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Working methods

The Supervisory Board advises the Executive Board and monitors its policy in the interests

of the company and the individual payment product companies. The Supervisory Board takes
account of the interests of all stakeholders in this regard. The Supervisory Board endorses the
importance of the continual development and professionalisation of Currence and its auto-
nomous role in the market model.

Our Report in the 2006 Annual Report looked at co-operation and the definition of tasks of
the various parties involved in payment transactions. We established that the partnership
between Currence and the affiliated banks has now clearly improved. The Supervisory Board
is pleased to report that this partnership became closer in 2007, without compromising
Currence’s independent position.

The Supervisory Board met on five occasions in 2007. As in previous years, during its meetings
the Supervisory Board paid special attention to Currence’s strategy, mainly in the light of
developments surrounding SEPA. In addition, the Supervisory Board reviewed its composition
and working methods on the basis of the principles and best-practice provisions as set out in
the Dutch Corporate Governance Code. The Supervisory Board concluded that Currence
complies with the Code for the most part. A number of the Code’s principles and best-
practice provisions are not applicable to Currence, as it is an unlisted company of a limited
size. In line with the Code, the Supervisory Board drew up a retirement rota, which has been
placed on the website together with the Supervisory Board profile adopted in 2006.

The Supervisory Board met in February 2008 to review its own performance and that of the
General Manager in 2007 without the Executive Board being present.

Not only did Currence achieve a great deal in 2007, it also proved its added value. We refer to
the Report of the Executive Board in this regard. The Supervisory Board would like to express
its appreciation for the performance of the management and the staff.

Composition

Since 1 February 2007, the Supervisory Board has consisted of three members, none of
whom are affiliated to shareholders or Licensees. In view of the small size of the Board, no
core committees have been set up.

Having acted as Interim Chairman for some time, Jaap Koning was appointed Chairman with
effect from 1 February 2007. As of the same date, Jan Peter Schmittmann retired as a
member of the Board and was replaced by Kees Beuving.

Piet Mallekoote was appointed General Manager with effect from 1 January 2007 following
his nomination by the Board, again after acting in that position for some time.



13

Annual Report Currence 2007

Report of the Supervisory Board

Currence Financial Statements
We hereby present the company’s Financial Statements for the financial year 1 January 2007
to 31 December 2007 to the General Meeting of Shareholders.

The financial statements were drawn up by the Executive Board and, following an audit by
PricewaterhouseCoopers Accountants N.V., were discussed by the Executive Board and the
Supervisory Board.

We recommend that the General Meeting of Shareholders approves the Financial Statements
in accordance with the proposal of the Executive Board.

In accordance with the Executive Board proposal and on the basis of the provisions of the
Articles of Association, we recommend that the result after tax, excluding participating
interests, amounting to € 115,000 be placed at the disposal of the company for allocation
to the other reserves.

We propose that the dividend of € 2,693,000 distributed by the product B.V.s be added to
their respective dividend reserves. Holders of F shares will be requested to make an informal
capital subscription of € 400.000 in order to raise the capital of Currence iDEAL B.V. to the
agreed level.

We recommend that the shareholders ratify the Executive Board’s conduct of the company’s
affairs and the supervision exercised by our Board during 2007.
Amsterdam, 25 April 2008

On behalf of the Supervisory Board,
Jaap Koning, Chairman
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market-driven, depending
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Report of the Executive Board

During 2007, Dutch consumers continued to chose more efficient and modern
methods of payment. The number of PIN transactions grew 9.5% to a record level,
and there was a spectacular rise in online payments using iDEAL.

European trends

On 28 January 2008, a landmark event took place when the Single Euro Payments Area
(SEPA) went live. Following intensive preparations by banks, European transfers have become
areality. It is now just as easy for consumers and businesses to transfer amounts within the
eurozone as it is within their own country. SEPA will radically change the payment landscape in
the years to come. National payment products will have to be adapted in line with European
requirements or be replaced by European products, leading to a high level of harmonisation

in payments within the eurozone.

Calculations made by various agencies have shown that the economic gains provided by SEPA
are considerable. Some predict savings of between 0.5% and 1% of the eurozone’s GDP, which
will be largely achieved by means of economies of scale in processing transactions and the
impact of the more competitive payment market envisaged by SEPA. One important condition
for this is high levels of standardisation and harmonisation in products and processes. Experi-
ence has shown that standardisation and harmonisation are processes that can take a great
deal of time, and in the case of SEPA the question is when such savings will become visible
and how much will be saved in each country.

Currently, national markets are highly fragmented and have widely differing structures,
products and institutions. The efficiency of payment schemes in each country also varies
widely within Europe, and is among the highest in the Netherlands. As a consequence,
countries will also differ in the number of modifications that need to be made to their markets,
the rate at which this can be done and the amount of time required. Despite all these differ-
ences, it is important to ensure that the drive to implement the SEPA objectives remains high,
and that implementation is rapid. In the meantime, it is vital that the existing payment products
are maintained and that the migration to European products is market-driven, depending on
demand. The logical moment to agree on a date for terminating national products would seem
to be when a high proportion of the current products have been replaced by European products
and the use of the national versions approaches a critical level at which their operation can no
longer be justified.

In order to provide a harmonised legal basis for SEPA, the European Payment Services
Directive (PSD) was adopted in 2007. The directive provides uniform requirements for
consumer protection and transparency (including market transparency) relating to various
payment products, both national and European, and has to be implemented in national
legislation by 1 November 2009. Currence made the necessary amendments to its products
in 2008.
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‘The Dutch consumer paid for purchases more efficiently
and using more modern means in 2007. The number of
PIN debit card payments grew by a record 9.5%. There
was also spectacular growth in online payments using

iDEAL.’

PIN transaction costs
down, cash transaction
costs up.

Growth in PIN
transactions in 2007
saves economy

€10 million a year.

Spectacular increase in
use of iDEAL.

During 2007, a national SEPA Steering Group was set up so that the Netherlands Bankers’
Association (NVB), De Nederlandsche Bank (the Dutch central bank — DNB) and Currence
could collaborate on the migration to SEPA. As part of this, the SEPA migration plan for the
Netherlands was published in June 2007. This plan lists matters that require attention, as
indicated by interest groups within society and industry associations. Collaboration should
make the migration to European products as simple as possible for the market, and preferably
lead to only one migration being required. The migration plan and the list of matters for
attention were important items for discussion for the Payments Consultative Organisation
(MOB).

National payment products

The use of PIN cards grew faster in 2007 than in previous years. This growth was particularly
strong in the final quarter of the year, especially in supermarkets. The agreements made in
2005 by the point-of-sale institutions and banks represented in the foundation Stichting
Bevorderen Efficiént Betalen to encourage payment by PIN card in shops contributed to growth
in 2007. In addition, in 2007 studies revealed that the costs of PIN transactions had fallen
while the costs associated with cash transactions had increased to the point where they had
almost converged, and that the costs associated with additional PIN transactions were
considerably lower. In view of this, last year Currence launched a campaign in consultation
with point-of-sale umbrella groups to encourage the use of PIN cards for transactions of all
sizes. A number of supermarket chains actively supported this campaign, which will be
extended to cover the small and medium-sized business segment in 2008.

Over the past four years, PIN cards have been used instead of cash in some 250 million
transactions. This has led to a structural reduction in economic cost of over € 25 million a
year. Growth in 2007 accounts for approximately € 10 million of this. Savings are expected to
increase further in the coming years as PIN card transactions take the place of cash transac-
tions with increasing frequency. In view of this, the foundation Stichting Bevorderen Efficiént
Betalen and Currence have set a target of 10% annual growth in PIN transactions for the
coming years.

We are pleased to report that 2007 saw a spectacular increase in the use of iDEAL, the online
payment method. Over three-quarters of webstores in the Netherlands, which now number
over 10,000, offer customers the option of paying by iDEAL. Most consumers know about
iDEAL, which is the favourite method of online payment of over a third of consumers, making
it the most commonly used method of online payment and more popular than credit cards.
The success of iDEAL is due in part to close co-operation between Currence, the banks and
the home shopping sector.

Trends in the other products offered by Currence (Chipknip, Incasso and Acceptgiro) were
similar to those of previous years, and showed some levelling off during 2007.
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Twelve new entrants on
the payment market.

Focus on preventing
fraud.

PIN product amended in
line with European
requirements to become
SEPA compliant.
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Access to the payment market

In 2007, market dynamics resulted in 12 new entrants on the payment market. This is

a positive development, from the point of view of competition. All the new entrants had to
demonstrate compliance with the relevant rules and regulations prior to being certified by
Currence. The new entrants were concentrated in the market for PIN transactions, and most
of them were suppliers of non-bank services relating to the PIN product, such as data
communication service providers.

In mid-2007, Currence issued a certificate to the Arnhem-based company CCV Holland,

a new processor of PIN transactions. Its entry onto the market has given banks the first-ever
alternative to Equens for processing PIN transactions, and will encourage the operation of
market forces.

Secure payment pI’OdUCtS

For public confidence in the payment system to be maintained, it is crucial that payment
products offer sufficient security. During 2007, there were a number of incidences of card
fraud that took the form of skimming, in which criminals obtain pin codes and copy data from
bank cards onto fake cards that are used to withdraw cash, usually from foreign cash dispensers.
Fraud can damage public confidence in the security and reliability of the electronic payment
system, and in particular the PIN product, while businesses affected by skimming are at risk
of damage to their reputation. Currence therefore gives top priority to preventing fraud. It has
taken steps, in consultation with the point-of-sales umbrella groups and others, that have
managed to keep fraud down, and the prevention of fraud will continue to be high on
Currence’s list of strategic priorities in 2008. Fraud prevention does not, however, provide
any guarantee against criminals coming up with increasingly inventive and audacious ways to
commit card fraud with cash dispensers and point-of-sale terminals. If fraud continues to
increase structurally in the near future, it will be necessary to speed up the introduction of
more secure chip technology for PIN transactions. According to the current timetable, this is
scheduled to take over two-and-a-half years.

National payment products and the Single Euro Payments Area
(SEPA)

During 2007, Currence amended the rules and regulations for its PIN product in line with
European requirements, making them SEPA-compliant. As a result, PIN Licensees will be able
to offer the product on the market after 2010, provided there is sufficient demand. SEPA-
compliance means that PIN can be used as a benchmark for measuring the efficiency of other
European payment brands that come onto the Dutch market, and will also encourage the
costs of European products to converge at around the level of Dutch costs.

As competition on the European card payment market is currently limited, the European
Central Bank has called for a competitive European payment card to be launched on the
market alongside the international payment brands that already exist (Maestro and V-Pay).
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Competitiveness of
European market for card
payment brands remains
low.

PIN product will remain
available as long as the
market wants.
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ine with European
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However, the market currently does not seem to believe there is a business case for this.
Competition on the payment market has also come under scrutiny from the European
Commission, which ruled at the end of 2007 that MasterCard’s multilateral interchange fees
restricted competition. As similar arrangements form an important element of the business
model of many card systems, including national systems, the direction in which the market for
European card payments will develop is uncertain. The European Commission did not actually
prohibit such arrangements, but it did impose specific conditions without indicating the extent
to which they were to be considered applicable.

As long as there are not enough European alternatives offering greater efficiency, it is vital
that the continued existence of the PIN product is assured. The market will ultimately have to
decide whether it wants to continue to use the PIN product following the introduction of SEPA.
The banks have promised to let Currence know by the start of 2009 whether they will continue
to offer PIN transactions to their clients after 2011, in which case they will have to put the PIN
application on the EMV chip. This would help promote the operation of demand-driven market
forces during the transition to European card payments.

As far as the Incasso product is concerned, the European banks will start to offer European
direct debits at the end of 2009, following the implementation of the PSD. The existing Dutch
Incasso product will continue to be offered in its current form in the Netherlands alongside
European direct debits until users feel that the relative value for money offered by the
European product justifies a transaction. No European alternatives for the Chipknip and
Acceptgiro products are expected. These products will continue to exist for the time being,
until there is a sharp fall in demand or a replacement product becomes available. iDEAL has
been brought into line with European requirements by basing it on European funds transfers.
This means it will be retained as a SEPA-compliant product and in principle could be used by
any banks within the SEPA zone.

Supervision by De Nederlandsche Bank

De Nederlandsche Bank is responsible for the regulation of Currence and its products as part
of its duty to promote security and efficiency in the payment system. In 2006 the two parties
agreed on a regulatory framework that lays down standards for checks to be used to evaluate
how Currence had shaped and gone about implementing its policy. In connection with this, in
2007 De Nederlandsche Bank performed checks to assess the extent to which Currence
Holding B.V. and iDEAL comply with the agreed standards. It found that Currence Holding B.V.
complied in full with all the standards, while iDEAL complied with most of them. De Nederland-
sche Bank also recommended a number of improvements to the conditions imposed on
Licensees by Currence’s rules and regulations, which Currence has since made.
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Results

Currence’s consolidated financial statements contain the financial data of Currence Holding B.V.
and its group companies. Currence has a limited profit motive, aimed at continuity within the
framework of competition law. During the year under review, Currence recorded a net profit
of € 3.2 million. The consolidated balance sheet total amounted to € 38.2 million and share-
holders’ equity as at 31 December 2007 was € 29.9 million.

Organisation and management

In 2007, Currence continued to grow as a professional, knowledge-driven organisation. Its
starting point was to provide as much added value as possible for its clients, to be done with
the involvement of other stakeholders where this would be worthwhile and beneficial.

In 2007, the internal management paid attention to reducing vulnerability by replacing
temporary staff with permanent employees. In addition, employees followed specialised
training courses to increase their expertise, as the range of duties within the organisation is
highly varied. With around 25 employees, teamwork is essential to the company’s perform-
ance, and it was seen in abundance in 2007.
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Conclusion

2008 will bring with it many challenges for Currence. First, Currence wants to continue to
create more added value for its Licensees, Certificate Holders and other stakeholders.

Its ambition is to continue to work with others to create a modern, more efficient payment
system. It will also pay constant attention to preventing fraud. Developments relating to SEPA
will lead to new dynamics again in 2008 that will have consequences for Dutch payment
products. It will have to join forces with others once more to ensure the best possible outcome
for the Netherlands and help with the demand-driven migration to SEPA. Transparency and
consultation with the various parties involved will be central to this. Where necessary and
desirable, Currence will launch and support innovative projects related to its products. In a
year’s time it will be clear how these and the other challenges that Currence will no doubt
encounter this year will be translated into results.

Amsterdam, 25 April 2008

Piet M. Mallekoote
General Manager
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PIN

PIN and the market

In 2007, the number of PIN transactions rose 9.5% to nearly 1.6 billion (see figure 1), the
highest rise since 2002. The pickup in growth compared with 2006 (8.8%) was particularly
PIN transactions at new noticeable in the final quarter of the year, and was largely due to a sharp increase of nearly
record level of 1.6 billion. 12% in electronic transactions at supermarket checkouts. There was also relatively strong
growth (over 14%) in PIN transactions to pay for petrol. These two sectors accounted for
almost half of all PIN transactions.

PIN transactions

in millions
10% 2,000
8% 1,600

6% 1,200

4% 800

2% 400

B Growthin % .

== No. in millions 0%

PIN transactions also increased in other sectors. Above-average increases were seen in
the hospitality, public transport and department store sectors, which together account for
approximately 10% of PIN transactions. There was also modest, albeit significant, growth in
the fashion and home furnishing sectors, where PIN transactions are a common method of
payment. Surprisingly, growth was also reported among street traders, which exclusively used
cash until recently. Following the 25% increase in 2006, the number of PIN transactions in
this sector jumped over 50% during 2007, helped to a great extent by the introduction of
mobile point-of-sale terminals and cost-efficient package-based solutions. Despite this,
Mobile terminals and the sector’s share of total PIN transactions remains very low. Not all sectors saw increases in
smart PIN packages PIN transactions in 2007. In the travel sector, where consumers are increasingly booking their
encourage acceptance of holidays on line and using iDEAL to pay for them, the number of PIN transactions fell by over
PIN by street traders. a quarter compared with 2006.
Steps were taken during 2007 to make paying by PIN card more convenient for consumers.
The number of places where PIN cards can be used increased by 5% during the year to a total
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of 225,000 terminals. Almost all chain stores accept payment by PIN card. In the small and
medium-sized business sector, where 70% of businesses accept PIN cards, market penetra-
tion is increasing. As a result, there has been a relatively sharp rise in retail sales paid for by
PIN card in recent years (see figure 2).

Figure 2:
PIN transactions in the retail sector
Index: 2002 = 100

= __—
< -

2002 2003 2004 2005 2006 2007

Source: Currence and Statistics Netherlands

Ajoint study conducted by the Dutch central bank and point-of-sale institutions during 2007
revealed that in recent years PIN transactions have become cheaper, and cash transactions
more expensive, and that the average costs per transaction are converging (18 euro cents for
cash compared with 20 euro cents for PIN). By comparison, in 1998 PIN transaction costs
were twice those for cash transactions. The marginal costs of a PIN transaction, however, are
considerably lower than those associated with an additional cash transaction. Increasing the
use of PIN cards instead of cash leads to a reduction in the costs of payments (including the
economic cost). The point-of-sale umbrella organisations and the banks reached this agree-
ment as part of the Payments Covenant signed in 2005. In addition, the data communication
costs for transmitting the PIN card transaction from the point-of-sale terminal to the bank
have fallen sharply in recent years, partly due to increased competition on the telecoms
market, and also because increasing numbers of businesses have broadband connections,
which bring the data communication marginal costs of PIN transactions down to almost
nothing.

Finally, the subsidy scheme for package-based PIN solutions (‘smart’ PIN packages) has also
brought down the costs of PIN transactions. This scheme is an initiative of Stichting Bevor-
deren Efficiént Betalen, a foundation set up jointly by the point-of-sale institutions and the
banks as part of the Payments Covenant to promote efficient transactions.
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At the start of 2008, the foundation’s website listed 26 package-based solutions. In recent
years the number of PIN transactions has grown faster than the total number of point-of-sale
payment transactions. Although cash has lost market share, it still accounts for a large propor-
tion of transactions (see figure 3). A large number of small transactions are paid for in cash,
and approximately 70% of all transactions involve less than € 20.

Point-of-sale transactions

All together, the proportionate reduction in cash transactions among consumers has resulted
in some 250 million additional PIN transactions during the past four years (see figure 4) and
approximately 50 million additional Chipknip transactions. These substitution effects have led
to a structural reduction in the economic cost of payments of some € 25 million. The sharp
rise in the use of PIN cards in 2007 accounted for 40% of these additional transactions, and
the number of small transactions in which PIN cards were used as a substitute for cash was
higher than in previous years. It can be concluded that substantial progress was made towards
promoting more efficient payment during 2007.
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Figure 4:
PIN cards as a substitute for cash
Number of transactions; index: 2003 = 100
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Although in many cases the consumer decides how to pay, the decision as to whether to use
cash or their PIN card depends to a great extent on situational factors within a particular shop.
Electronic payment is discouraged if PIN terminals are not clearly visible and if the shop charges
a fee for using PIN cards to pay small amounts. The latter not only discourages the use of PIN
cards for smaller amounts, it also makes consumers assume (often incorrectly) that shops
that charge for the use of PIN cards have a general preference for payment to be made in
cash. Approximately 20% of the small and medium-sized businesses that accept PIN cards
charged a fee for their use for small amounts (around 25 euro cents for transactions under

€ 10). In view of the fall in the costs associated with PIN transactions mentioned above, there
is no longer any justification for charging fees, and the abolition of such fees could lead to PIN
cards being used more frequently for payments to such businesses, further reducing the
economic cost of payments.

To make the business community and the general public more aware of the fact that using PIN
cards instead of cash reduces the overall cost to the economy, Currence launched a campaign
in May 2007 under the slogan “Small amount? You can still use your PIN card!”, which is being
conducted in close collaboration with the point-of-sale umbrella organisations. The campaign
included the introduction of new promotional materials for businesses to use to invite customers
to use PIN cards to pay for small amounts too. On television and in other media, attention was
drawn to the use of PIN cards irrespective of the amount involved. This led to an increase in
the use of PIN cards in supermarkets (which account for over one-third of all PIN transactions).
In addition, many, but not all, of the chains and individual shops that charged fees for the use
of PIN cards for small amounts abolished their fees. In 2008, there will be a follow-up to

the campaign that will also focus on the small and medium-sized business segment and the
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hospitality industry. It has been agreed with the point-of-sale institutions and the banks that
a further significant reduction in the economic cost of payments is to be achieved by aiming
for annual growth of over 10% in the number of PIN transactions..

Rules and regulations

There were few amendments to rules and regulations in 2007. The market felt that these
were transparent, clear and provided sufficient room for individual applications within the
regulatory framework. In addition, the rules and regulations contain sufficient safeguards to
ensure the principle of a level playing field for all. The amendments that were made in 2007
were threefold. First, amendments were made to bring the rules and regulations into line with
European requirements applicable to owners of payment card schemes. As these requirements
had already been taken into account wherever possible in the rules and regulations governing
PIN transactions, in 2007 only a few amendments needed to be made. These included
providing for the possibility of foreign parties joining the PIN system, as well as a number of
other amendments. As a result of these amendments, the PIN system is now SEPA-compliant.

In addition, Currence decided to amend the rules applying to the suppliers of point-of-sale
terminals in 2007. Suppliers are now required to inform buyers of terminals (shops) of the
expiry date of the security certificate issued by Currence for the relevant type of terminal at
the time of purchase. On top of this, in 2007, Currence informed shops that had previously
purchased terminals of the expiry dates relating to their terminals. It also decided to inform
shops in writing of the approaching expiry date one year before the security certificate is due
to expire. By providing this information, Currence promotes transparency and also gives shops
the opportunity to look for a replacement terminal long before the certificates expire, helping
to enhance the shops’ selection process.

Finally, a number of amendments were made at the request of the market. One such request
related to amendments that would enable banks to issue payment cards not linked to specific
bank accounts that would be accepted by shops as PIN cards. There is a need for such cards
among certain target groups, such as temporary workers without a Dutch bank account and
employees who are able to claim out-of-pocket expenses from their employers. These prepaid
cards, which have a fixed balance at the time of issue, will help to reduce the use of cash.

Certification

In 2007, Currence reviewed the control self-assessments (CSAs) that all market parties
involved in the PIN system had submitted by the end of 2006. These CSAs reveal the extent
to which each party complies with Currence’s rules and regulations. At the time of its forma-
tion, Currence agreed with the parties already active in the market that they would have to
demonstrate their compliance with Currence’s rules and regulations. The review of the CSAs
was completed in the first half of 2007. Currence found that the vast majority of the market
parties complied with its rules and regulations. Some institutions were recommended to take
action in relation to Currence’s findings, which were often minor in nature. Having followed up



25 Annual Report Currence 2007 Currence products

on the recommendations in 2007, these institutions now also operate in accordance with the
applicable rules and regulations.

A significant event occurred in May 2007, when the Arnhem-based company CCV Holland B.V.
became a Certificate Holder with the role of processor of PIN transactions. Before this, there
had for many years only been one supplier in the market that processed PIN transactions. Today,

Choice of suppliers in banks can offer PIN transactions for processing to competing companies.
market for processing
PIN transactions. There were 29 PIN Licensees (banks) at the end of 2007 (2006: 30). During the year there

was one new entrant on the market and two Licensees terminated their licences (see table 1).
In the latter case, the institutions in questions dealt largely with low numbers of transactions
and either no longer viewed supporting payment by PIN card as a strategic priority or merged
with another bank that already offered PIN services. At the end of 2007, 48 institutions offered
support services for PIN transactions (Certificate Holders). There were 11 new entrants on
the market in 2007, and one participant terminated its certificate.

Table 1:

Certified institutions, equipment and infrastructure for PIN transactions

Numbers

Category 2006 | 2007 |new in 2007

PIN Licensees 30 29 1

PIN Certificate Holders 38 48 11
certified during 2007

Number of types of POS terminals 42 50 9

- EMV 5 13 8

- recertification 0 1 1

- partial certification’ 19 22 -

Data communication network 24 30 6

' Recertification of security software or security hardware for existing terminals.
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In addition to institutions that want to be active on the PIN transaction market, Currence
also certifies point-of-sale terminals and data communication networks. In the case of
point-of-sale terminals, certification relates to the security provided by the terminal (including
PIN security). With regard to data communication networks, Currence also checks that the
network will have the necessary permanently high level of availability required for PIN
transactions. In 2007, nine new point-of-sale terminals were awarded a certificate

(2006: five). All of these terminals were based on the EMV chip technology standard. Major
progress was made in 2007 with launching new EMV terminals on the market. Almost all
suppliers of point-of-sale terminal now offer one or more future-proof EMV point-of-sale
terminals, and there is now a wide variety of such terminals available on the market.

The number of mobile EMV point-of-sale terminals is, however, still limited.

In addition to certifying new point-of-sale terminals, in 2007, Currence also issued 22 partial
certificates for the recertification of existing terminals. This was mainly in connection with
modifications made to the terminals’ hardware or software by suppliers.

Six new types of data communication networks were certified in 2007 (2006: five), bringing
the total number of certificates issued for data communication networks to 30. Users now
have an even greater choice between providers of data communication networks based on
the internet protocol. The large number of suppliers on the market has encouraged
competition in this segment of the market, which has led to sharp cuts in fees for the use of
such networks. Lists of all the institutions, types of point-of-sale terminals and types of data
communication networks that have been certified by Currence can be found on Currence’s
website.

Fraud prevention

At the start of 2007, businesses completed the process of replacing approximately 30,000
point-of-sale terminals of a type that had been used in attempts to steal PINs and card details
(skimming) during 2006. The stolen data could be used by criminals to make fake cards to
withdraw cash from cash dispensers. In order to prevent theft, Currence decided that the
relevant type of terminal had to be taken out of circulation as soon as possible, in any event
by the start of 2007. Thanks to close co-operation with the point-of-sale umbrella groups
and the banks, all of the owners of the terminals had obtained future-proof, secure terminals
by the agreed date.

During the second quarter, there were a number of other incidents in which pin codes and
card details were stolen, this time involving a different kind of terminal that had been on the
market since the mid-1990s. Investigations revealed that this kind of terminal was at great
risk of potential manipulation due to advances in criminal techniques. There was a rise in the
number of fraudulent cash withdrawals abroad due to skimming during 2007.

Cardholders receive full compensation from their banks in such situations. As fraud resulting
from the use of PIN cards may undermine the public’s confidence in electronic transactions in
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general and in the PIN product in particular, and businesses run the risk of damage to their
reputations if their shops are subject to skimming, in the second quarter of the year, Currence
decided to withdraw the security certificate for this type of terminal, which was still valid for
another two years. Approximately 35,000 terminals are affected and have to be replaced by
July 2008. All merchants using terminals of this type received written information on this
matter in mid-2007. When the transitional period was fixed, the need for the terminals to be
replaced as soon as possible was carefully weighed up against the need to give businesses
sufficient time to be able to choose an appropriate new future-proof point-of-sales terminal.
Currence has urged all owners of the affected type of terminal to take additional security
measures during the transitional period. The industry associations of the point-of-sale
institutions have also helped raise awareness of this matter among merchants, in close
consultation with Currence, and the supplementary measures have been able to prevent
skimming to a great extent. At the start of 2008, Currence carried out checks on the
application of the security measures at all businesses owning the affected type of terminal.
On the basis of these checks, half of all the businesses were urged to take action to improve
the application of these measures

Although the current point-of-sale terminals have adequate security standards from an
international perspective, Currence will continue to pay attention to preventing fraud in 2008.
Criminal techniques continue to advance, and new security standards constantly have to be
updated as criminals become more sophisticated. Given that the Netherlands is using magnetic
stripes for longer than other countries, there is a risk that a vulnerable situation could arise.
Currence remains highly alert to potential new cases of fraud and takes immediate steps to deal
with them wherever possible. PIN card fraud can only be combated effectively if the magnetic
stripe is replaced by EMV chip technology at the point of sale, which provides a significantly
higher level of security. The preparations for this are in full swing, but it will take several years
for EMV to be introduced (see below). If fraud threatens to become structural, it will be
necessary to speed up the introduction of chip technology for PIN transactions.

Improving transaction security:

the changeover from magnetic stripe to chip (EMV)

During 2007, significant progress was made with the preparations for the changeover from
the use of magnetic stripes to the EMV chip technology standard. This standard, which provides
substantially higher levels of security, is already used as standard for electronic transactions in
shops in most European countries. According to the current timetable, the Netherlands will
start using chip technology by the start of 201 1. Preparing for the migration is a complex,
time-consuming process because almost every link in the payment chain is affected. Not only
will 225,000 point-of-sale terminals have to be adapted to be EMV-compliant but it will also
be necessary to replace all payment cards (over 25 million) with new cards incorporating new
chip technology.

A range of future-proof terminals came on to the market during 2007. Several years earlier,
it had been agreed that the replacement policy for both terminals and payment cards would
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be based on replacement at a natural rate, whereby terminals and payment cards that come
to the end of their term of validity are replaced with terminals and cards incorporating chip
technology, in order to keep down the cost of introducing the new technology. The last
magnetic stripe terminals are due to expire at the end of 201 3. Figure 5 shows the plans for
replacing existing terminals with EMV-compliant terminals, based on the expiry of security
certificates.

Figure 5:
Replacement of point-of-sale terminals
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In 2007, Currence and the suppliers of point-of-sale terminals studied the extent to which it
would be possible to increase the rate at which terminals are replaced. It was agreed that the
replacement of terminals due to expire in the peak periods around 2010 and 2013 would be
brought forward wherever possible (see figure 5). Most of the terminals with certificates due
to expire in 2013 are already EMV-compliant as far as their hardware is concerned, but do not
yet have the necessary software to be able to process EMV transactions in full. It has been
agreed with the suppliers that these terminals (some 70,000) will receive software upgrades
in 2008 and 20009. It is expected that the progress made during 2007 with the introduction
of EMV-compliant terminals will continue in 2008 and beyond, and that these terminals will
account for 60% of all terminals by the end of 2009, rising to 80% by the end of 2010.

It has been agreed with the point-of-sale umbrella groups, consumer groups and banks that
EMV will not be used for PIN transactions until a substantial proportion of the point-of-sale
terminals and payment cards are EMV-compliant, in order to minimise confusion among

consumers in shops as to whether they need a card with a magnetic stripe or a chip in order
to pay. In the meantime, shops may offer EMV transactions on their EMV terminals to users
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of international payment cards that incorporate EMV chips. In accordance with European
agreements, most of the payment cards supplied by the banks will incorporate a chip applica-
tion by 2011. When Currence decided that the PIN product would be based on the more
secure EMV standard and that its rules and regulations would be brought into line with this,

a number of banks decided that they would incorporate the PIN application in the EMV chip
on the payment card. Other banks delayed making a decision as, under the SEPA framework,
they may opt to offer their customers another European brand instead of PIN for making
electronic payments with bank cards in the Netherlands. As the PIN product can only be used
for transactions in the Netherlands, most banks also include an international brand on their
payment cards so that they can be used abroad (co-branding). They can also offer their
customers such brands for Dutch transactions instead of PIN. It has been agreed with the
banks that each of them will let Currence know by the start of 2009 whether they intend to
issue payment cards incorporating the EMV application for the PIN product. Payment using
the PIN product will switch to EMV technology by the start of 2011, and this will have
consequences for those banks that do not incorporate the PIN application on the EMV chip.
Their customers will not be able to make PIN transactions at EMV terminals, and the banks will
have to terminate their PIN licences by 201 3. If several banks opt for this route, there will be
a sharp drop in the number of PIN transactions, and the PIN product will cease to exist in 2013,
when the last point-of-sale terminals that use magnetic stripe technology are replaced.
Consumers, however, will continue to be able to make payments with their cards as, by that
time, the banks will have replaced the PIN product with a different European brand.

PIN and Europe

Significant differences can be seen between countries in Europe in both the extent to which
consumers use payment cards and the form such payments take (debit card or credit card).
This difference is shown in figure 6. There are also major variations in the structure of the
market (including efficiency and institutions), the standards that are used and the interests of
the parties involved in the card systems. As a result, creating a single European market for card
transactions is a complex task that will take some time.
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Figure 6:
Card transactions in Europe in 2006
Transactions per capita
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* The breakdown of French transactions is based on estimates made by Currence

Source: European Central Bank

In 2006, the European banks formulated the SEPA Cards Framework (SCF), which contains,
among other things, conditions that have to be met by payment schemes and cards issued by
banks in order to bring about a single European market. The implementation of the framework
will lead to the current system of fragmented, largely national markets, being replaced by a
single European market containing numerous products based on uniform standards. There will
be many suppliers competing in this European market, and this will result in more choice for
end-users (consumers and businesses). Thanks to economies of scale in transaction process-
ing, the average cost per transaction can be substantially reduced. It is vital that the envis-
aged competition covers the entire payment chain, including end-users, banks, processors
and payment schemes.

Banks compete for end-users on the end-market for banking. The competitive conditions under
which banks offer their card products are, however, affected by rules and regulations and by the
fees charged by the payment schemes (brands) they use. Proper competition between payment
schemes will therefore help increase competitiveness on the payment card market. Currently,
there are only two suppliers of international payment schemes on the European market:
Maestro and V-Pay. In connection with this, the European Central Bank (ECB) has asked that
attention be paid to what it feels is a need for a third supplier that enjoys support throughout
Europe, in order to encourage competition among suppliers of payment schemes. A study
commissioned by the OECD has also indicated the need for more than two payment schemes.
Although the necessary business case for a third supplier does not seem to exist at the moment,
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the Euro Alliance of Payment Schemes (EAPS) has been set up by a limited number of national
payment brands that now accept each others’ cards on their networks. Competition on the
payment card market is being investigated by the European Commission, which ruled at the

end of December 2007 that MasterCard's interchange fees restricted competition. Multilateral
interchange fees of this kind play a key role in the business models of most businesses active on
the payment card market, and it is not yet clear what the practical implications of the ruling will
be for the market. The European Commission has not actually prohibited multilateral interchange
fees, but it has imposed conditions on their use. Given all this, it is difficult to say how a properly
competitive market for payment cards will come into being. In connection with this, at the start
of 2008 the EU Competition Commissioner called for national payment schemes to be made
SEPA-compliant, thus helping make the market more competitive.

During 2007, Currence brought its PIN product into line with the European requirements set
by the SEPA Cards Framework (SCF). This means that PIN can continue to exist following the
planned migration to SEPA in 2010. If both the PIN brand and an international payment
schemes, such as Maestro or V-Pay, are carried on a payment card (co-branding), the
cardholder will be able to use the card to make payments in the Netherlands and abroad, as is
currently the case, provided that the banks that are currently PIN Licensees continue to be so
licensed and install the EMV PIN application on their payment cards.

PIN is a cost-effective product and its presence on the market alongside other payment
brands boosts competition, since this should in principle give businesses accepting payment
cards more choice when it comes to preferred brands. If a payment card displays a number of
brand logos including PIN, businesses will be able pick their preferred brand and enter this in
their point-of-sale terminal. In this way, with the aid of the banks, brands will be encouraged
to compete with each other, which will increase the operation of free market processes on the
payment market. If there are enough European alternatives on the market competing with
PIN, PIN could become surplus to requirements. In the demand-driven switch to SEPA, the
outcome of a market process in which the PIN product serves as a benchmark will determine
if and when this is likely to happen. The economic life of the PIN product will therefore depend
on market demand. By making modifications in line with European requirements, Currence
ensures that its PIN product will continue to existence for as long as the market wants.

Initiatives in the area of European standardisation

One of the aims of the European card framework mentioned above is to achieve a higher level
of standardisation on the European payment market. Standardisation generally leads to lower
transaction costs and promotes competition by removing technical barriers that make it difficult
to change suppliers and by generating economies of scale. The European Payments Council
(EPQC), an organisation of European banks that draws up rules and guidelines for European
payment products, has given high priority to standardisation, and work is being done on this in
various areas relating to payment cards. Currence believes it is vital that European standards
are defined soon, as this will lead to the end of the technical differences between national card
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schemes and increase interoperability. This will boost the operation of the market for card
payments and encourage competition.

Within Europe, Currence is closely involved in drawing up standards for certifying point-of-
sale terminals and payment cards. At the moment, each country has its own security require-
ments for point-of-sale terminals that can vary greatly from one country to the next, as can
the certification process and the level of depth involved. These differences make it difficult
and expensive for suppliers of point-of-sale terminals to supply terminals to other countries.
The market can make significant savings if a single uniform set of security requirements within
SEPA is defined and the same certification procedures are followed in each country. Thanks to
Currence’s involvement, a number of the Dutch requirements for point-of-sale terminals have
now been integrated into the proposals for a European set of security requirements.

As a result of this initiative, and pending the introduction of European certification for
point-of-sale terminals, in 2007 Currence reached an agreement with Zentraler Kreditauss-
chuss (ZKA), which is responsible for certifying point-of-sale terminals in Germany, on mutual
recognition of security certificates for point-of-sale terminals. This means that suppliers who
want to launch point-of-sale terminals on the market in both countries will only need to
undergo one set of inspections in order to be able to launch the terminals on both markets,
potentially leading to major savings in the area of certification costs for Dutch and German
suppliers. Currence will continue its work in this area in 2008, and strive to reach agreement
on mutual recognition of certificates with other countries, too.



33

Annual Report Currence 2007

}Chipknip

Use of Chipknip again
increased in 2007...

40%
30%
20%
10%
B Growthin %
— No. in millions 0%

...particularly in vending
machines and canteens.

Currence products

Chipknip

In 2007, the number of Chipknip transactions rose 6.4% to 175 million (see figure 7).
This was the first time since the product was introduced on the market over ten years ago
that growth was less than 10%. Once again, most of the growth was attributable to the

increased use of Chipknip transactions as a substitute for cash, albeit to a lesser extent than in
previous years.

Figure 7:
Chipknip transactions
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In recent years, the use of Chipknip has to a great extent been concentrated in a number of
specific segments in which the product offers clear benefits: for paying a large number of
small amounts, when large volumes of transactions need to be processed quickly (e.g. canteens)
and in places where PIN transactions are not possible, such as unattended points of sale.

As a consequence, parking, vending machines and catering (canteens and staff restaurants)
account for 75% of all Chipknip transactions (see figure 8). There was a sharp increase in 2007
in the number of Chipknip transactions in the vending and catering segments (almost 15%),
while growth in the parking segment more or less came to a halt as users opted for PIN and
other forms of payment (including payment by mobile phone) instead of Chipknip.

A modest 1% increase was seen in retail and other segments, which account for a quarter

of all transactions, despite the fact that three-quarters of terminals that accept Chipknip are
found in this segment. Chipknip has never achieved the volumes in the retail segment that it
was initially predicted to reach, and the number of small cash transactions in shops continues
to increase. Lower telecommunication costs have also wiped out the advantages that Chipknip
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was expected to have over PIN cards. In keeping with the “Small amount? You can still use
your PIN card!” campaign (see section on PIN), the PIN product has been positioned in the
market as the most appropriate method of payment for all normal shopping transactions since
2007. The use of Chipknip will therefore become concentrated in the parking, vending and
catering segments, where use is mostly made of specific machines that have been designed
to only accept Chipknip. Communication directed at the consumer has been adapted in line
with the new positioning of the PIN product. Despite the disappointing performance in the
retail environment, the frequent use of Chipknip in the segments mentioned above has helped
limit the use of cash in these segments to a substantial extent. Chipknip is now the biggest
product of its kind in international terms, although it has never been a commercial success

for the banks.

Figure 8:
Breakdown of Chipknip transactions in 2007

Total transactions as percentages

Total 175 million

Consumers loaded money onto Chipknip cards a total of 25 million times in 2007. The average
amount involved was € 20, a figure that has barely changed in recent years. As in previous
years, each instance of loading covered on average seven Chipknip transactions (average of
€ 2.73 per transaction). This, too, has remained constant over time.

During 2007, various players on the Dutch market worked on plans for paying small amounts
using innovative technological applications. In some cases, this led to experiments on a local
scale. Trials were also held in other countries involving contactless methods of payment using
cards and mobile phones. The business case for introducing such methods in this country have
not been convincing to date. In this context, lessons can be learned from experience gained
from Chipknip, which was believed to have great prospects at the time of its launch. Further-
more, in some cases the concepts pay insufficient attention to security for their widespread
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use as an application. Currence applauds the initiatives in this area and is following them with
interest. In the coming years, Currence will work on developing its policy on the future of
Chipknip and its potential successor.

Incasso

Incasso and the market

With the Incasso product (direct debit), debtors (customers) give creditors (payees) a
mandate to debit agreed amounts from their bank accounts. The product has been around for
many decades and has been very popular, largely because of its simplicity, convenience and
efficient automated processing methods. There are 70 Incasso transactions per capita in the
Netherlands each year, putting the country in third place in the European league table behind
Germany and Austria. The least use of direct debits is made in Belgium, Finland and Italy (see
Figure 9). In recent years, there has been relatively strong growth in the use of the product in
Germany and the Netherlands.

Figure 9:
Funds transfers in Europe in 2006

Number of transactions per capita
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Source: Europese Centrale Bank



36

Annual Report Currence 2007

Right of reversal is
a key feature of the
Incasso product.

W Growth in %
— No. in millions

12%

9%

6%

3%

0%

Currence products

The Netherlands has several types of Incasso transactions, distinguished mainly by the
duration of the mandate (permanent or single), the mandating method (written or by
telephone) and the reversal period (the period within which the customer has the right to
reverse the payment transaction irrespective of the reason). With a reversal, the customers
instruct their bank to cancel the Incasso transaction. Reversals normally occur in situations
where a debtor regards the debit to be incorrect, or if delivered goods or services are not in
keeping with the debtor’s expectations. The debtor’s bank can also reverse a transaction if
a debtor does not have sufficient funds in the account.

In 2007, the number of Incasso transactions grew 3.3% to almost 1.2 billion (Figure 10).
This represents a slowdown in growth compared with 2006 (7.5%).

Figure 10:
Incasso transactions
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Transactions for regular payments (permanent mandates) account for over 80% of Incasso
transactions. Mandates for games of chance comprise nearly 9% of the total, while fewer
than 5% are single Incasso mandates. The Incasso product is also used for transactions in the
business world, for example in goods distribution, but it is chiefly aimed at the consumer
market (see Figure 11).
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Figure 11:
Breakdown of Incasso transactions - 2007
Permanent mandates in %
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About 2.5% of Incasso transactions were reversed in 2007 (2006: 2.6%). Over 90% of
reversals were made by banks because the customer’s current account had insufficient funds
or would exceed its overdraft limit. In around 0.2% of all Incasso transactions, debtors took
the initiative to reverse transactions that they disagreed with. In approximately one Incasso
transaction in every 50,000 (0.002%), the debtor has not given the payee a mandate. If the
payer notifies the bank within one year of the transaction taking place, the amount is almost

Permanent mandate always refunded unconditionally, even if the reversal period has expired. In recent years
allows consumer to Currence has helped increase transparency in this area, based in part on prior consultations
reverse Incasso with consumer organisations. In connection with this, in 2006 Currence published a number
transactions in almost of informative brochures on the Incasso product, which have been published on its website.
all cases. English versions of these brochures were published in 2007.

Last year’s annual report contained a brief description of arrangements designed to protect
consumers who want to reverse Incasso transactions following the expiry of the reversal period.
Consumers can send an Incorrect Direct Debit Report (Melding Onterechte Incasso — MOI) to
their bank, which will launch an investigation into the consumer’s complaint. If the payee cannot
provide written evidence of a mandate, the amount in question is refunded. The period during

Better insight into which such reports should be dealt with was reduced to 13 working days in 2006. At the start of
incorrect Incasso 2007, Currence decided to start compiling statistical information on Incorrect Direct Debit Reports.
transactions. There were two reasons for this. First, there was a lack of insight into the number of incorrect

Incasso transactions that were made, and second, there was no clear information on the speed
with which such matters were settled. This information has revealed that around 6,000 Incorrect
Direct Debit Reports are received each quarter (0.002% of the total; see figure 12). In most of
these instances (over 80%) the Incasso transaction was found to be incorrect and the consumer
received a refund. Where banks dispute the correctness of an Incasso transaction, they can submit
an appeal to the Incorrect Direct Debit Report Disputes Committee. The committee issues binding
recommendations to Licensees (banks) on disputes arising with regard to the execution of an
incorrect Incasso transaction. No use was made of this committee during the year under review.
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Figure 12:
Incorrect Direct Debit Reports
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During 2007, Currence also started keeping records of common complaints about payees,
as reported by Licensees. The intention is to enable payees to be called to account for their
conduct via their bank at an earlier point in time. A total of 803 complaints were received
during the year. These have been followed up.

Rules and regulations

In 2007, terms and conditions were drawn up for Incasso contracts between banks and payees.
Prior to this, such terms and conditions were included in a standard tripartite agreement applicable
to all banks and payees, and to which Equens was a party. This agreement was continued even
after the transfer of the ownership of Incasso to Currence, as a result of which Equens ceased
to be a party to the agreement. The new terms and conditions are based on Currence’s standard
rules for Incasso transactions. They provided a set of clauses that all banks must include as a
minimum in their Incasso agreements with payees. Banks are free to supplement these
clauses with their own commercial terms and conditions. In line with this, the tripartite agree-
ments have been converted into agreements between just the bank and the payee. The new
terms and conditions have led to more transparent product terms and conditions for payees.
The Garantie Machtiging (Guaranteed Mandate) variant was formally terminated in 2007.
Although the decision to withdraw the product had been take some years previously, it had
been agreed with a number of educational institutes that it would be continued until the end
of the 2006-2007 academic year. Institutes of higher education used to use the Garantie
Machtiging product to collect tuition fees, but as there was no way of reversing transactions
made using this method, even for the banks, the product led to unplanned overdrafts on a
number of occasions, creating financial problems for a number of students. At the start of the
2007-2008 academic year, the Garantie Machtiging was replaced by the single Incasso
variant. The product terms and conditions of this variant give the debtor no right of reversal
but do grant this to the debtor’s bank, which will help prevent students from piling up debts.
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Certification

The certification of existing Incasso Licensees was completed to a great extent in 2007.

At the time it was set up, Currence agreed with the banks that already operated the Incasso
product that they would be required in time to demonstrate that they complied with
Currence’s rules. Following the completion of certification for the PIN and Chipknip products,
a start was made on certification for the Incasso and Acceptgiro products at the beginning of
2007. Prior to this, a great deal of preparatory work was done, which took as much account
as possible of the experience gained from the control self-assessments (CSAs) for the PIN
and Chipknip products. During the second half of 2007, most of the banks and the other
parties involved in Incasso transactions submitted signed CSAs to Currence. Based on the
review of the CSAs, a number of cases came to light that required further clarification.
Following a risk analysis, visits were paid to a number of institutions to discuss aspects of the
CSA. In total, 98 CSAs were received from 54 institutions. Currence issued recommendations
for improvements to some of the institutions, implementation of which will make the institu-
tions concerned fully comply with the rules and regulations for Incasso products. The recom-
mendations related to improving the implementation of processes for accepting payees and
reviewing them on a regular basis, and enhancing risk analysis and risk management processes
surrounding the processing of Incasso transactions. All institutions whose CSAs were reviewed
now comply with the rules and regulations. Arrangements are being made with other institu-
tions concerning the implementation of relatively small improvements. Deadlines for submit-
ting CSAs have been agreed with a few small institutions that had failed to submit them by
the start of January 2008. The review of these CSAs will be completed in the second quarter
of 2008.

At the end of 2007 there were 53 Incasso Licensees (2006: 55), and five registered
Certificate Holders (2006: 5).

Incasso and Europe

One consequence of the creation of SEPA is the replacement of national payment products
with European products, following a transitional phase. Incasso products will also be affected.
As part of this, during 2007 the EPC drew up rules and standards for European direct debits.
The European direct debit particularly benefits companies and consumers with an international
outlook. In addition, the application of uniform standards within the eurozone could result in
greater competition and economies of scale in the market for payments.

One key way in which the European direct debit and the Incasso product differ is in how the
risks surrounding direct debits are managed. In European direct debits, the structuring of risk
management in this area is up to individual banks. According to the current rules governing
European direct debits, the payee is required to provide information on the mandate in
electronic form simultaneously with the direct debit payment order. The debtor’s bank then
has the option of actively checking the accuracy of this information, for example by first
presenting it to the debtor in the online banking environment. Furthermore, the information
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on the mandate does not indicate the amount involved in the transaction, which means it is
not possible to check conclusively the accuracy of the amount to be debited. This differs from
the current system for Dutch Incasso transactions, in which risk management is based primarily
on determining the integrity and reliability of the payee in advance. In recent years, the criteria
for accepting new payees have been made much more stringent, and the payment collection
behaviour of existing payees has been monitored more closely, with automated controls taking
place during the processing of Incasso transactions. If any irregularities come to light, the banks
can take direct action and stop the processing of the transaction in question. In such situations
the Dutch banks can contact each other quickly, and on the whole the system has proved to
be a highly efficient and effective mechanism. The final element of risk management is the
debtor’s unconditional right to have Incasso transactions reversed. A similar right exists in the
case of European direct debits. As part of the European consultations, the Dutch banks drew
on the rules and experience of the Netherlands in calling for consideration to be given to
increasing the mandatory nature of the risk management for European direct debits to be
performed by the bank of new and existing payees. No decision has been made on this matter
as yet.

Another feature of the European direct debit system is that it has not been defined all the
way from start to finish of the payment chain, as in the case of the Dutch version. This was
explained in detail in last year’s annual report. The European direct debit currently consists
solely of a standard that applies between the debit bank and the credit bank. This means that
every bank can impose its own product terms and conditions for payees and payers. This does
not promote the uniformity and transparency of the product. By contrast, the specifications
for Dutch Incasso transactions have been defined from start to finish, resulting in a uniform
product for all consumers and payees, irrespective of where they do their banking.

The Dutch banks will probably start offering European direct debits to their customers at the
end of 2009. The Dutch Incasso product will continue to exist in its current form alongside
the European direct debit for the time being. The changeover to European direct debits will be
done in response to demand from the market, based on the relative value for money offered
by each product. The date when Dutch Incasso products are taken off the market will
ultimately be determined by the speed and scale of the migration.

In order to bring about a harmonised legal framework for payments within SEPA, the European
Commission issued the Payment Services Directive (PSD). The PSD is also applicable to existing
national products. As far as Currence’s products are concerned, the PSD will have the greatest
impact on Incasso transactions. Under the PSD, the consumer’s right to reverse a transaction
will be increased from 30 days (in the case of a permanent mandate) to eight weeks. The PSD
must be implemented in Dutch law by 1 November 2009. The rules governing Incasso
transactions will be amended long before this date, ensuring that banks, payees and consumers
have enough time to prepare for the new legislation. In making the relevant amendments,
Currence will take into account wherever possible the changes that the various parties involved
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have to introduce in order to handle European direct debits. It is important that the market

is not confronted with two radical changes in quick succession where this can be avoided.
Based on a review, involving consultations with consumers and payees in the first quarter of
2008, it is to be expected that the Dutch Incasso product range will become more limited as
the number of variants decreases, and at the same time the terms and conditions governing
products will become more uniform. More information on this trend is expected in the course
of 2008.

Acceptgiro

Acceptgiro and the market

The standardised Acceptgiro (giro collection) product has provided a convenient method of
payment for many decades. However, the paper form requires a number of extra actions to
be performed in order for it to be properly digitally processed, and the product is relatively
inefficient in use compared to new payment methods based on online banking. The number
of Acceptgiro transactions has been falling for several years, Incasso (direct debit) largely
being used instead. In addition, consumers pay an increasing number of the Acceptgiro forms
they receive by using online banking services. Consumers are themselves opting to convert
Acceptgiros into digital transactions, which are still counted as Acceptgiro transactions for
statistical purposes. The number of paper Acceptgiro forms being processed by the banks
has therefore fallen more sharply than the statistics would suggest.

The downward trend in the number of Acceptgiro forms processed continued in 2007.
Following relatively steep declines in previous years, the fall was limited to 2.5%, with over
169 million Acceptgiro transactions processed in total during 2007 (see figure 13). The use
of the Acceptgiro product has fallen by one third in the past five years, and as mentioned
above, an increased proportion of Acceptgiros are now paid online.

Figure 13:
Acceptgiro forms processed
400
300
200
100
0
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Rules and regulations

At the start of 2007, the inefficient multipart Acceptgiro variant was withdrawn. This variant,
which was mainly used for donations to charitable causes, provided the payee with a copy
(image) of the Acceptgiro form that the debtor sent to his or her bank, ensuring the payee
received any additional information supplied by the debtor, such as instructions concerning the
use of a particular donation. The rise in popularity of Incasso and online banking led to a steady
decline in the use of the multipart Acceptgiro.

During 2007, the acceptance criteria for Acceptgiro payees were revised. As part of this, the
conditions under which banks can enter into Acceptgiro agreements with new and existing
payees were made stricter in order to provide better protection against potential Acceptgiro
fraud.

New terms and conditions were drawn up in 2007 for Acceptgiro agreements concluded
between banks and payees, as they were for Incasso agreements, and the tripartite agreements
that were still in existence at that point were replaced by agreements between just the banks
and payees.

Finally, the rules and regulations for the Acceptgiro product were supplemented to include
provisions for printers and service bureaus involved in producing Acceptgiro forms and printing
data on them. They are now required to conclude an agreement with Currence in order to carry
on activities relating to the Acceptgiro product. This requirement is aimed at ensuring forms
are of sufficient quality to continue to comply with the permitted tolerances, leading to
improved efficiency in the processing of Acceptgiro transactions. Previously, printers and
service bureaus concluded similar agreements with Postbank and Interpay. The new agreements
have been updated and amended in line with Currence’s rules. Lists of the companies that have
concluded Acceptgiro agreements with Currence are published on Currence’s website.

Certification

In the first quarter of 2007, the Acceptgiro certification procedure was started, in parallel
with the Incasso certification procedure. For further information, please refer to the section
on Incasso certification. The certification of 54 institutions offering the Acceptgiro product on
the market or involved in its processing was largely completed by the end of 2007.

At the end of 2007, there were 42 Acceptgiro Licensees (2006: 46) and 12 Certificate
Holders (2006: 13).
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The future of the Acceptgiro

The Acceptgiro product is quintessentially Dutch and does not have a European alternative.

It is expected that the paper Acceptgiro will continue to fall in popularity, mainly as a result

of the rise of new forms of services, including digital invoicing. However, some consumers are
unable to receive e-mail or use online banking. Currence will conduct a study in the course of
2009 to determine how large this group is and how great future demand will be for the paper
Acceptgiro. The study will, of course, include the explicit involvement of consumer organisa-
tions and the business market. Currence will therefore continue to offer the Acceptgiro product
on the market until there is no longer a demand for it among end-users. It may be the case that,
if there are further substantial falls in the use of the Acceptgiro to below an as yet unspecified
threshold, the product will have to be withdrawn at some point due to cost considerations. If
this is the case, Currence will strive, in conjunction with the banks, to offer an alternative to
specific groups of users who have problems using modern payment applications. The 2009
study should provide a basis for a decision on this matter.

IDEAL

Internet usage grows rapidly

The Netherlands leads Europe when it comes to using the internet. In 2007, 84% of the
Dutch population aged between 16 and 74 was active online. This is even higher than in
Scandinavia, where the use of the internet as a medium for communication and information
has been at a high level for many years (see figure 14). Usage in other countries in northwest
Europe is somewhat lower, at around 70%. The rapid growth in the use of the internet has
boosted online banking. In 2007, the proportion of the Dutch population that banked online
was 65%, twice the European average. This figure represents a sharp increase compared with
previous years, and puts the Netherlands at a similar level to Finland and way ahead of Belgium,
France and Germany (approximately 35%). The use of the internet has been strongly encour-
aged in the Netherlands by growing competition between telecom suppliers, leading to a steep
rise in the use of broadband technology and the like. In addition, the concentrated structure
of the banking industry has enabled the investments relating to online banking to benefit a
large group of customers simultaneously. As a result, the Netherlands has been able to gain

a substantial lead over most other European countries in this area.
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Figure 14:
Use of internet and online banking 2007
As a percentage of the population aged between 16 and 74

NL DK SE Fl DE UK AT BE FR EU-27 ES IT

Source: Eurostat

In line with the increase in the use of the internet, the number of consumers purchasing goods
and services on line has risen in recent years. On average, approximately 30% of the European
population purchased products via the internet in 2007, up a quarter on 2005. Again, the
figures are somewhat different for the Netherlands, where almost twice as many consumers
made online purchases. The Netherlands and Denmark are at the forefront of Europe, followed
closely by Sweden, the United Kingdom and Germany (see figure 15). In line with European
trends, the number of Dutch consumers shopping online showed strong growth during the past
two years, also rising by a quarter. The main reasons for the growth in the importance of this
sales channel are easy access, the constantly growing range of products and shops available
to consumers, and increased confidence in online shopping. The convenience with which
consumers can pay for internet purchases has also contributed.



45

Annual Report Currence 2007

Online purchases up
40% in 2007.

B Fashion
. Books/magazines/newspaper
B ravel
DVD
B nsurance

B Cons. electronics
B Others

Currence products

Figure 15:
Online shopping 2007
As percentage of population aged between 16 and 74

NL DK SE UK DE Fl AT FR EU-27 BE ES IT
Source: Eurostat

In addition to traditional methods of payment, which in the Netherlands include the Acceptgiro
product, or credit transfer, and cash on delivery, an increasing number of online payment methods
are being offered and used.

Steep rise in online purchases in the Netherlands

Sales of goods and services purchased online by consumers in the Netherlands shot up in 2007,
rising 40% to almost € 4 billion (2006: € 2.8 billion). Fashion is the most frequently purchased
item on line, but books, travel and DVDs are also popular. Together, these four segments account
for over half of all online purchases (see figure 16).

Figure 16:
Breakdown of online purchases in 2007

Transactions Sales

Source: Blauw Research
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When it comes to sales, the leading sector is travel. Approximately 42% of online sales are in
the travel sector, and insurance and electronics trail in joint second place (both with shares

of around 10%). The rise in sales and the quantity of products purchased online was not
restricted to these sectors in 2007, but could be seen across the board. Online shoppers
made on average 4.5 purchases in 2007 with an average value of approximately € 120 per
purchase. The growing popularity of online shopping is also reflected in the rise of the number
of Dutch consumers making their first internet purchase in 2007 to 1.5 million, out of some
7.5 million internet shoppers. Research has shown that Dutch consumers appreciate the
following aspects of online shopping: the convenience of ordering from home, the speed with
which orders are delivered, the possibility of placing orders 24 hours a day and the possibility
of obtaining price transparency. Some consumers have given two reasons for not making
purchases online in some cases: the cost of postage and packing, and the inability to inspect
the product prior to purchase. Notably, a quarter of online shoppers did not feel there were
any disadvantages to online shopping.

Given the growth in consumer online spending, there has been a sharp increase in the number
of webstores in all segments of the market. The number of active Dutch webstores is now
estimated to be over 10,000.

iDEAL proves a popular way to pay

The rapid growth in online consumer spending has contributed to an explosion in the number
of payments made using the iDEAL product. iDEAL was launched on the market in 2005 by
the three major Dutch banks and became the property of Currence at the end of 2006. One
of the features of iDEAL is that the consumer uses his or her own online banking environment
to make online payments to a webstore, which is immediately notified of the transaction and
provided with an unconditional guarantee from its bank that the amount will be credited to its
account. The webstore can then dispatch the customer’s goods or provide the online service
straightaway, without running any risk.

iDEAL has been valued by consumers and shops ever since it was launched on the market.
During the first full year of its existence, iDEAL was used 4.4 million times by consumers to
make payments. This explosive growth continued in 2007, rising to nearly 15 million transac-
tions (see figure 17) and making iDEAL the most successful and largest system of its kind.

Dutch webstores generally offer their customers a variety of ways to pay. Half offer at least
four payment options, and one offers as many as ten.
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Figure 17:
iDEAL transactions
In thousands

Q42005 Q12006 Q22006 Q32006 Q42006 Q12007 Q22007 Q32007 Q42007

Three-quarters of Dutch webstores (which currently number 10,000) currently offer iDEAL
as one form of payment, making it the most common method of payment on offer. The vast
majority of Dutch webstores have registered for the iDEAL shopping mall (www.iDEAL.nl),
which provides online shoppers with a list of webstores they can visit, grouped by product
category. The shopping mall had more visitors in 2007, and at the end of the year the number
of monthly visits to webstores accessed via the mall stood at 160,000. Other commonly
offered methods of payment include credit transfers (accepted by 60% of webstores), credit
cards and cash on delivery (both accepted by around 45% of webstores). The Acceptgiro
product is also frequently used for online purchases, although it is not offered by many
webstores.

Approximately one-third of all online shoppers use iDEAL to pay for their internet purchases.
Half of all those who actively shop online have used iDEAL at least once, making it a more
common online payment method than credit cards (used by approximately 12% of shoppers).
A study by Currence revealed that consumers feel iIDEAL is a convenient, secure and reliable
payment product. Three-quarters of shoppers thought iDEAL was a very secure way to pay,
and significantly more secure than credit cards, largely because iDEAL does not involve sharing
sensitive banking information online and the payment is made in the trusted online banking
environment provided by the consumer’s bank. Consumers also named iDEAL as one of the
reasons why they are doing more shopping online. Some consumers preferred to pay by
Acceptgiro or a standard bank transfer in certain cases. This preference was associated with

a preference to defer payment until the goods they ordered have been received. Relatively
high levels of such behaviour were found among consumers who were new to online
shopping, and among consumers shopping at a particular webstore for the first time.
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In these cases, most payments are made via online banking. The promotional campaigns
organised by Currence contributed to the rise in brand awareness, with 63% of online shoppers
recognising the iDEAL product (2006: 47%).

Influencing online payment behaviour

Interestingly, two-thirds of webstores actively try to influence the shoppers’ decision as to
which payment method to use. This is very different from ordinary shops, which do very little
to influence payment behaviour. Those that do may influence them in the wrong direction, for
instance by charging fees for PIN transactions involving small amounts (see the section on
PIN). Most webstores discourage the use of methods of payment other than their preferred
methods by imposing charges for such methods, particularly cash on delivery and credit card
payments. However, very few webstores impose fees for using iDEAL, and compared to the
fees charged for other payment options these fees are on the low side. Furthermore, 6% of
the webstores try to influence shoppers’ payment behaviour by offering a reward for using

a particular payment option, usually iDEAL. The form this reward takes varies from one
webstore to the next. Some offer discounts, while others offer free delivery.

At the end of 2007, there were six iDEAL Licensees (2006: six). A number of banks have
announced that they intend to become Licensees in 2008 or 2009.

iDEAL and Europe

iDEAL focuses on the Dutch market. In recent years, a few other countries have developed
national models for payment methods based on online banking. Some banks from other
countries are currently looking into the possibility of launching an online method of payment
for online purchases on the market, prompted by the growing e-commerce market as well as
the rise of non-bank methods of payment and consumer concerns about the security of
online credit card payments. However, a system of different national payment methods that
are not interoperable is not desirable in view of the SEPA initiative, particularly when it comes
to supporting e-commerce in an environment where national borders do not exist. In connec-
tion with this, the European banks that are members of the EPC decided to draw up a
framework for online payments. This framework, which should provide starting points for
online banking systems used to pay for online purchases, is expected to be completed this
year.

In anticipation of this, it has been decided that iDEAL will be modified in line with future
developments in Europe and be made SEPA-compliant. These modifications will include
basing iDEAL transactions on the standard for European funds transfers. In connection with
this, Currence will submit a supplement to the standard for European funds transfers to the
EPC. The new framework will also make it possible to link iDEAL to other online payment
methods that are developed. The modifications to the iDEAL standard will be made during
2008. As a SEPA-compliant product, iDEAL will be based on a future-proof foundation and
could also be used by banks in other countries if they so wish, fulfilling the wish that Dutch



49 Annual Report Currence 2007 Currence products

...so that iDEAL can webstores and consumers have expressed for a simple, secure online payment method they
also be made available can use for e-commerce throughout Europe. Clearly there are some attractive opportunities
to foreign banks. for iDEAL in this area.
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Notes on the company’s structure and
governance

Structure of the company

At the time of its formation, Currence was given an exceptional structure in order to achieve
maximum transparency and flexibility. Currence Holding BV has various subsidiaries, in the
form of product-specific private limited liability companies (B.V.s). Currence Holding has
issued ‘lettered’ shares to its shareholders (shares A to F), each type of share related to a
specific product BV.

This structure has a number of advantages for Currence. It allows the policy on uniform
payments and the overall external profile of the company to become more firmly embedded,
while leaving enough scope for individual shareholders’ interests and their accompanying rights
and obligations to be differentiated for specific products. A shareholder does not need to
invest in all the product B.V.s, and the interests of shareholders can vary from one product
B.V. to another.

To facilitate access for new shareholders, conditions have been imposed with which both new
and existing shareholders must comply, creating a transparent market situation for all parties.
A non-bank that plays a role in a particular payment product, for instance, may also participate
in a product B.V. The non-bank may then become a shareholder of Currence Holding B.V.,
accepting financial risks only for the specific product concerned and having shareholder rights
to vote on the long-term policy for that product only. This structure allows different parties
to invest in payment innovation.

Legal structure

Bank Ned.
Gemeenten

Friesland
Bank

SNS Bank v. Lanschot
Bankiers

ING ABN AMRO Rabobank Fortis Bank

3.02% 0.97% 0.73%

0.53%

29.85% 29.81% 29.33% 5.75%

Supervisory Board

A/B/C/D/E/F
Currence Holding B.V.

Executive Board

l

Currence

ﬁ | B | :
PIN B.V. Chipknip B.V. CeaNet B.V. Acceptgiro Currence Currence Services B.V.
EAYA Incasso B.V. iDEAL B.V.
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Each payment product is operated by a separate B.V. The product B.V.s own the brand rights,
including the rights to the brands and logos, copyrights and other intellectual property rights
to the relevant products. This also means that these B.V.s are the contracting parties of the
Licensees and Certificate Holders and are responsible for issuing Licences and Certificates and
for the related compliance procedures. The product B.V.s also have specific financial rights and
obligations.

Independent governance

In order for it to fulfil its mission and perform well, Currence needs to be independent from
an operational perspective. Currence’s governance structure ensures this independence.

The Executive Board operates independently. Market players cannot influence management
decisions concerning the admission of new players to the market (competitors or otherwise),
nor can they exert any influence that would lead to the unfair exclusion of new players or
impede innovation.

The independent Supervisory Board advises and supervises the Executive Board. It acts in
the interests of the company and its subsidiaries, taking into account all stakeholders.

Because the shareholders themselves operate in the payments market, they have no powers
regarding Currence’s commercial policy, the admission of new players to the market or the
rules and regulations and product changes other than those required by law and the require-
ments of free competition. The General Meeting of Shareholders holds specific approval
authority only in exceptional cases, where product modifications would mean radical changes
and, consequently, investments in the payments infrastructure.

Additional assurance concerning Currence’s independence is provided by the independent
possibility of appeal to the Netherlands Arbitration Institute (NAI). Licensees and Certificate
Holders as well as applicants for admission to the market can appeal to this institution against
decisions or sanctions by Currence. As in previous years, no appeals were filed in 2007.

To supplement the arbitration arrangements, at the start of 2008 Currence introduced
a complaints scheme to deal with complaints from Licensees, Certificate Holders and third
parties that are not covered by the arbitration arrangements.

Further to its informal approval expressed on 19 April 2005, the NMa has issued a positive
assessment of Currence’s governance in relation to the competition requirements.
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Role for market players

Currence consults market players before making decisions on product changes since product
changes have a direct impact on the business operations of its stakeholders, in particular
Licensees and Certificate Holders. Market consultations and a structural dialogue with
stakeholders in the payment chains relating to its products are vital to the effective operation
of Currence. This is assured in part by advisory bodies made up of Licensees and Certificate
Holders, both of which represent clients of Currence. Currence also maintains regular contact
with umbrella groups, industry associations and consumer organisations.



