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Summary

The Single Euro Payments Area (SEPA) is the sudipygoelement for the efficiency of the
European Internal market in the field of customayments. SEPA provides the opportunity
for all the businesses and consumers throughoutputo make cashless euro payments
according to the same basic conditions. SEPA pesvifor uniformity of payment
instruments — SEPA credit transfers, SEPA card paysnand SEPA direct debit payments —
throughout Europe determining that the national amass-border Euro  payments are
executed in an equally quick, safe and easy wapRASEs the project promoted by the
European banks that significantly contributes tdisation of the Lisbon agenda.

The SEPA Implementation plan reflects the acésitin the Latvian banking sector by
indicating a development scenario for each SEPApmmant: the above-mentioned SEPA
payment instruments and their settlement infraiires. The plan comprises the already
accomplished and still outstanding tasks set taesehcompliance of the Latvian banks
toward the SEPA requirements.

By publishing the plan the Latvian banks empleasieir support of the SEPA project in
Europe and the most important information commuet#®y the plan is as follows:

— The Money and Payment System working group oNtagonal Euro Changeover Steering
Committee of Latvia is responsible for practicaplementation of SEPA in Latvia,

— Latvian banking system undertakes to agree agnrmakent of the legal, technical and
commercial framework of national and cross-bordgmpents in euro by the end of 2010 that
complies with the SEPA project timeline in Européhe possible changes of payments
environment in lats would be initiated accordingtie market needs and by evaluation of the
project time line and cost-benefit analysis;

—The main change regarding SEPA payment instrisnemd the respective SEPA
infrastructures is introduction of UNIFI ISO 200&8&ndard / XML message format thiatter
alia envisages extended payment information;

— In respect of the enhanced SEPA value-addedcssrve-invoicing and e-reconciliation, the
Latvian banks support these initiatives and plamplement them after development of the
European banks' structured invoice requirements;

— The Latvian banks undertake to inform their costs about the SEPA products and urge
all the customer groups to support the SEPA pradogusing them extensively.



Introduction

Introduction of SEPASingle Euro Payments Area) is a continuation of the single European
currency project. By using SEPA instruments, thehtess payment instruments are aligned
throughout Europe. The European banks have agmeddeocomponents of SEPA and each
country informs of them the market participantstheir SEPA implementation plans. This
document provides the information on the SEPA immaetation activities planned in Latvia
and it has been developed by the Latvian bankiotpseepresented by the Association of
Latvian Commercial Banks (ALCB) in cooperation wilie Bank of Latvia.

The introductory part of the SEPA plan contaihe information on the organisational
structure of the SEPA project in Latvia, the maetidion-making bodies involved and the
customer payment products supply and demand. [Bmegpitlines the scenarios regarding the
SEPA infrastructures and the issues of standaroisaind legal framework, and the major
decisions of the banking sector are included theixajether with appropriate implementation
schedules. The plan provides a detailed descriptbnSEPA payment instruments
introduction process in Latvia — the use of SEP&dirtransfers, SEPA card payments and
SEPA direct debit in the banking sector if Latvidese solutions will be described in more
detail in the following versions of the SEPA pladditionally, information is given on the
future prospects of the SEPA project including 8t&PA value-added services. Finally, the
responsibility of the banking sector for promotidhSEPA products and information of the
customers is explained and an appeal expressdbthe @ustomer groups to support and use
SEPA payment instruments.

The SEPA Implementation plan in the banking seatdi be used also for drafting of the
National SEPA Implementation plan in Latvia.



1 SEPA project organisational structure in Latvia

For implementation of the SEPA project objectiwed atvia, working groups have been
established with the representatives of the naltioenygment system (see Chart 1).

The leading SEPA project working group is The Myprand Payment Systems Working
Group (MPSWG) reporting to the Latvian National @@hangeover Steering Committee.
The MPSWG is responsible for practical implementaif the SEPA project in Latvia. The
banking sector in the SEPA project is representethé SEPA Working Group established
by the Payment Committee of the ALCB. Since 20@&/Blank of Latvia has been taking part
in the work of this group.

Within the framework of the SEPA project the ALGiBice 1 September 2007 has been
functioning as the SEPA National Adherence Supfuganisation (NASQG)in Latvia. The
main task of the NASO is to provide the necessaigrination and coordinate adherence of
banks to the SEPA Credit Transfer Scheme and SEi&ctCDebit Scheme. The NASO is
also responsible for the review of the adherenceemgents submitted by the banks and their
forwarding to the European Payments Council (EPC).

National Euro Changeover Steering Committee

‘ Money and Payment } Responsible body

for SEPA
Systems WG implementation

Payment Committee of the Association of Latvian Commercial Banks

SEPA WG
Payment service providers
banks e-money || Bank of |[ State Post | payment |
institutions Latvia Treasury Office | institutions
Customers
public corporates SME merchants | |consumers
administrations P

Chart 1. SEPA Latvia organisational structure

The SEPA project organisational structure alsushes the payment market stakeholders.

On the supply side, the main participants are thek®, followed by payment service
providers with a smaller market share. On the demside, SEPA product users are
customers, starting with those who produce the payntritical mass, such as public
administration and corporates.

! List of NASO available at European payment coungikt visited on 13 February 2008.
http://www.europeanpaymentscouncil.eu/sepa_sai.cfm




2 Commitment to SEPA in Latvia

EPC Chartérestablishing the leading role and obligationshef European banks within the
SEPA project at the same time promotes realisatidghe EC Lisbon AgendaThe latter to a
great extent associates the development of the Ebibér States with the use of information
and communication technologies (ICT) in every indusn order to make the single
European market more effective and based on infmmsatnd knowledge. Along with the
large value payment system projects it is posgibleptimise the retail payment market and
the SEPA project is one of the major componentshisf task. The EPC, the EC and the
European Central Bank (ECBttribute the SEPA project not only to the eumaatountries,
but also to the other EU member states, Icelarahteénstein, Norway and Switzerland.

SEPA is defined as "an area in which consumers, cganies and other economic actors
will be able to make and receive payments in eurayhether between or within the
national boundaries under the same basic conditionsights and obligations, regardless
of their location.">

The chief goals of the SEPA project are to prav@single European retail payment market
that would be as effective and profitable as theeru national payment practices. In the EU
member states the SEPA was launched on 28 Jand@8yt®y implementation of SEPA credit
transfers. The EU banks during the year 2008 havemiplement SEPA requirements
regarding the reachability of customers for theeiding of euro paymentsas well as insure
compliance with some conditions regarding the gaagmenté Concerning payments in
national currencies the EU member states resergbtsrito apply SEPA provisions
proportionally with the market requirements. Sikc®ecember 2007 the EU Law has been
supplemented with the Payment Services Directive 2007/64/E&, After incorporation of
the provisions of this Directive into the natioralvs of the EU member states the legal
framework of the SEPA project will largely be reaid.

The SEPA project continues to pursue the objestf introduction of the single European
currency — the euro. The beginning of this prockdss back to 1 January 1999 when the rate
of the single EU currency was fixed in 11 membatest. The project was refreshed on 23 and
24 March 2000 by the strategy adopted in Lisbortingetthe goals for the global

2 Charter of the European Payments Council (EPCdinated version including amendments to be apmtove
by the Plenary on 19 June 2007. Doc EPC098/07 cieyd&=PC632/04. Last visited on 4 December 2007.
http://www.europeanpaymentscouncil.eu/documents(FBC07_v3.0%20ENG%20EPC%20Charter, pdf9.
® The Lisbon Special European Council (March 200@)vards a Europe of Innovation and Knowledge. Last
visited on 11 December 200mtp://europa.eu/scadplus/leg/en/cha/c10241.htm
http://eur-lex.europa.eu/en/dossier/dossier_13.htm
* Single Euro Payments Area (SEPA): Integrated Irpgaiments market. ECB, 13.11.2006. Last visited on
5December 2007http://www.ecb.int/pub/pdf/other/sepa_brochure 2006df p.6.

Ibid, p.7.
® Both as a beneficiary bank in case of credit fiemssincluding execution of R-transactions andadiiciary
bank of direct debit mandate, i.e., the payer b&@pen Letter to Banks planning to adhere to the the SEPA
Credit Transfer and SEPA Direct Debit Schemes, 08.10.2007. Last visited on 4 February
2008http://www.europeanpaymentscouncil.eu/documenttgt éEPC050 07 _Open%20Letter%20t0%20SEPA
%20banks%200.7.pdf
" Liability shift rule, p. 7. SEPA Cards Framewo¥ersion 2.0, 8 March 2006. Last visited on 5 Feby@908.
http://www.europeanpaymentscouncil.eu/documentsASEFOCardsframework 027 05 Version2%200.pdf
$0J L 319, 5.12.2007, p. 1.
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competitiveness of the EU. Later, in response & ithplementation of the Regulation on
cross-border payments in euro No. 2560/20€1e EPC was established, that over the years
developed a self-regulating framework for the snBuropean payments market (see Chart
2). In 2008 SEPA was launched as the European bmirksd the SEPA Credit Transfer
Scheme and ensured issuance of payment cards ipliaooe with the SEPA Cards
Framework. The year 2009 will see the implementattd SEPA direct debit. By general
everyday use of SEPA payment instruments by theoéra®10, implementation of the main
components of SEPA is to be completed.

S€PA

implementation:

Establishment of

0000
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=]

sww EUropean Payments 1) Card payments

,;,{:E Council 2) Credit transfers
s 3) Direct debits
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5 2 SEPA
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Fixing of Introduction : t payment
conversion e pRYmen instruments
rates o instruments Iy i
available eI

use
Chart 2. SEPA project implementation in euro areacountries

Latvia as an EU member state must fulfil its gations under the EU Tredtydetermining
its progress towards the European Monetary Uniod ancession to the euro area.
Consequently, in the future the lats will be repthevith the single EU currency euro. Until
that time national retail payments will be executethe national currency. According to the
statistical data in the 2 half of 2007 paymentdats accounted for 94.3%. Euro payments
slightly exceeded payments in other currencieswataug respectively — 3.0% and 2.7%.

By adhering to the SEPA payment schemes the dmtvanks undertake to receive and send
appropriately formatted SEPA paymeéntsDespite the small share of euro payments in
Latvia, the customers need to address the opptesndf a gradual transfer to the new
standards also in the payments in lats. Procesdipgyments in several parallel standards
unnecessarily increases the costs of the SEPA mapi&ation project, therefore, a prompt
changeover to SEPA payment standards could hetproess substantially minimise cots
Latvia is challenged not only to align the eurompant standards but also to adjust the lat
payment infrastructure to the SEPA standards.

Introduction of the SEPA implementation plan in Latvia will enable the consumers,
businesses and other stakeholders to send and reeeieuro payments in line with
uniform standards and other major conditions.

° Regulation 2560/2001 on cross-border paymentsrio. €J L 344, 28.12.2001, p.13

Y TEU, Art.121(2).

1 participants of the SEPA schemes may have sesategiories envisaging only receipt of payments and
executing returned paymen@pen Letter to Banks planning to adhere to the the SEPA Credit Transfer and

SEPA Direct Debit Schemes, 08.10.2007. Last visited on 4 February 2008.
http://mww.europeanpaymentscouncil.eu/documents#t eEPC050_07_ Open%20L etter%20t0%20SEPA%20b
anks%200.7.pdf

12 EPA Big Time scenario. European Commission: SEPA Potential fierse Stake. SEPA Study carried out

by Capgemini Consulting, 28.01.2008. Last visitaddd-ebruary 2008.
http://ec.europa.eu/internal_market/payments/depslsepa-capgemini_study-final_report_en.pdf




The critical mass of SEPA payments can be acHiem# only by the banks' readiness to
provide SEPA payment instruments, but also by aadtise of the respective SEPA products
by all the payment market participants: public adstration, corporates, small and medium-
sized enterprises and consumdiige critical mass of payments in Latvia will be acleved
when 80% of banks offer SEPA products and 90% oflathe executed payments comply
with the SEPA payment requirements.A positive factor facilitating implementation of
SEPA in Latvia is the customer account IBAN staddapplied in all the national and cross-
border payments already from 1 January 2005. ld ga@yments an important feature is
compliance of the card infrastructure with the SEf#ment card framework The SEPA
standards must be met not only by the banks isandgaccepting payment cards, but also by
the card processors and merchafitse critical mass of card payments in Latvia will ke
reached when 90% of the infrastructure elements —azds, ATMs, POS terminals — are
adjusted to SEPA requirements and 90% card paymentare executed according to the
SEPA card framework.

In September 2004 the ACBL Payment Committee iappd its representative for work in
the EPC. In 2007 the SEPA Working Group of the RaymCommittee commenced its
activities. Considering the history of the SEPAjecb and the anticipated implementation
phases in the euro area countries, further SEPgiractivities in Latvia will be focussed on
introduction of SEPA euro cross-border payments;gdnsecutive alignment of national euro
and, possibly, lat payment standards with the SE&f@Nirements, and accession to the euro
area thus completing the main part of the SEPAegtoj

S€PA

implementation:

1) Card payments
2) Credit transfers

3) Direct debits

2004 2007 2008 2009 2010 euro introduction
SEPA Latvia SEPA
Nomination of the Establisment of payment payment
representative of the SEPA WG instruments instruments
the Payment of the Payment generally in generally in
Committee at Committee use use
the EPC

Chart 3. SEPA project implementation in Latvia

The Latvian banks anticipate full accomplishmehtthe project in accordance with the
written definition with introduction of euro in haa (see CharB). However, according to
teleological interpretation approach or the maialgd the SEPA project — an integrated and
efficient payments market the Latvian banking system undertakes to agree upon
alignment of the national and cross-border legal, gchnological and commercial
framework until the end of 2010 which is in line wih the SEPA project schedule for
Europe. The eventual changes in the lat payment emgnment will be made in
accordance with the market need and evaluation ohe project time line and cost-benefit
analysis.The individual progress of each payment instrunedescribed in the next Chapter
"Core SEPA products in Latvia".

3 SEPA Cards framework, Version 2.0, 8 March 2006stlvisited on 17 January 2008.
http://www.europeanpaymentscouncil.eu/documentsASEFOCardsframework 027 05 Version2%200.pdf
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SEPA payment instruments are credit transfemard payments and direct debit paym&nts
Other payment instruments in the SEPA project ansidered as less viable.

“1n the Latvian banking practice often referrecsopayments, money orders, etc.
'%|n the Latvian banking practice often referrecsdfast payments, automatic payments, etc.



10

3 Core SEPA products in Latvia

In Latvia the prevailing payment instruments aredit transfers, direct debits and card
payments. In 2007 their share was 99.6% of all gagmexecuted in the Latvian banks. The
customers use cheques in rare cases (in 2007 %p&2d the recently introduced e-money
payment instruments (in 2007 — 0.36%). Chequesrglyare not considered an effective
payment instrument, whereas the advantages of eynare obvious in the micro-payment
segment. Nevertheless, in general e-money as aguaynstrument has not gained sufficient
popularity in the EU states (0.53% of all EU paytsein 2003° in order to be taken into
account in the context of the single European paymmearket lying at the basis of the SEPA
project.

3.1 SEPA credit transfers

SEPA credit transfer is a payment instrument dgimg with the requirements of EPC
SEPA Credit Transfer Schefigi.e., the conditions of executing an euro créeditsfer from
the originator's bank to the beneficiary's bank.ewtihe scheme was introduced on 28
January 2008, 14 banks in Latvia joined SEPA Créditnsfer Schent& while the other
banks still have the opportunity to join it untilet end of 2008, by sending the adherence
agreement endorsed by the NASO to the BEPC

Credit transfer is a payment initiated by the par. In the case of a credit transfer, a
payment instruction is sent to the pag/er’s bank (seder's bank), which moves the funds
to the payee's bank (receiver's bankj:

The main features of the SEPA Credit TransfereSu
1) Any customer can be reached;
2) Payment executed for full amount (no commissieducted from the payment amount);
3) There is no limit on the value of the payment;
4) The maximum settlement time is three businegs;da
5) The scheme is separated from the processiragsinficture;
6) IBAN and BIC are used as account identifiers;
7) There is a comprehensive set of rules for regeand returned payments;
8) UNIFI (ISO 20022) standard / XML message formatier alia providing extended
payment information, e.g., the sender's reference.

'® payment and securities settlement systems indhepEan Union and in the acceding countries (Blaek
http://www.ecb.int/pub/pdf/other/bluebook20061 2 audidten. pdf

" SEPA Credit Transfer Scheme Rulebook v2.3 Apprd@66.2007. Last visited on 5 February 2008.
http://www.europeanpaymentscouncil.eu/documentsiPBC05%20ECT%20RB%20v2.3%20Approved. pdf
8 SCT Participants Register, 14.01.2008. CB.Netl§{-131. Last visited on 17 January 2008.
http://epc.cbnet.info/docs/SCT_Participants Registé

9 SEPA Credit Transfer Scheme Adherence Agreemaist \lisited on 8 February 2008.
http://www.europeanpaymentscouncil.eu/documentsiPBCO7%20SCT%20%20V1%201%20extract%20adhe
rence%20agreement.doc

% Single Euro Payments Area (SEPA): Integrated Irptgiments market, ECB, November 2006, p.20. Last
visited on 5 February 2008ttp://www.ecb.int/pub/pdf/other/sepa_brochure_20@alf
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In parallel with the progress in the organisatiéithe EU internal mark&tthe SEPA project
allows the customer to maintain a single accountriaking SEPA payments in Europe. In
practice it means that any customer may open apuatcat any bank in Europe. The
European banks provide the same SEPA producteftinerthe competition in the banking
sector for offering better services to the cust@mgexpected to increase. Among the biggest
winners in this situation will be small and medigmed companies improving their account
management and reducing settlement costs. In addiithe account optimisation the public
administration institutions will enjoy the advantgagpf using SEPA direct debit instrument.

The Latvian banks in 2007 executed 87.5 millidrcastomer credit transfers for the total
amount of LVL 421.1 billion (the average amountaoétomer credit transfer in the banks was
4,815 lats). The statistics of payments for tAeHalf of 2007 show that 92.3% of the retail
credit transfers were made in lats, 4.2% — in earas3.5% — in other currencies. Therefore,
payments in lats are a benchmark of the Latviark lcaistomer payment habits regarding the
credit transfers.

Evaluation of the credit transfer practice in theLatvian banks according to the above-
mentioned criteria of the SEPA credit transfer schene shows that those Latvian banks
that have adhered to the scheme are already meetirgjl the requirements, i.e., they
ensure reachability of all customers, execute paymes for the full amount, do not limit
the payment amount, credit the customer's account ihin three business days, use
IBAN and BIC for identification of the customers' accounts, observe the requirements
regarding the rejected and returned payments. The m@mn task that must be
accomplished in the near future is transfer to theXML format, without applying
conversion.

The Latvian banks until the end of 2010 are plagrio complete alignment of the euro
credit transfers both in national and cross-bordeail payments. In respect of the credit
transfers in lats a gradual transition is beingfgrared evaluating the costs and benefit
analysis of various scenarios. Application of sanitequirements for national and cross-
border credit transfers in lats and euros would rowe processing of payments and
consequently reduce the costs for all the stakehnsld

Table 1. Introduction of SEPA credit transfer in Latvia

Payments End of 2007 End of 2010 After introductio of
euro in Latvia
LVL SHA/OUR/BEN SHA -
D+1 D+1
IBAN/BIC IBAN/BIC
EUR SHA/OUR/BEN SHA SHA
D+3 (max) D+3 D+1
IBAN/BIC IBAN/BIC IBAN/BIC

In the nearest future there will be progresseaad in the execution time requirements for
credit transfers. At present the execution of thmedit transfer according to the legal
requirement$? is set upon the funds credited to the beneficsabgink. The execution time of

2L Commission of the European Communities. Initiatiirethe area of retail financial services, Brussel
20.11.2007. COM 2007/724. Last visited on 11 Fetyr@@08.http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM: 200724 :FIN:EN:PDF

%2 Directive 97/5/EC on cross-border euro. OJ L (482.97, p.25
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a cross-border credit transfer is five days untgberwise provided in the agreements with
customers. In the future, pursuant to the Paymenti&s Directive, execution of the credit
transfer will be guaranteed upon the funds creditethe beneficiary's account. By the year
2012 the banks must ensure funds transfer to thefioeary within three business days from
initiation of the credit transfer by the origindsobank, whereas after 2012 the banks will have
to guarantee funds transfer to the beneficiary iwitne business day from initiation of the
credit transfer by the originator's bank.

3.2 SEPA card payments

SEPA card payment is a payment instrument com@lyvith the requirements of EPC
SEPA Cards Framework for card issuers, acquiredscand infrastructures. SEPA Cards
Framework applies to card payments in euros antt eathdrawals by card from the
customer's bank account. Since 1 January 2008uttteagea banks have been offering their
customers SEPA cards. 16 banks in Latvia have djrasarted to issue payment cards
complying with the SEPA standards while the othdvaéks issuing cards are planning to
begin issuing of SEPA cards in course of 2008.

Of the numerous types of payment cards that are avable to cardholders, two main
types can be identified:

v Debit cards, which allow the cardholder to charge prchases directly and
individually to an account;
v Credit cards, which allow the cardholder to make puchases within a certain

credit limit. 2

The main features of SEPA card payments:
1) The cardholder can make purchases and withdesh with one card all over the euro
area;
2) Cardholders and merchants may make and recanepayments in euros in a common
and consistent manner;
3) The rules of free competition apply to the gardcessors.

At the beginning of 2008 the progress of impletagon of the SEPA card framework was
largely affected by migration of the three compdeenards, ATMs and POS terminals to the
SEPA Card Framework standards. StandardisatioheoSEPA project for card products is
the main condition in comprising four phases: Ifida-terminal (the above-mentioned three
components); 2) terminal-to-acquirer; 3) acquicerssuer and 4) certification and types of
approval. Each phase requires a number of standafréghich at the beginning of 2008 only
the requirements for the first phase were specifiedvelopment of the standards and
specification is to be fully completed by Februaéio.

In the national legislation: Bank of Latvia Courecision No. 96/4 (11.06.2002.) " The Rules oédit
Transfer ". Amendments in Bank of Latvia Councilci3&on No. 96/4 (15.05.2003.).
http://mww.bank.Iv/lat/main/all/noract/mak_sist/kigarvednoteikumi/

23 SEPA Cards Framework v2.0 Approved 08.03.2006t Viaiged on 5 February 2008.
http://www.europeanpaymentscouncil.eu/documentsASEROCardsframework 027_05_Version2%200.pdf
%4 Single Euro Payments Area (SEPA): Integrated Irptgiments market, ECB, November 2006, p.22. Last
visited 5 February 200&ittp://www.ecb.int/pub/pdf/other/sepa_brochure 2606df
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Currently in Europe the card schemes of the matigonal payment card organisations VISA
and MasterCard are considered compliant with thB/ASEard framework. Both four-party
schemes (cardholder, merchant, acquirer and isso@t)jnue to operate by adapting their
organisational structure and rules to the SEPAirements. The ECB is actively promoting
the idea of the European debit card sch&mamerican Express and other three-party
(cardholder, card organisation and merchant) scheatepresent are not considered as
compliant with the SEPA Card Framework. In the E@&d Working Group there is an
ongoing debate about integration of the three-padyd schemes in the SEPA Card
Framework in such a way that these cards shoulaneatte unjustified threat of competition
for the schemes compliant with the SEPA Card Fraonkew

The Latvian banks by the end of 2007 had issy&@724 thousand cards or on average one
card per capita. In the profile of the cards issbhgdhe banks there prevailed the payment
cards with debit function — 77.5% of all the caistsued until the end of 2007. Cards with
credit function and deferred debit function accedntespectively for 20.4% and 2.1%. The
volume of card payments mostly depends on the paigweth the prevalent cards with debit
function (85.2% of all payments with cards in 207

In Latvia all the issued payment cards are co-bnaded with the international card
organisations VISA and MasterCard, respectively, 6:7% and 27.7% by the end of 2007.
American Express cards accounted for 4.6% of the Uaian payment card market.
Therefore, one of the most crucial issues in the $A Card Framework transition phase
regarding the migration of the local card systemsa the SEPA requirements in Latvia
does not need to be addressed.

In Latvia there are more than 20 thousand PQSinmats in the sales outlets, including 3.3
thousand cashier systems, that in 2007 service®%d6of the total retail turnover
domestically. Statistically, in the sales outletd_atvia there are nine terminals per 1,000 of
the population. At all terminals in the sales astlthe international VISA, VISA Electron,
MasterCard and Maestro cards are accepted. Thenargschave an option to choose freely
and independently which cards to accept for payn@ngoods and services, depending on
their economic considerations. In the result of petition, almost every merchant has chosen
to accept all the most widespread internationahpayt cards. In 2007 on average with one
card 16 purchases for 15 lats were made and 1 toash was withdrawn in the average
amount of 69 lats. By the end of 2007 the bankassd 1,147 ATMSs.

Table 2. Introduction of SEPA card payments in Latva

Phases End of 2007 End of 2010 After introductionfo
euro in Latvia
Card — cards: 88.6% cards: 100% cards: 100%
terminal POS: 87.8% POS: 90% POS: 100%
of which cashier of which cashier Of which cashier
systems : 0% systems : 30% systems: 99%
ATM: 51.0% ATM: 100% ATM: 100%

In the migration phase card-terminal by the eh@@07 about 88.6% of all cards already
corresponded to the EMV stand&tcand the POS terminal migration is at approxinyatie

% SEPA goes live by Gertrude Tumpel-Gugerell, EC&02.2008. Last visited on 5 February 2008.
http://www.ecb.int/press/key/date/2008/html/spO0&R&a.html

% The so-called combination of smart card and Réiddarts agreed upon by Europay, MasterCard aral Vis
Last visited on 9 April 200&ttp://www.emvco.com/
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same level. There is a significant delay in the AThration; by the end of 2007 only
slightly more than half of all ATMs were adoptedigrhis mostly due to the amortisation
periods of the respective machines. At presentrtlygation of cashier systems terminals to
the EMV standard is considered to be critical. Ulguaerchants who have more than three
cash desks use cashier systems to process careémay®nly a small number of merchants
choose in parallel to the cashier system termmaigtall a POS terminal. At present only one
"cashier system-PIN entry device" combination idifted according to the EMV standard,
i.e. it complies with the SEPA requirements. As tlashier systems in Latvia are a property
of the merchants, it is difficult for the banks persuade the merchants to change over to
cashier systems compliant with the EMV standard.

One of the SEPA card framework requirements as$ ifhcounterfeit fraud transaction takes
place then the party which is not EMV-enabled ablié for the fraudulent transactfénFor
example, if the bank has issued a card that complieh the SEPA requirements, but the
merchant has not changed over to servicing of suchrd, the liability in case of fraud lies
with the acquirer.

The Latvian banks forecast that migration of 96P4all the elements in the phase card-to-
terminal already by the end of 2008. Thus, thacalitmass in the migration of the cards
would be achieved. The Latvian banks plan to acdsimgull changeover in phase one by the
end of 2010, with the exception regarding the ckargr of the cashier systems.

There are ongoing discussions about the phaseni@rto-acquirer (merchant). At the EPC
the use of EMV and PCI DSS (Payment Card IndustatalBecurity Standard) is addressed
for development of a single SEPA terminal and teahto-acquirer specification and
standard. For successful migration of this phase important to promote cooperation with
the merchants.

The phase acquirer-to-issuer in Latvia is represk by Ltd "First Data Latvia" (FDL).
Processing of interbank card payments issued inctiumtry, providing also a clearing, is
based on an interbank agreement to which, in aaccslwith the free access principle, any
bank in Latvia may accede, issuing or acquiring A/IS/ISA Electron, MasterCard or
Maestro cards. The operational questions of clgafor cards issued in the country are
decided unanimously, and the interbank agreemestogg certain loss-sharing principles in
case of settlement problems. For international ey VISA and MasterCard systems are
used. Interbank commissions for domestic card paygnae charged in accordance with the
interbank agreement while fees for internationainpents — in accordance with the interbank
tariffs approved by VISA and MasterCard organisaio

The card processing infrastructure in Latvia cbespwith 1ISO 8583 standard ensuring that
merchants may freely choose the most convenientirfieg bank, considering that the POS
terminals of any bank accept the cards issued lyo#imer bank. The EPC is working on
development of uniform specifications both for ceatons and terminals. As FDL,
merchants and other market participants implentennecessary requirements, the technical
boundaries of the markets will vanish for this pha.

The last phase that concerns certification sihgilavith the second phase is under
development at the EPC. To date, the guidelineguification have been worked out.

" SEPA Cards Framework v2.0 Approved 08.03.2006,pff@ctive from 01.01.2008. Last visited on 5
February 2008.
http://www.europeanpaymentscouncil.eu/documentsASEFOCardsframework 027 05 Version2%200.pdf
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3.3 SEPA direct debit payments

SEPA direct debit is a payment instrument conmgiywith the requirements of the EPC
SEPA Direct Debit Scherf& The European banks are planning to launch SER&tdilebit
payments after transposing of the Payment Seridaestive into the national laws of the EU
member states, i.e. from November 2009. Accessiogegure to the SEPA Direct Debit
Scheme is the same as for SEPA credit transferbiesigning a separate agreement

Direct debit is a transfer initiated by the payedthe receiver) via the payee's bank after
agreement between the payee and payer (the sendebdjrect debits are often used for
recurring payments (such as utility bills) with a pe-authorised agreement being put in
place with the payer. Direct debits are also usedf one-off payments®

The main features of SEPA direct debit scheme:
1) Direct debit can be made to any receiver;
2) It covers both recurrent and one-off payménts
3) Maximum settlement time complies with SEPA créinsfer execution tinfé
4) The scheme is separated from the processirgsindicture;
5) IBAN and BIC are used as account identifiers;
6) There is a comprehensive set of rules for regeand returned payments;
7) UNIFI (ISO 20022) standard / XML message formater alia providing extended
payment information, e.g., the sender's reference.

SEPA Direct Debit Scheme provides for the cretitsmandate flow. It is sufficient for the
customer to sign an agreement with the serviceigeoyve.g. a telecommunications operator,
who forwards this agreement to its bank (creditbesk) for initiation of a direct debit
payment. At the first payment of the bill the cteds bank requests authorisation, which is
accepted as the conclusion of the three-party tditeloit agreement between the customer, the
service provider and the bank. The original ofdgeeement is held by the creditor's bank.

The EPC has developed framework conditions a-amandate to provide the EU states who
already have the debtor's mandate flow practiee, the agreement is held by the debtor's
bank, with the opportunity to introduce SEPA Dir&bit Scheme without amending the
direct debit agreements. The main feature of theaadate framework is the sending of an
electronic copy of the agreement to the debtorkba

8 SEPA Direct Debit Scheme Rulebook v2.3 Approved@2007. Last visited on 8 February 2008.
http://www.europeanpaymentscouncil.eu/documents(ABD6%20DD%20RB%20v.2.3%20Approved. pdf
9 |n Annex 1 — a draft agreement. SEPA Direct D8btieme Rulebook v2.3 Approved 19.06.2007. Lastedsi
on 8 February 200&ttp://www.europeanpaymentscouncil.eu/documents(ABE
06%20DD%20RB%20v.2.3%20Approved.pdf

%0 Single Euro Payments Area (SEPA): Integrated Irptgiments market, ECB, November 2006, p.21. Last
visited on 5 February 2008ttp://www.ecb.int/pub/pdf/other/sepa_brochure_ 2006df

31 Single direct debit payments are payments whetteaisation is given for only one direct debit payrhand
cannot be used for subsequent transactions. ISEIRBA Direct Debit Scheme Rulebook v2.3 Approved
19.06.2007. Last visited on 8 February 20@&://www.europeanpaymentscouncil.eu/documents(BBC
06%20DD%20RB%20v.2.3%20Approved. pdf

%2 Article 69, Directive 2007/64/EC on payment seesiin the internal market. OJ L 319, 5.12.20012,.p.
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In Europe introduction of SEPA Direct Debit Scleemm expected to raise efficiency of the
corporates and public administration that will b@leato optimise their invoice and tax
management by moving from the manual processingbit*® to e-invoices and e-
reconciliation. E-reconciliation is electronic miaiteg of bills with the received payments and
automatical updating of the data in the compam®anting system. Initially the companies
have to be prepared for certain investments inrpnge resource planning and management
information systems. However, the economic effdcautomatisation of all payment value
chain and introduction of the e-invoicing in Europeuld result in a cumulated amount of
EUR 362 billion in the period from 2006 to 2612

In the Latvian banks in 2007 4,041.1 thousandatidebit payments were handled for the
total amount of LVL 161.5 million (the average diredebit payment was LVL 40.0).
Similarly to the customer credit transfers, theedirdebit payments were mainly made in lats.
The data on direct debits for the 2nd half of 2GBow that 91.9% of all direct debit
payments were made in lats, 8.0% — in euros arh 6-1n other currencies. The share of
direct debit payments in the total structure ofritail payment instruments was 2.4%.

In the direct debit payment practice at the latvbanks both intrabank payments (debtor
and creditor at the same bank) and intrabank patgnare performed. The direct debit
payment mandates are registered and held by thertdelbank while the customers can
submit the direct debit payment mandates eithéhneat own banks (debtor's bank), or to the
service providers (the direct debit payment beraiies). The service providers deliver the
direct debit payment mandates to JSC "ltella Infitrom”, who forward them to the debtor's
bank. JSC "ltella Information” also ensures exclkeaafjinformation related to direct debit
payment execution among the debtor's bank ancetivecs provider.

Table 3. Implementation of SEPA direct debit in Lavia

Payments End of 2007 End of 2010 After introductiorof
euro in Latvia
LVL SHA/OUR/BEN SHA -
D+1 D+1
IBAN/BIC IBAN/BIC
EUR — no business case of SHA SHA
cross-border direct D+3 D+1
debit IBAN/BIC IBAN/BIC
— national practice
complies with the
practice in lats

Similarly to other European banks, the LatviamKsawill launch SEPA direct debit
payments when the provisions of the Payment Ses\Bgeective are transposed in the laws of
the Republic of Latvia. In the Latvian banking gree of direct debit payments for a long
time already e-invoices, e-archives and other mlagt payment services have been available
(see Chapter 4 "e-SEPA"). Therefore the customethen Latvian banks will hardly need
additional adaptation in order to use SEPA valudeddservices.

% Processing of one paper-based invoice is estinatedst from EUR1.13 to EUR 1.65 . Aberdeen Group.
Electronic Invoicing Solution Selection Report: Hdeésy an Accounts Payable Extreme Make Over, Decembe
2005.

3% European Commission: SEPA Potential Benefits akéStSEPA Study carried out by Capgemini Consulting
28.01.2008. P.29. Last visited on 4 February 20@8://ec.europa.eu/internal_market/payments/depsisepa-
capgemini_study-final_report_en.pdf
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3.4 Other payment instruments

As the market of SEPA core products develops,espdead use of other payment
instruments is not anticipated. Apart from the ¢hpayment instruments described earlier, in
Latvia the customers are also offered e-money patgrend cheques.

E-money

In the Latvian payment instruments market siree lbeginning of 2005 new category of
credit institutions have started their operatiofigey are e-money institutioftoffering to the
Latvian consumers' e-money via other data storages$) as the Internet. In Latvia by the end
of 2007 no e-money smartcards had been issueddr the e-money institutions in Latvia
processed 600.9 thousand of payments for thedotalint of 6.8 million lats.

Cheques

Cheques are mostly used in transactions whesopar cheques, bank cheques, traveller's
cheques and pension cheques are involved. Thefubis payment instrument in Latvia has
declined over the last years, and the custometheofatvian banks use them for payments
outside Europe. In 2007 the Latvian banks handlgd 3housand cheques for the total
amount of 20.2 million lats accounting respectivédy 0.019% and 0.005% of the total
turnover of payment instruments handled by the bank

3.5 SEPA infrastructures

The SEPA infrastructure is a mechanism for datha&ange and calculation of settlement
positions required for handling SEPA payments — AERedit transfers and SEPA direct
debits®. The EPC maintains a register of infrastructutest support processing of SEPA
payment?’.

What is clearing?

Clearing is the process of transmitting, recondihg and confirming payment orders,
and establishing a final position for settlement (éher based on individual transactions
or bundles of transactions).

What is settlement?
Settlement is the transfer of funds between thegyer and the payee (and between the
the payer's bank and the payee's bank}

% gecond Banking Directive, OJ L 275, 27.10.20087p.

% Framework for the evolution of the clearing antflement of payments in SEPA — including principles
SEPA scheme compliance and re-statement of the @®&-@oncept v1.1 Approved 5 January 2007. Lastedsit
on 11 February 2008.

http://www.europeanpaymentscouncil.eu/documentsiFRCO5 CSM%20Framework%20v1.1%20Approved.
pdf

3" SEPA Scheme-compliant CSM, 14 CSM as of 28 Jark@d@. Last visited on 11 February 2008.
http://www.europeanpaymentscouncil.eu/content.cBy@gsepa scheme-compliant_csms

% Single Euro Payments Area (SEPA): Integrated Irptgiments market, ECB, November 2006, p.24. Last
visited on 5 February 2008ttp://www.ecb.int/pub/pdf/other/sepa_brochure_2006df
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The EPC has defined eight core requirements 8ERA-compliant infrastructure and the
ECB has supplemented them with four basic criteria

The main requirements of the EPC to the SEPAstfucture owners are as follows:
1) Ensuring of the delivery of full payment infortitaa among the participants of the SEPA
scheme;
2) Payments must be executed in a definite time;
3) Observation of the direct application of comnass, i.e., commissions may not be
deducted from the payments or the indirect pauwitip of the scheme, but only on the direct
participants of the scheme;

4) Observation of the technical formats of the SEPhemes;
5) Ensuring that additional optional services fifyado not affect the exchange of the core
information regarding SEPA payments;
6) Ensuring public access to the infrastructureaenal rules;
7) Observation of the ECB oversight stand&tds
8) Observation of uniform system access criterisgtesn functionality requirements and
governance principles.

The main criteria of the ECB for the SEPA infrasture operators are as follows:
1) Compliance with of the EPC requirements;
2) Ensuring interoperability of the infrastructuvéh other SEPA infrastructures;
3) Ensuring receipt and sending (reachability) BP3 payments;
4) Ensuring equal access and service conditions dibr the participants, including
transparency of prices, services and access plescip

At the beginning of 2007 the Latvian banks agrapdn the necessity to establish credit
transfers infrastructure in euro in Latvia whoseerapions as well as the customers' credit
transfers in lats would be handled by the Bankati/ia. In January 2008 the Bank of Latvia
launched processing of euro payments of the Latbianks' customers in the Electronic
clearing systems (EKS) system. In the future tla@eeplans to transform the EKS to meet the
SEPA infrastructure requirements. The most importask in the period of changeover to the
SEPA-compliant infrastructures is introduction aKkIL message format and observation of
infrastructures interoperability.

In order to maintain the integrity of the EKSppessing of payments in lats and in euros is
planned to comply with the same principles and ddeas for both currencies. The cost-
benefit analysis of EKS as a SEPA-compliant infrattire will be performed in 2008. If the
functionality of the system is found to be suitafdethe needs of the Latvian banks, and the
economy of Latvia, development of the EKS as a SEB#pliant infrastructure will start on
1 January 2009. By processing payments in latsraedros according to the same standards,
the costs of processing of one transaction couldebdeced and an economically effective
solution achieved. The assessment of the projettfaselected scenario will be included in
the next version of the SEPA plan.

Regarding the SEPA direct debit infrastructu&C Jltella Information" is planning to offer
to process both SEPA direct debits and the valde@dservices of e-invoicing and e-
reconciliation. Similarly to the SEPA credit traesfinfrastructure, the main tasks in

%9 Single Euro Payments Area: from concept to redi9B, July 2007, page 18. Last visited on 11 Fatyru
2008.http://www.ecb.int/pub/pdf/other/singleeuropayments200707en.pdf

40 ECB. Oversight standards for euro retail paymgsitesns.
http://www.ecb.int/pub/pdf/other/retailpsoversightsdardsen.pdfast visited on 18 December 2007.
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implementation of the SEPA direct debit infrastuet are related to the issues of the new
standards and the infrastructures interoperabil$C "ltella Information” can also be
expected to provide such additional services asga®ing of e-mandates, receipt of invoice
information from companies and advising the comgain the executed payments.

In the changeover period a system could be afféhat could simultaneously support the
existing direct debit scheme and the operationER /A direct debit standards. Besides, JSC
“Itella Information” is planning to continue prosasy of giro payments for which the
customer, instead of the company's (beneficiangs)e, registration number, bank name and
bank account number, indicates only the comparmgsngimber.

3.6 Standardisation

The EPC has developed standards allowing fomaaiic straight through processing of the
customers' payments. The European banks have agpeedthe standards regarding "bank-
to-bank” domain. Wider application of standardshat stage "bank-to-customer" is desirable
as it complies with the main goal of the SEPA pbje a single and efficient payment
market. Full standardisation of the payment infdrara exchange would ensure not only
convenient handling of payments but also reduatibprocessing costs per transactions. For
the Latvian banks the change of standards is tygebt challenge in the context of the SEPA
project.

Standards are rules that govern technology behamur and interactions. Technical
standards are necessary to allow interaction and teroperability between IT systems
and to foster automation of the payment process.

Regarding the standards, the EPC has defined gams or levels:
1) Uniform business requirements;
2) The level of logical data elements;
3) The physical data structure or payment messagests.
For each level the EPC has developed appropriaiendents:
1) Rulebooks for SEPA Credit Transfer and Directbibeschemes and the SEPA Card
Framework;
2) SEPA Data Model;
3) SEPA Implementation Guidelines based on UNIBI)120022) standard / XML message
formats.

Table 4. Implementation of the SEPA standards in Ltvia

Payments End of 2007 End of 2010 After introduction of
euro in Latvia

LVL SWIFT MT SWIFT MT/MX/ —
standards UNIFI (ISO 20022)
standards / XML
message formats

EUR SWIFT MT UNIFI (ISO 20022) UNIFI (1ISO 20022)
standards standards / XML standards / XML
message formats message formats

“1 Single Euro Payments Area (SEPA): Integrated Irptaiments market, ECB, November 2006, p.25. Last
visited on 18 December 200mtp://www.ecb.int/pub/pdf/other/sepa_brochure 2606df




20

3.7 SEPA legal framework

The legal framework of the SEPA project constdtthe EU law and the documents issued
by the EPC. For successful implementation of th®/&project it is necessary that the EU
directives are properly transposed into nationalslaand the EPC requirements are
implemented in practice.

The Payment Services Directive is one of the adenents of the SEPA project legal
framework. The Directive provides for the liberalisn of the retail payment market on the
supply side and consequently, increases of conmetitvhich would mean significant
advantages for the consumers. The Directive clesetgrmines the rights and obligations of
the parties involved in execution of payments.

In parallel with the Payment Services Directitlee retail payment market is governed by
the Regulation of Cross-border Payments in eurd dletermines uniformity of prices for
national and cross-border euro payments.

The EPC as a self-regulatory body issues a nugflt@wcuments regulating and aligning the
conditions for the bank products supply in theirgtayment market in Europe. The EPC is
an international not-for-profit associatfénacting under Belgian Law. Therefore, in the event
of disputes between the participants of the SER®m®es the documents drafted by the EPC
must be interpreted in accordance with Belgian Likwthe processual matters each country
applies its national law. The EPC has also estaddighree out-of-court panels enabling the
participants of SEPA schemes to apply in EPC ci@ticih, complaints or appeal panel if the
case cannot be resolved at the national level.

4 e-SEPA

In order to implement the SEPA project as efledyi as possible, in line with
implementation of SEPA core products, it is neagsda continue the initiatives that,
according to the goals set in the Lisbon Agendayentbe common EU market to the value-
added payment services market. The EPC works oeraeauxiliary projects relating to
alignment of SEPA value-added products in Europgrédtly the attention is focussed on
alignment of e-invoice and e-reconciliation busgesguirements and standards in Europe.

For the purposes of promotion of e-commerce, iWwitBEPA Online Payment project a
guaranteed SEPA credit transfer for settlementthén Internet is provided. Whereas, to
enable the debtor's mandate flow countries to cpmyth the creditor's mandate flow
solutions under the SEPA Direct Debit Scheme, antenic mandate solution is offered. In
SEPA Card Framework an interesting cooperatiomdewvay with mobile operators.

“2 |nternational not-for profit association AISBL, ERCharter. Approved on 19.06.2007. Last visitedon
February 2007.
http://www.europeanpaymentscouncil.eu/documents(FBCO7_v3.0%20ENG%20EPC%20Charter.pdf
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For more than a decade already the Latvian bhake been providing interbank services
and at the end of 2007 56.2% of accounts were sibdedo the customers via the Internet.
Since 2000 in the Latvian banking system all settlets are made electronically. In 2007
69.5% of the retail payments were initiated elagtally. In addition, the Latvian banks offer
their customers various e-invoicing and e-archigkit®ons. Therefore the Latvian banking
sector already is innovative and busily appliehless payment instruments.

Introduction of the SEPA innovative value-addeddoicts in Latvia will expand the range
of opportunities for the customers of the Latviamks. Alignment of the Latvian e-invoicing
and e-reconciliation standards with the appropriBEPA requirements will facilitate our
further integration in the single European market.

5 Informing customers

Since January 2008 a number of the Latvian bdréke been offering the first SEPA
products — SEPA-compliant payment cards and SERlitctransfers. Currently SEPA
requirements are applied to payments in euros. Bhased implementation of the SEPA
introduction plan the possibilities will be addredsto apply the SEPA standards also to
processing of payments in lats. The Latvian barskelalready to a great extent implemented
the SEPA product business requirements, therefierenain task now is to adjust the payment
message standards to the SEPA requirements.

The convenience and potential gains for the puddiministration, corporates, small and
medium-sized enterprises, merchants and consuneaexajly is an important precondition
for the decisions of the Latvian banks regarding fllan (see Chapter 2 "Commitment to
SEPA in Latvia"). The Latvian banks actively inforttmeir customers about the impact of
SEPA on the supply of bank products and on the gdwm the rights and obligations of the
customers in the SEPA context. The Latvian banksescouraging their customers to use
SEPA payment instruments with the purpose of reduthe costs of retail transactions and
development of the single European market.



22

By publication of "the SEPA implementation plan in the banking sector of Latvia", the
Latvian banks support the SEPA project. According b its goals:

v Vast majority of the banks in Latvia undertake during the year 2008 to adhere to the
SEPA Credit Transfer Scheme,

v' Vast majority of the banks in Latvia undertake to complete alignment of payment
cards and the payment card settlement infrastructue with SEPA requirements before
the end of 2010,

v’ Vast majority of the banks in Latvia undertake by November 2009 to adhere to the
SEPA Direct Debit Scheme,

v Vast majority of the banks in Latvia undertake during the year 2008 to implement the
SEPA standards in "bank-to-bank" domain,

v Vast majority of the banks in Latvia undertake to provide the SEPA standards in
"customer-to-bank" and "bank-to-customer" domains b efore the end of 2010,

v' The banks of Latvia support standardisation of thestructured invoice in Europe and
after development are planning gradual introduction them as a SEPA value-added
service,

v' The banks of Latvia undertake to inform their cusbmers of SEPA products and
invite all the client groups — public administration, corporates, small- and medium-sized
enterprises, merchants and consumers to actively use SEPA products thus promoting
implementation of SEPA in Latvia.
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Abbreviations

ECB — European Central Bank

EPC — European Payments Council

EU — European Union

ICT — Information and communication technologies

ACBL — Association of Latvian Commercial Banks

MPSWG — Money and Payment Systems Working Groupef atvian National Euro
Changeover Steering Committee

PCI DSS — Payment card industry data security stahd

PSD — Payment Service Directive 2007/64/EC

SCF — SEPA Cards Framework

SCT — SEPA credit transfer

SDD — SEPA direct debit

SEPA — Single Euro Payments Area

SOP — SEPA online payment



