANSFOND SA”), the
government securities registration and settlement system (SaFIR - Settlement and
Financial

United Kingdom

Cash payments
The Bank of England has the sole right to issue banknotes in England and Wales. At the
end of 2006 the value of banknotes in circulation totalled GBP 41.1 billion (€61.3
billion). In 2006, cash payments accounted for 63% of all transactions by volume (down
from around 67% in 1999).
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Non-cash payments

Credit transfers

The usage of paper-based credit transfers has fallen in recent years. The total volume of
interbank paper credits cleared in the United Kingdom, for example, declined from 177
million in 1999 to 111 million in 2006, while the values processed declined from GBP 95
billion (€139 billion) to GBP 61 billion (€91 billion). Paper-based credits are often used
for making consumer payments to large organisations, such as utilities and mail-order
companies. They can also be used for payments to individuals, but this is increasingly
rare.

Cards payments

a) Debit cards. The total volume of debit card purchases in the United Kingdom has
risen markedly in recent years and reached 4,512 million payments in 2006, up from
2,062 million in 1999. The number of debit card transactions is now over double the
number of credit card transactions. The average value of domestic debit card transactions
(approximately GBP 43 (€64) in 2006) tends, however, to be lower than those where
payment is effected with credit cards (approximately GBP 59 (€88) in 2006). A number
of retailers offer “cash back” facilities operated through the EFTPOS systems in their
stores. These facilities enable debit cardholders to obtain cash as well as goods. It is
estimated that there were 284 million cash back transactions in 2006.

b) Credit cards. Credit cards issued by banks and building societies generally have a
credit facility with a pre-set limit ranging from GBP 200 (€293) upwards. Customers’
credit card accounts are separate from their bank accounts, which may well be with
another bank or building society, and cardholders receive a statement of the outstanding
balance on their credit card account on a regular basis (usually monthly). Cardholders
may either pay off the full amount of the balance, or they may choose to pay a portion
(usually a minimum of 5%) of the total amount outstanding.

Recent developments

Faster payments. In 2005 the UK payments industry and user representative groups
considered the case for shortening clearing cycles for BACS payments. This work took
place under the aegis of the Payment Systems Task Force, led by the OFT. The work of
the Task Force identified a clear demand for a faster payments service offering same or
next-day clearing for telephone and internet banking payments. In response to the Task
Force’s findings, the payments industry committed itself to creating a new, faster
payments service, for delivery by the end of 2007. This service is being developed on the
basis of a near real-time service for users, with multiple settlement cycles occurring
during the course of a processing day.

Remote banking. Remote banking services enable customers to view their account
balances and recent transactions, move money between their accounts, pay bills, set up,
amend or cancel standing orders and regular payments, and request and amend overdraft
facilities. Use of remote banking services has increased rapidly. In 2005 over half of the
adults in the United Kingdom (around 25 million people) used an internet or telephone
banking service. Internet banking has increased most rapidly: use of internet banking
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services was eight times higher in 2005 than in 1999. Similar remote banking services are
being developed using the WAP (Wireless Application Protocol) technology within
modern mobile phones, which would enable banks to offer wireless, mobile phonebased,
personal banking facilities.

Literature:
ECB, Blue Book 2007, Part 1 & Part 2, Payment and Securities Settlement Systems in the European Union.

ECB, 2006, The Single Euro Payments Area (SEPA): An integrated retail payments market.

Humphrey, David B., Lawrence B. Pulley, and Jukka M. Vesala. “Cash, Paper, and Electronic Payments: A Cross-
Country Analysis.” Journal of Money, Credit, and Banking 28 (1996), 914-39.

Schmith Scott, 2008, Credit Card Market: Economic Benefits and Industry Trends, Manufacturing and Services
Competitiveness Report, March 2008.

Web pages.
http://www.ecb.int
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. Context

The Albanian authorities have undertaken several legal and administrative initiatives to
reduce cash transactions in economy with final objective to combat the informal
economy.
= |In July 2007, the Albanian Government amended some articles in the Law on
Taxation Procedures in the Republic of Albania that are in line with cash
reduction initiative. The upper limit allowed to use cash for the purchase of goods
and services was revised downward from 1,000,000 lek to 300,000 lek, but not
more than 10% of the total purchases of that fiscal year / tax period. All the
acquisitions above this amount should be paid through the banking system.
= Prior to this law amendment, the Council of Ministers has issued a decree on May
2007 on the minimal reference monthly wage to be used in the computation of the
social security, health insurance and tax contributions with the provision that
contributions have to be paid to the respective state institutions through the
banking system or the post office network.
= |n addition to the legal aspect the General Directorate of Taxation is working for
modernizing the payment procedures in order to facilitate the non-cash payment
of the taxes. They are working on the implementation of an on-line payment
system and on the reduction and the simplification of the procedures to be
followed by the taxpayers.

In 2003 Bank of Albania in collaboration with other institutions initiate a campaign for
the reduction of the use of cash in the economy’. In addition to this campaign, in order to
facilitate the interbank payments BoA has implemented:

(i) the Albanian Interbank Payment System (AIPS) that settles systemically important
payments (such as payments between settlement participants, bank-to-bank payments,
including payments to and from the BOA; payments on government securities
transactions, using the DVP mechanism; net transfers of funds requiring designated
time settlement; and large-value customer payments. This is a system based on the
core RTGS principles;

(if) The Albanian Electronic Clearing House System (AECH), an electronic clearing
system owned and operated by BoA, in which files of bulk (high volume) low value
payment instructions (both credit transfers and direct debits) are exchanged among
banks and other credit institutions after the net positions have been settled through
RTGS.

AIPS and AECH have automated the clearing service provided by the Bank of Albania to

commercial banks for processing payments to their clients. The implementation of these

systems improvements in the national payments system in terms of increasing speed,
reducing cost and security increasing in their processing. Did banks decrease their
charges for payments according to the cost reduction?

! Some of the changes and amendments presented above were identifies during this campaign.





Despite these initiatives undertaken it seems that the intended effects are not completely
materialized and the volume of cash transactions continues to be high. The high level of
cash transaction raises concerns to the banks. These concerns are related to the
costs associated with handling the cash and with the inefficiency produced by the
high level of unused liquidities.

SPI Albania is running a project on reducing cash transactions with two objectives:
1. To prepare a protocol on a common policy in respect of the actions and measures
to by be undertaken by the banks for reducing the volume of cash transactions.
2. To build consensus among banks in order to sign and implement the protocol.

In order to further reduce cash transactions, in a later stage SP1 Albania and the local
stakeholders could undertake a project on the possibility of setting up a domestic hard
currency payment system.

PWG is currently drafting the proposals for amending the Civil Procedure Code which
will be subject to consultations with the entire banking community.

PWG composition

Project Owner: Oliver Whittle, Raiffeisen Bank
Project Manager: Robert Wright, Raiffeisen Bank
Deputy Project Manager: Dashmir Halilaj, Bank of Albania

Project Working Group Members: Jonida Vaso, Union Bank
Griselda Cela, Credins Bank
Liliana Nanaj, American Bank of Albania
Elird Qendro, Mirela Pekmezi, Italian Bank of
Development

I1. Purpose of the banking survey

The purpose of the survey is to assess and quantify the costs associated to various cash
and cashless means of payment.

I11. Procedures to run the banking survey

You are kindly requested to support the clarification of the negative aspects of the bailiff
service by answering this questionnaire.

Please send your answers to SPI Secretariat who stands ready to offer you more details.
Your answers will be treated in strict confidentiality. The results of the banking survey
will be disclosed only at aggregate level

Please send your answers by October, XX, 2008.





For eventual further clarification needs, please indicate below the contacts of the person
who completed the questionnaire:

Name...............
Position.............c.eu.e.
Bank........ooovvviiiiininnnnn,
Email address:....................
TellFaX......ocovvvennnnnn.

Thank you for participating in this survey!





IV. Questions
A. Costs generated by cash management.

1. How many employees do you have working on the cash desks?
2. How many operation managers do you have supervising the work on the cash desk?

3. How many hours per day in average does the operation manager spend in dealing with
cash issues?

4. In average, how many transactions does one cash officer perform daily?

5. What is the average annual cost (salary and contributions) for a cash officer?
6. What is the average annual cost (salary and contributions) for an operation manager?

7. Do you involve other categories of personnel in managing cash transactions?
Yes[]  Noll

8. How many?
9. How many hours per day / days per year/month?
10. What is the average cost (salary and contribution)?

11. Which are the most common transactions performed in the cash desk? Please specify
is possible if the transaction most commonly is performed for households or for
businesses.

- money deposits

- money withdrawals

- payments for utilities
- money transfers

- foreign exchange

- other

12.1. On average during the month, how often do you have to transport cash:
12.2. Distance

13. How much does it cost to transport cash:
- Total
O security
o vehicle
o other





B. Transaction Costs different means of payments
1. Please state the annual total value of cash transactions.
2. Please state the annual total value of the commission paid for purchasing cash.

3. Please state the annual total value of cash transactions from third parties, specify:
- Households
- Businesses
o Small
0 Medium
o Large

3. Please state the annual total value of cash deposits from third parties, specify:
- Households
- Businesses

4. How many employees do you have working on the payments and cards?
2. How many operation managers do you have supervising the work on payments and
cards?

5. How many hours per day in average does the operation manager spend in dealing with
payment issues?

6. In average, how many transactions does one officer perform daily?

7. What is the average annual cost (salary and contributions) for a payment officer?

8. What is the average annual cost (salary and contributions) for an operation manager?
9. Do you involve other categories of personnel in managing payment transactions?
Yes[] Noll

10. How many?

11. How many hours per day / days per year/month?

12. What is the average cost (salary and contribution)?

13. Please state the annual total value of payments, specify:
- Interbank (domestic) transfers

e Incoming
e Outgoing

- Cross border transfers
e Incoming

e Outgoing





14. Please state the average payment commission per value unit / transaction on:
- Interbank (domestic) transfers

e Incoming
e Outgoing
- Cross border transfers
e Incoming
e Outgoing

15. Please fill in the table with the annual number of transactions, total annual value and
he average payment commission per value / transaction on the following non-cash
transactions:

Non-cash transactions | Number of Total value Average payment
transactions Lek / eur commission

Credit transfers

Direct debits

Cards payments

Cash cards

Debit cards

Credit cards

Other cards (please
specify)

Cheques

Other (please specify)

ATMs
1. How many ATMs does your bank have?
2. What costs are involved in setting up an ATM, and what is the respective value.
License
Rent
Purchase -
Operational (workers)
Installment
Other (specify)

~® o0 oW

3. What costs are involved in maintaining an ATM, and what is the respective value.
a. Security
b. Electricity






c. Routine maintenance
d. Other (specify)
4. other

POS
1. How many POS does your bank have?
2. What costs are involved in setting up a POS, and what is the respective value.
License/Agreement
Purchase _
Operational (workers)
Installment
Other (specify)

P00 o

3. What costs are involved in maintaining anPOS, and what is the respective value.
a. Security
b. Electricity
c. Routine maintenance
d. Other (specify)

4. other

Cards
1. What costs are involved in issuing a credit card, and what is the respective value.
CardC.1 CardC.2
License/Agreement with the card company ~ ------=  —eeeeeeee-
. Annual commissions to the card company ~ ---m-- seeeeeees
c. Costofprinting e s
d. Other et s

o o
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Prepared by SPI Albania Secretariat
SPI Project: Reducing cash transactions
Note on the proposal to perform a national-wide survey

1. SPI project on reducing cash transactions

1.1 Background

SPI Albania has undertaken this project based on the banks’ indications on the high volume of cash
transactions and the associated costs (fixed costs with office space, personnel, security and ATM
network, and variable costs with transportation, handling and ATM cash replenishing) and risks. The
Central Bank incurs also costs with the production, distribution and the operational management of
cash (security, transport, administrative and maintenance costs) that are to be recovered from banks.

The Albanian authorities have undertaken in the past 5 years several legal and administrative initiatives
to reduce cash transactions in economy with final objective to combat the informal economy. BoA
conducted a campaign for the reduction of the use of cash in the economy and implemented the
electronic payment system (please find more details in the attached Project ToRs — Appendix I). As
the impact of these measures was not the estimated one, there is the need for additional actions for a
decrease in the cash transactions.

1.2 Project Objectives

1. To prepare a protocol on a common policy in respect of the actions and measures to by be
undertaken by the banks for reducing the volume of cash transactions.
2. To build consensus among banks in order to sign and implement the protocol.

1.3 Project Steps
The Project steps are based on the EU Better Regulation Approach as outlined below

=========Scoping of Problem I -Analysis ====|| = Policy =||=Conclusion=
Of Impact Consultation

Regulatory Problem Policy Proposed Cost and Cost and Policy
context entification objectives regulatory Benefit Benefit ocument for
actlon analysis estionnaire nsultatlons
5-8 9






1.4 Current Status.

SPI Secretariat prepared the draft ToRs and gathered with AAB and BoA support the PWG. In its first
meeting, the PWG approved ToRs and scoping the problem document and decided to extend PWG
composition by inviting Ministry of Finance, telecommunication and other utilities companies, as well
as Customs’ Offices to appoint their representatives.

At AAB invitation and on the occasion of the first PWG meeting, an ABI expert delivered a
presentation on the Italian “war against cash”. Based on a study of the causes for which consumers and
companies prefer to deal with cash, ABI was able to formulate regulatory and non regulatory proposals
in order to reduce cash transactions. The non-regulatory measures were mainly directed to creating new
benefits for merchants and developing new products and included a major promotional and educational
campaign on the use of cards. The regulatory proposals formulated by ABI included: obligation for
professionals, merchants and Public Administration Offices not to accept cash for payments which top
a determined amount; definition of a cap above which wages/salaries cannot be paid by cash, credit
transfers to citizens be executed by Public Administration Offices using modern payment means, etc.

2. The need for the national wide survey

The Italian experience showed that for the effectiveness of the proposed measures, causes of the
consumers’ and companies’ apprehension for cash have to be determined. At the same time, as ABI
presentation showed, the largest cost savings generated by cash reduction are, in fact, registered by
consumers and companies, not by the banks.

Project Working Group concluded that a national-scale study in order to identify the causes and costs
of the high volume of cash in Albania for consumers and companies would be highly necessary in
order to formulate the most effective and customized measures for cash reduction.

In addition to the national scale study the Project Working Group will perform an assessment of the
impact of the cash reduction in the banks’ income statements. With the support of AAB, the Project

Working Group will collect the data for the Impact Assessment through a questionnaire to be sent to all
the 16 banks in Albania.

3. The selection process for a survey company

3.1. Brief of RFP

Based on PWG proposal, SPI Secretariat prepared a Request for Proposal (see Appendix 1) to be
addressed to the research companies operating in Albania. The RFP outlined the background of the
project, the need for research and its objectives as well as the required deliverables that would satisfy
the requirements of the identification step for this project.

A successful research would satisfy the following objectives:

Objective 1
To identify the causes of why consumers choose cash versus ‘banking’

Obijective 2
To quantify the cash transaction costs for individuals (households) and businesses.

3.2. Companies approached






Based on all information available and in consultation with banks and other businesses and
international organizations, SPI Albania short-listed the following research companies/organizations.

IDRA sh.p.k (Institute for Development and Research Alternatives) www.idra-al.org

UBO Consulting (Market Research and Business Service Provider) www.uboconsulting.com
BBSS Gallup International www.gallup-bbss.com

ASET (Albanian Socio Economic Think Tank) www.aset-al.org

APwnh e

Out of the 4 approached organizations only BBSS Gallup International was not able to send us a
proposal within the required timeframe.

3.3. Profile of the respondents

IDRA sh.p.k is a member of ESOMAR (European Society for Opinion and Market Research), with
more than 7 years experience in the Albanian market, IDRA performs both quantitative and qualitative
research. IDRa has served clients like: Raiffeisen Bank, Procter and Gamble, Tirana Airport Partners,
procredit Bank, VVodafone, Japan Tobacco International, and has conducted opinion polls for USAID,
EBRD, OSCE, Soros Foundation, Tirana Municipality, etc.

UBO Consulting is a market research firm and business service provider who has served Kosovo,
Albania and the region of South-East Europe for more than 7 years. Some of their previous research
includes projects such as: Market Research for Outdoor Advertising effects in Albania; Kukes
Economic Development Potential Assessment for UNDP; Raiffeisen Bank Market Research; Study of
the Microfinance Sector In Kosovo for the Community Development Fund; Review of Marketing
practices in the Financial Sector in Kosovo (Commissioned by Business Startup Center, Kosova);
Market Research for real-estate in Prishtina, UNDP Human Development Report 2008; Market
Research for Business Development Services for Swisscontact; etc.

ASET is a member of the International Association for Surveys Statisticians (IASS) and was founded
in 1999. Asset has carried out with success similar projects for The Government of Albania, World
Bank, EBRD, Soros Foundations, US Embassy, IFAD (ltaly), GTZ, IFC, Brookings Institutions (US);
UNIFEM; IOM; Development & Training Services Inc.; Interreg/Cards I11A (EU), etc.

3.4. Proposed Methodologies

3.4.1 Sampling

IDRA.

Household sample:

For a National sample IDRA has calculated an optimal sample size of 1200 respondents which would

ensure a confidence interval (less than +2.8%)

There are three selection methods needed to be employed to have an accurate and representative
sample of households.

1) Selection of Sampling points





Voting centers as per the database of the last local elections. (The total universe is the voting
population (18+)).

i) Selection of Household

A classic method used there where proper listings of residents are missing. This method requires
strict following of the procedures and rules (Starting point, rule of the left hand, every third door)
and as a result of these procedures, we have a sample, which will comply with the highest
representative's requirements and provides true results

iii) Selection of Respondent

Nearest birthday method. The respondent should be of age 18 or more normally living in the
private household whose birthday is nearest to the date of contacting.

Private sector sample:

For the private sector sample we propose a QUOTA sample of 300 or 400 businesses based on:
1. Sectors
2. Size
3. Geographic location

UBO Consulting

The proposed sample for the household survey would be comprised of 1,600 adult respondents across
Albania. The sample will be stratified according to age, gender, and settlement (geography) and it will
be custom designed to accurately portray the demographic composition of Albanian population

The first sampling stratification will be conducted along territorial lines, namely each municipality will
be assigned a representative sample of respondents. These municipal sub-samples will then be stratified
according to age, gender and settlement, thus providing for a faithful and representative selection
process.

When conducting the surveys in the regions, the surveyors will follow a random route which they will
interview persons by attending residential houses of potential participants of the survey and conducting
face-to-face interviews.

The households will be chosen randomly by using ‘every other house’ method, and when surveying
participants in apartments, the surveyors will choose one random door as a starting point and then
interview one person every third floor. If more than one person is eligible to be interviewed within a
household, the enumerators will use dates of birth as a random method for choosing the respondent.

Survey of Businesses is the second parallel process that will take place during project implementation.
It will include a total of 600 businesses sample throughout Albania. The sample will be stratified
according to geographic location, size, field of activity (i.e. trade, manufacturing and services). The
businesses will be identified from the existing business database that UBO Consulting has.
The sample of respondents for the business survey will be stratified according to the following criteria:
e Size of business (number of employees, turnover proportional to the percentages reported by
the Ministry of Economy)
e Field of activity (trade, services, manufacturing proportional to the percentages they take in the
economy)
e Geographic location





ASET

For the household survey ASET will construct a national sample of 1000 individuals. The sample will
be constructed based on very precise determinative characteristics, including the distribution in urban
and rural areas. The survey will address some specific questions for the rural population, based on the
fact that the banking system is not present at the majority of rural zones.

For the business survey ASET will construct a sample of 500 companies. The sample will be
constructed based on the INSTAT data regarding the distribution of companies according to 36
districts, economic activity and size.

3.4.2 Quantifying
IDRA

In order to have a complete picture of CASH TRANSACTION COSTS vs CARD TRANSACTION
COSTS some other data from a different type of research are needed. These data include but are not
limited to:

Nr. of POS accepting card payments

Nr. of Card holders ( debit/credit)

Volume of card transactions overall (number and Lek)

Bank costs for ATM withdrawals (cash distribution costs)

Bank costs for OTC withdrawals

Costs for withholding cash at ATM-s and branches (estimation), etc.

The data that will come out of the survey of households and businesses will be complementary to the
“macro” data in order to have a clearer picture of CASH TRANSACTIONS COSTS.

Some of the costs incurred to consumers are:

Cost of holding liquidity (for both individual consumers and businesses but more of an issue for
businesses). This cost usually is calculated as the interest rate cost on the average holdings of cash for
transaction purposes.

The so-called “Shoe-leather” cost of going to the bank, post-office or ATM to withdraw cash

Time costs at the cash register

UBO Consulting

UBO Consulting has designed an approach that attempts to accurately assess the spending habits of
citizens, as well as lifestyles and types of payments made. With regards to this aspect, a set of
questions regarding payments made in cash and those made via bank transactions will be incorporated
in the questionnaires for both target audiences—individuals and businesses alike.

Additionally, UBO Consulting will conduct 40 in-depth interviews with key informants (National
Bank of Albania, Ministry of Finance, Albanian Association of Banks, INSTAT), and other sources
identified in the process.

While the first method of data gathering will offer data from the perspective of target audiences, the
second method will enable UBO Consulting to gather the official data available. It should be noted that
based on the previous experience in conducting research in Albania, UBO Consulting expects that there





will be a significant discrepancy in data depending on the source of information. The foundation for
this expectation lies in the fact that a significant degree of financial and economic activity in Albania is
conducted informally, hence, making it impossible for authorities to record a significant portion of
transactions.

ASET

ASET will deal only with the cash transaction cost for households and the businesses. The mosaic of
the cash versus card transaction cost will be fulfilled with other data, which will not be generated
through the questionnaire survey. These data will be collected through desk research and the contact to
the banks and other institutions. The research will be focused on three dimensions: an indentified set of
products (current accounts, savings accounts, credit and debit cards, and personal and business loans);
five customer groups (students, young professionals, low-income families, median-income families and
pensioners) and a tentative comparison with other countries. Among the data that will be collected
through research, we could mention:

o Costs of transaction for banking products;

0 Fees for using banking products;

0 Nr. of POS existing in country and their network

0 Availability to use banking products and POS;

o Data and statistics on number of using banking products (mainly and POS,

volume of transactions, etc.

o0 Details on obtaining or using banking products for business and people;

o0 Details on each type of a banking service related to time waited before obtaining

it;

0 Types of documents and complexity of procedures needed to be fulfilled for each

type of banking service;

3.6. Proposed Timelines

Company IDRA UBO Consulting ASET

No. of Weeks 7 12 14

3.7. Proposed Costs

Company IDRA UBO Consulting ASET
Total Costs in EUR 24,150 48,151 22,900
Total Costs Including 28,980 57,782 22,900*
VAT

Cost/ Bank 1,812 3,612 1,432

* ASET is registered as an NGO, and does not charge VAT.






Summary of offers and rating

Companies
IDRA UBO Consulting ASET

Criteria

1, a. Sampling 10% 6 8 6

Methodology | b. Quantification 6 8 7

30 % 20%

2. Proposed Deliverables 15 % 8 8 8

3. Profile and Reference 10% 9 8 9

4. Costs 30 % 8 5 9

5. Timeline 5% 10 7 6

6. Structure of proposal 5% 6 8 7

7. Others 5% 9 4 7

62 56 59 | Total Score*
755 685 780 | Total Weighted Score

* Scoring is based on a simple 1-10 scale and weighted accordingly with the proposed relevance for
each criterion.

Scoring Explanation
1. Methodology.

a. Sampling: UBO Consulting proposes a larger and more diverse sample than IDRA and
ASET. While the latter detail the strata for the individuals and the criteria for random
selection, UBO develops more on criteria for the business segment. They also develop
on the in-depth interviews and their snow-balling method of selecting the relevant
organizations.

b. Quantifying: None of the Companies has provided a specific methodology on how they
plan to make the quantitative assessment. However, they mention that the secondary
data, the desk research and some of the questions they will include in the household and
business survey will provide them with enough information to derive an estimation of
the costs for the entire economy. UBO Consulting enters gives more information on
where the secondary and primary data to be computed can be found. In addition to the
above they mention the specific institutions to be interviewed for more accurate
estimations.

2. Proposed Deliverables:

The three companies propose the same deliverables of the survey. The marking is satisfactory but
not maximum since none of them is able to give enough evidence for the accurate quantification
deliverables.

3. Profile and References:

The 3 companies have almost the same experience and they have been operating in the market for
nearly 7-8 years. All the companies have performed studies for International Companies and
Organizations as well as Local ones. UBO Consulting operates in Albania as a branch of the
Kosovo based company and they might be disadvantaged due to lack of experience in Albania.

4. Costs:

The highest mark is given to the lowest offer.

5. Timeline:

The highest mark is given to the shortest timeline proposed.

6. Proposal Structure:

The highest mark is given to the most structured and detailed offer.

7. Others:





The score for this item was given by taking into consideration some general research and reference
checking, the correctness of answering to the RFP, the accuracy of the information and references,
as well as the company context and the compatibility of their profile with the requirements of this
study.

4. PWG recommendations

The Project Working Group suggests that this Note should be sent to the Albanian Association of
Banks for further analysis and approval. Upon approval, the AAB, with SPI Secretariat support may
contract and sponsor the survey following up on the selection and preparatory work done by the SPI
Secretariat and the Project Working Group.

The Results of the survey will be used in the SPI Project for Reducing Cash Transactions in order to
formulate accurate and concrete proposals.

The Results will be property of all the banks participating in the sponsorship and may be part of their
database on the most updated market information for cash usage in Albania.





T
™ P > % convergence
BANK OF ALBANIA senvt s i

APENDIX I
Request for Proposal

Background Information

The Albanian authorities have undertaken several legal and administrative initiatives to reduce cash
transactions in economy with final objective to combat the informal economy. In 2003 Bank of Albania
in collaboration with other institutions initiate a campaign for the reduction of the use of cash in the
economy. In addition to this campaign, in order to facilitate the interbank payments BoA has
implemented the Albanian Interbank Payment System (AIPS) that settles systemically important
payments and the Albanian Electronic Clearing House System (AECH), an electronic clearing system
owned and operated by BoA. Despite these initiatives undertaken it seems that the intended effects are
not completely materialized and the volume of cash transactions continues to be high. The high level of
cash transaction raises concerns to the banks. These concerns are related to the costs associated with
handling the cash and with the inefficiency produced by the high level of unused liquidities.
There are several socio-economic issues that favor cash usage in Albania. Customers seem to have:

- low sense of confidence in the ability of the current POS-es (traditionally cash transaction

places) to correctly process their payments,

- reluctance to use "official" channels,

- general distrust of technology

- continue to suffer from the trauma caused by the pyramid scheme era

- the perception of high cost of fees and commissions for making payments versus no costs

perceived from cash usage.
- suppliers prefer to be paid in cash.
- fear of being unable to control the spending amount, etc

Research Need

The anti cash initiatives are not mere measures to increase the business for the banks, but they benefit
many more actors, be them public or private. If this is a valid assumption, in order for the Project
Working Group Members to undertake effective measures in reducing cash transactions, they should
undertake a study on the causes and costs of such a high volume of cash transactions.

Research Objectives

Objective 1
To identify the causes of why consumers choose cash versus ‘banking’

Objective 2
To quantify the cash transaction costs for individuals (households) and Businesses.





Proposal Requirements

The proposal should contain the following:

Summary of the Research that answers the two main objectives.

Costs and payment requirements for a national scale research, divided per objective and in total.
Proposed Sampling information

Detailed Methodology proposed (with particular emphasis to the quantification under Objective
2)

5. Research and Deliverables Timeline.

Eal AN
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Document prepared by
Elona Bollano, SPI Director for Analytics and Policy

“Scoping of Problem” Document

Project: Reducing cash transactions

Section 1
Project information

PUBLIC-PRIVATE FINANCIAL SECTOR MODERNIZATION MATRIX

European Central Bank CRITERIA

Italian Banking A i Incrfasgtc_i Reduced
Association in?(/)TnTaetigr? Completeness of c:g%%;gg:e 'i?]S tra(ra]s;gfion Increased
CRITERIA reduction the market financial costs competition

transactions

Business development

Industry X
competitiveness

Industry reputation

Short description of the context [from project matrix]: Albanian authorities have taken
several legal and administrative initiatives to reduce the use of cash. Despite these initiatives
undertaken it seems that the intended effects are not completely materialized and the volume
of cash transactions continues to be high. The high level of cash transaction raises concerns to
the banks. These concerns are related to the costs associated with processing the cash and
with the inefficiency produced by the high level of the unused liquidities.

Stakeholder proposing the project: Banks

Other Stakeholders involved (sponsors): BoA, utilities and card companies

Project objectives:

1. To prepare a protocol on a common policy in respect of the actions and measures
to by be undertaken by the banks for reducing the volume of cash transactions.

2. To build consensus among banks in order to sign and implement the protocol.






Description of the project contribution toward financial modernization:

By reaching the project’s objectives, the level of expensive and inefficient cash transaction
will decrease and the level of more efficient payments will increase. The improvement of the
payment system will enhance the efficiency of the intermediation function of the banking
system.

Project Working Group:

Raiffeisen Bank (Project Owner & Project Manager)
Bank of Albania (Deputy Project Manager)

Union Bank (member)

Credins Bank (member)

American Bank of Albania (member)

Italian Development Bank (member)

Tirana Banka (member)

ProCredit Bank (member)






INTRODUCTION

The present Impact Assessment Template is designed to take you through the main steps of

the analysis and data requirements.

At an early design stage, with little quantitative data available, this template can help prepare
a Preliminary Impact Assessment. Later on, the template can help prepare a Full Impact

Assessment.

The template builds on the EU Better Regulation Impact Assessment process.

The EU Better Regulation Approach

Steps

1. Problem identification
2. Definition of policy objectives

3. “Do nothing” option

4. Alternative policy options

5. Costs to users
6. Benefits to users

7. Costs to regulated firms and
regulator

8. Benefits to regulated firms and
regulator

9. Data Questionnaire

10. Policy Document

11. Final Recommendations

Purpose
Scoping of problem
To understand if a market/regulatory failure creates the
case for regulatory intervention.

To identify the effects of the market /regulatory failure to
the regulatory objectives.

To identify and state the status quo.

To identify and state alternative policies (among them the
“market solution”).
Analysis of impact
To identify and state the costs borne by consumers
To identify and state the benefits yielded by consumers

To identify and state the costs borne by regulator and
regulated firms

To identify and state the benefits yielded by regulator and
regulated firms

Consultations

To collect market structure data to feed into cost and
benefit analysis

To learn market participant opinions on various policy
options
Conclusion

Final report to decision-makers, based on Cost Benefit
Analysis and market feedback

Rather than being a step-by-step process, RIA is a highly iterative process. As it
advances, it is likely that previous steps need to be fine tuned accordingly.





The template is made up of the following 3 sections:

Section 1 aims to scope the underlying problem in order to see whether or not a
regulatory/market failure exists and, if so, whether or not a regulatory action to address that
problem is necessary.

Section 2 is devoted to Cost-Benefit Analysis. In this part the main qualitative and
quantitative economics are illustrated under the various perspectives: from the regulator and
the government; from consumers and from the regulated firms.

Section 3 summarizes the conclusions.

This template is based on the following sources:
- CESR-CEBS-CEIOPS, Draft Impact Assessment Guidelines; May 2007;
- UK Financial Services Authority;
- Oxera;
- Lessons learnt by Convergence through the RIA Capacity Building sessions.






Section 1:
Scoping the problem

1.1. Problem identification

[Background section from ToRs]

The Albanian authorities have undertaken several legal and administrative initiatives to reduce cash
transactions in economy with final objective to combat the informal economy.

- In July 2007, the Albanian Government amended some articles in the Law on Taxation
Procedures in the Republic of Albania that are in line with cash reduction initiative. The upper
limit allowed to use cash for the purchase of goods and services was revised downward from
1,000,000 lek to 300,000 lek, but not more than 10% of the total purchases of that fiscal year /
tax period. All the acquisitions above this amount should be paid through the banking system.

- Prior to this law amendment, the Council of Ministers has issued a decree on May 2007 on the
minimal reference monthly wage to be used in the computation of the social security, health
insurance and tax contributions with the provision that contributions have to be paid to the
respective state institutions through the banking system or the post office network.

- In addition to the legal aspect the General Directorate of Taxation is working for modernizing
the payment procedures in order to facilitate the non-cash payment of the taxes. The Directorate
is working on the implementation of an on-line payment system and on the reduction and the
simplification of the procedures to be followed by the taxpayers.

- In 2003 Bank of Albania in collaboration with other institutions initiate a campaign for the
reduction of the use of cash in the economy. In addition to this campaign, in order to facilitate
the interbank payments BoA has implemented:

(i) The Albanian Interbank Payment System (AIPS) that settles systemically important
payments (such as payments between settlement participants, bank-to-bank payments,
including payments to and from the BoA; payments on government securities transactions; net
transfers of funds requiring designated time settlement; and large-value customer payments.
This is a system based on the core RTGS principles;

(i) The Albanian Electronic Clearing House System (AECH), an electronic clearing
system owned and operated by BoA, in which files of bulk (high volume) low value payment
instructions (both credit transfers) are exchanged among banks after the net positions have
been settled through RTGS.

(iii) BOA, as a settlement agent, in collaboration with VISA international association provide
to the banks the “Albanian National Net Settlement Service” (ALNNSS), which means the net
settlement of Albanian lek payments, executed within the territory of Republic of Albania, via
banking cards (debit/credit), issued in Albanian lek. The settlement is carried out for net
amounts, in the bank accounts that members (banks) holds in the AIPS system.

AIPS and AECH have automated the clearing service provided by the Bank of Albania to
commercial banks for processing payments to their clients. The implementation of these
systems improvements in the national payments system in terms of increasing speed, reducing
cost and security increasing in their processing. Did banks decrease their charges for payments
according to the cost reduction?

Despite these initiatives undertaken it seems that the intended effects are not completely materialized
and the volume of cash transactions continues to be high. The high level of cash transaction raises
concerns to the banks. These concerns are related to the costs associated with handling the cash and
with the inefficiency produced by the high level of unused liquidities.






1.2. Market/regulatory failure analysis (nature and evidence)

Cash is considered as an expensive and inefficient mean® of payment. Cash is a payment
instrument that is difficult to trace and this property makes it very attractive in the shadow
economy.

The currency in circulation makes up to 20% of the M3 aggregate, almost 3 times higher than
the weight that this component has in EU member states (aggregate level). The spread usage
of cash in the domestic economy in addition to the cultural factors and stage of economic
development is linked to the informal economy and maybe to some extend to the limited
financial knowledge and trust in the banking system.

In this context, the high level of cash transactions in the banking system could also be
considered as a market failure due to the weak market power to identify the proper incentives
for non-cash transactions and disincentives for cash transactions and thus to decrease their
operational costs.

Although banks raised the issue of the level of cash transactions and of the involved
processing costs, except for establishing an electronic payment system, they did not undertake
additional actions to decrease the cash volume: cash withdrawals are usually free of charge,
ATM and POS network is not too large, non-cash transactions are (highly) charged. Utilities
companies did not take any measures to discourage non-cash payments of their bills and the
card companies did not take actions to promote cards’ utilization.

Authorities undertook several regulatory actions in order to reduce cash transactions, but an
assessment on the effectiveness of the measures taken until now might be too early. Banks’
complains on the high level of cash transactions show that, for the time being, the regulatory
interventions still have not generated the desired effects. It seems that companies succeeded to
identify ways of “tricking” the regulatory requirements. Therefore, this situation indicates a
regulatory failure as the legal actions cannot be considered as very effective.

1.3. Policy Goal(s) threatened by the failure [e.g. financial stability, market
integrity, market confidence, consumer protection, facilitating innovation, enhancing
competition]

The market failure described above threatens the innovation promoting and the financial
stability policy objectives.

! The efficiency of the means of payments can be measured by at least one of the following:

the number of coins and banknotes involved.
A cash payment between two persons is efficient when the total number of coins and banknotes used — including
the change — is the minimum of all possible combinations of the amount of coins and banknotes needed to realize
this cash transaction.

the time needed to settle a payment;

the time needed for an additional check on counterfeits.






1.4. “Do nothing” option

1.4.1 Possible medium-term (max 2 years) self — corrective market actions (e.g.
mechanisms through which the “Do Nothing” option would address the market/regulatory
failure).

Various governmental institutions in the country have undertaken initiatives to curb the high
level of cash in the economy. The scope of the interventions by these institutions has been
related to their respective mandate or legislative obligations i.e. Albanian government’s main
objective has been to reduce informal economy, one of Bank of Albania’s objectives is to
promote the normal function of the payment system.

Due to the actions undertaken by the authorities the level of involvement of the banking
system in the payment system of the economy has increased and the level of currency outside
the banking system is gradually falling. Despite these developments still the level of cash and
cash transactions remains very high, showing that, on one hand, the regulations are not very
effective and maybe they should be completed with other regulatory actions, and on another
hand that market solutions are needed.

In this landscape the banking community, through is own resources, can compliment the
actions undertaken until now and identify alternative routes that will lead to lower cash
transactions and higher efficiency.Banks and utility companies could take actions in order to
stimulate use of non-cash payments and to raise customers’ awareness on the advantages of
using other means of payments.

1.4.2. Impact of the “Do Nothing” option to the various stakeholders

1.5. Alternative policy option(s)

1.5.1. Broad description of the regulatory or self-regulatory action(s) needed to remedy
the market or regulatory failure and hence achieve the policy goal(s)

- To take additional regulatory;
- To promote non-cash payments at industry level.

1.5.2. Possible operational regulatory or self-regulatory actions to achieve the policy goal

- to perform a study on the international experience in fighting against cash through
regulatory measures;

- to perform a national survey for collecting information on the level and rationale of
usage of cash transactions by the consumers and by the business entities;

- to perform a study on the cost generated to banks, consumers and business entities by
the use of cash, utilizing the information collected though the surveys;

- to enforce a protocol for an uniform application of the self-regulatory measures;

- to run an awareness raising campaign for the public on the benefits of non-cash
payments.

1.5.3. General description of Alternative Options
The approach that can yield faster positive results in the “war” to cash is to promote the






application of self regulatory actions by all banking market participants (option 1). On the
other side, there might be additional regulatory measures to be undertaken that in other
countries proved more effective (option 2). The most effective approach to reduce the level of
cash transaction is to combine the self regulatory measures of the banking industry with
regulatory measures that not only tack with the effects - high level of cash transactions, but
also the root of the problem - informal economy, financial literacy (option 3).

1.5.3.1 Detailed description of Option 1
The volumes of cash transactions within the banking system might be further reduced by the
establishment of a common policy among banks that will aim:
a. the reduction of cash transaction by creating disincentives for cash use; combined with
b. the increase of non-cash transactions by creating incentives for the costumers to use
alternatives to cash.

1.5.3.2 Detailed description of Option 2

State authorities could identify, based on the international experience, additional regulatory
measures such as to cap cash withdrawals, cash payments to state institutions, cash payments
in the stores or to provide incentives for non-cash transactions.

1.5.3.3. Detailed description of Option 3

The combination between the regulatory and self regulatory measures to be implemented in
and by the banking market, by the utilities and other state owned companies (such as customs)
could ensure very good results on short term.

Summary Problem Scoping

Auction procedures under foreclosure for immovable collateral

Market failure

Asymmetric Market power Positive Negative externalities
information externalities
X
(Existing) Regulatory failure
Regulation wrongly | Regulations Regulation Regulation so far has
prescribed for the succeeded in made it worse failed to work; maybe in
market addressing the due course
failure; a different
market failure (e.g.
side effect)
X






Section 2

Summary of impact analysis

2.1. Regulated firms

Costs & Benefits Qualitative Quantitative assessment
assessment summary results (min.
summary results EUR)
(High, medium, low) | First full 5 years
year horizon
Costs One-off X High
On going X Medium
Other
Benefits Additional Loans X Medium
Cost savings/Additional High
revenues X
Equity relief

2.2. Consumers

Costs & Benefits

Qualitative
assessment

summary results
(High, medium, low)

Quantitative assessment
summary results (min. EUR)

First full year | 5 years horizon

Costs Higher risks

Higher prices

Lower quality of
service

Others

Benefits Better Choice X

Higher

Price reduction

Improved access
X

Higher

Others

2.3. Regulator and Government

Costs & Benefits Qualitative Quantitative assessment summary
assessment results (min. EUR)
summary results | First full year 5 years horizon
(High, medium,
low)
Costs One-off
On going
Direct






Indirect

Benefits Statutory goals

Increase income
to the state
budget

Others

Section 3
Conclusions

1. Problem identification:
2. Proposed regulatory/self-regulatory action:

3. Impact assessment of the action:







Cod P > _iﬂ% %ﬂn vergence

BANK OF ALBANIA

SPI Project on Reducing Cash Transactions

Project Objectives

1. To prepare a protocol on a common policy in respect of the actions and measures to
by be undertaken by the banks for reducing the volume of cash transactions.
2. To build consensus among banks in order to sign and implement the protocol.

Project Management Team

Project Owner (PO): Oliver Whittle, CEO, RB
Project Manager (PM): Robert Wright, Commercial Director, RB
Deputy Project Manger (DPM): Elivar Golemi, Head of Payments, BoA

Minutes

Second meeting
September 24", 2006—AAB premises

Attendees: Robert Wright, RB (PM)
Jonida Vaso, Union Bank (member)
Griselda Cela, Credins (member)
Nevila Kraja, ProCredit Bank (member)
Teuta Kodra, ProCredit Bank (alternate member)
Anila Celiku, Vodafone (member)
Endri Ikonomi, Emporiki, (observer)
Mirela Berdufi, Emporiki , (observer)
Anuela Ristni, SPI Albania Director of Operations
Elona Bollano, SPI Albania Director of Analytics and Policy

SPI Albania Secretariat
Mrs. Anuela Ristani, Director of Operations, anuela.ristani@spi-albania.eu
Ms. Elona Bollano, Director of Analytics and Policy, elona.bollano@spi-albania.eu
Address: Twin Tower I, Kati 6, Apt. A3. Tirana, Albania. Tel. +355 42 280 359; Fax. + 355 42 280 371
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AGENDA
Project Progress Briefing
Revised Scoping of the Problem Document presentation (Approval)

Note on Research Companies’ Proposals for a National Scale study on Cash
Volume Costs in Albania (Discussion and Approval)

Banks” Cost-Benefit Questionnaire Draft Presentation (Discussion and
Approval)

Note on International Experience ( Discussion and Approval)
Conclusions and distribution of tasks

I.  Closing Remarks

I. Project Progress Briefing

The SP

| Secretariat briefed the PWG on the project progress after the first PWG meeting:

SPI Secretariat contacted all the institutions suggested by the PWG in order to
invite them to appoint representatives in the PWG. SPI Secretariat drafted the
invitation letters that were signed by the PO and sent invitations to: Mobile
Operators, Ministry of Finance, and other Public Utility Institutions’
representatives. The Credit/Debit Card Companies may not be represented in the
working group since they do not have local offices or representatives in Albania.
So far the PWG is enlarged by representatives from VVodafone Albania, Albanian
Mobile Communications, and Ministry of Finance. SPI Secretariat has contacted
the Albanian Electro-Energetic Corporation (ex-KESH now OSSH) but due to
their current restructuring under the privatization process, the Corporation could
not commit to any project that would demand changes in their current policies/
procedures. Despite SPI Secretariat efforts, the utility companies (currently state-
owned) were not willing to commit to the SPI Albania Reducing Cash
Transactions project.

The SPI Secretariat drafted a Request for Proposals that was reviewed and
approved by the PM. The Request for Proposals was sent to 4 selected research
companies, out of which only 3 managed to submit their proposals on time. SPI
Secretariat drafted a summary note on the importance of performing a national
scale study to measure the costs of cash volume in Albania and the reasons for the
current cash usage. The draft note includes an analysis of the offers received as
well as the draft PWG recommendations to AAB.





- The SPI Secretariat has addressed a request letter to ABI through AAB in order to
arrange a visit in their premises and ensure access to their Mc Kinsey study
conducted in Italy. The SPI Secretariat plans to organize such a visit early
October, after ABI’s final confirmation is received.

I1. Revised Scoping of the Problem Document presentation

The Scoping of the Problem documents template is based on the EU Better Regulation
approach. The document builds on the market/regulatory failure analysis. In this context,
the high level of cash transactions in the banking system is considered as a market failure
due to the weak market power to identify the proper incentives for non-cash transactions
and disincentives for cash transactions and thus to decrease their operational costs.

Authorities have undertaken several regulatory actions in order to reduce cash
transactions, but an assessment on the effectiveness of the measures taken until now
might be too early. Banks’ complains on the high level of cash transactions show that, for
the time being, the regulatory interventions still have not generated the desired effects. It
seems that companies succeeded to identify ways of “tricking” the regulatory
requirements. Therefore, this situation indicates a regulatory failure as the legal actions
cannot be considered as very effective.

The approach that can yield faster positive results in the “war” to cash is to promote the
application of self regulatory actions by all banking market participants (option 1). On the
other side, there might be additional regulatory measures to be undertaken that in other
countries proved more effective (option 2). The most effective approach to reduce the
level of cash transaction is to combine the self regulatory measures of the banking
industry with regulatory measures that not only tack with the effects - high level of cash
transactions, but also the root of the problem - informal economy, financial literacy.

The PWG approved the scoping of the problem document without objections.

I11. Note on Research Companies’ Proposals for a National Scale study on Cash
Volume Costs in Albania (Discussion and Approval)

SPI Secretariat presented the Draft note on Research Companies’ Proposals for a
National Scale study on Cash Volume Costs in Albania.

The note summarizes the project background, its steps, objectives, and the current status
and it introduces the need for research that will strengthen the efficiency of project
outcomes and provide for a valuable tool in the ‘war on cash’ with reference to ABI’s
real life experience. The Draft Note compresses all relevant aspects of the research
proposal offers received from 3 out of 4 selected research companies. The offer analysis
is based principally on the methodology (sampling and quantification), required cost and
time estimations, expected deliverables, companies’ profile and references and
structuring





After the necessary adjustments and revisions are made accordingly to the Project
Working Group recommendations, the Note will be then forwarded by the PM to the
AAB for sponsorship approval.

IV. Banks’ Cost-Benefit Questionnaire Draft Presentation (Discussion and
Approval)

The SPI Secretariat has drafted a Cost-Benefit questionnaire on cash and non-cash
payments. The SPI Secretariat presented the main sections of the questionnaire and asked
for PWG feedback. The PWG members suggested that the answers on some of the
questions may be found through Bank of Albania statistics rather than quantifying them
for all banks in total. The PWG recommended the SPI Secretariat to consult with cash
managers from PWG participating banks in order to obtain a more detailed insiders’
information on the structuring of costs and cash management. This information would
improve the questionnaire in its relevance and applicability for each of the items to be
assessed. After consulting with Cash Managers, SPI Secretariat will send to PWG a
revised draft of the questionnaire for additional comments/approval.

V. Note on International Experience

SPI Secretariat presented the Draft Note on International Experience. The note includes
information on the trends in using retail payment means in selected EU Countries and

benefits of using cashless versus cash payments.

The PWG welcomed the very informative note and recommended the SPI Secretariat to
include additional information on SEPA (Single European Payment Area) and some data
from neighbor countries.

IV. Conclusions and distribution of tasks
PWG agreed on the following actions and tasks:

- PWG will consult the Draft Note on Research Companies’ Proposals for a
National Scale study on Cash Volume Costs in Albania and will send their
comments along with the comments of the current meeting minutes. SPI
Secretariat will aggregate all comments and will incorporate them in the note.
The revised draft will be sent to the PWG members for final confirmation. After
PWG endorsement, PM will forward the note to AAB for approval and further
actions. SPI Secretariat will follow up with AAB and coordinate with PMT in
supporting AAB actions.

- SPI Secretariat will ask for DPM’s support in providing statistical data at the
banking system level on specific questions included in the Cost-Benefit
Questionnaire Draft.





- SPI Secretariat will meet with the cash managers from Raiffeisen and/or Union
Bank in order to obtain their opinion and suggestions on the Cost-Benefit
Questionnaire Draft.

- After getting PWG agreement on the cost and benefit questionnaire, SPI
Secretariat will run the consultations with banks through AAB. SPI Secretariat
will collect and aggregate individual answers and draft a document on the
findings.

- SPI Secretariat will meet with PWG members representing Vodafone and the
Raiffeisen/Union Bank representatives who are handling direct debit payments
for Vodafone customers in order to draft a case study as part of the deliverables
of this project. The case study will illustrate a success story on how direct debit
(cashless payment) is currently applied for mobile telecommunication payments
satisfying customers, providers and mediums (banks) by reducing costs and
increasing business.

- SPI Secretariat will revise all documents presented accordingly with the PWG
recommendations.

V. Closing Remarks

The second Working Group meeting is suggested to take place during the week of
October 27", 2008.





