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CHAPTER VI. FINANCIAL STATEMENTS OF THE BANK
OF ALBANIA

INDEPENDENT AUDITORS’ REPORT
To the Supervisory Board of the Bank of Albania:

We have audited the accompanying unconsolidated balance sheets of the Bank of
Albania (the “Bank”) as at December 31, 2004 and 2003, and the related statements
of profit and loss, changes in capital and reserves and cash flows for the years then
ended. These financial statements are the responsibility of the Bank’s management.
Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with International Standards on Auditing.
Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion the unconsolidated financial statements present fairly, in all material
respects, the financial position of the Bank as at December 31, 2004 and 2003 and
the results of its operations, changes in capital and reserves and cash flows for the
years then ended in accordance with accounting policies adopted by the Supervisory
Board of the Bank of Albania as disclosed in note 2 to the financial statements.

March 12, 2005
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Notes As ab As ol
december 31, 2004 | december 31, 2003
ASSETS
Assets denominated in foreign currencies
Geold and precieus melals 3 540 593
Deposits with the Infermational Monetary Fund 4 14,817 18,054
Deposits with farsign banks 5 11,489 10,553
Securities available for sale & 104,450 B4,B75
Onher foreign assels 7 557 588
Tatol assets denominated in foreign currencheg 133,855 114,645
Assets denaminated in locol curmency
Gold and precious melals 3 40 43
Transit credis B 277 384
Securities available for sale 9.1 63,786 71,687
Investments held jo maturity 9.2 1,649 1,573
Chher domestic assats 10 2,553 2,535
Tatal assets denominated in local currency 68,305 76,322
Total Assets 202,160 192,787
LIABILITIES
Liobilities denominated in foraign currencies
Due fo the Infernational Monetary Fund 11 15,948 17,478
Due fo non-rasident financial institulions 12 1,527 1,747
Tatal lighilities denominoted in foreign currencies 17 475 19,225
Liakilties denominated in lecal currancy
Currency in circulafion 13 141,630 127,774
Due to domestic banks 14 39,318 33,970
Due fo the Governmaent 15 5,302 5,444
Deterred income 14 104 117
Orher domestic liakilifies 17 578 389
Total lishilities denominated in local currency 184,734 147,714
CAPITAL AMD RESERVES
“Capial 750 750
Legal reserve 37l 3,750
Revolsation reserse 18 [14,824) 16,3300
Chher reserves 19 8,075 7,878 |
Total copital and reserves (2,249) 6,048
Total linbilities, copifal ond reserves 2021460 192,987

* The accompanying notes on pages 9 to 36 are an integral part of these financial statements.
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Oiperations with non-residents
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Year anded Yeor ended
december 31, 2004 | december 31, 2003
Cash flows from operating octivities
Met profit for the year 5,459 7,853
Mon-cash items in the siglement of operation -
ImhgmﬁmhMﬂlnuﬂ 17 4
Dapreciofion ond amortization 449 439
Discount omordizofion of sacurifies avoiloble for sale 4,4643) &,543)
Irterest income 3,214) 3,569
Irterests expense 1,405 1,414
Profit fram soles of securities available for sole {80) (101)
Grant amartizotion [deferred income] {77 70
Adijustment for release of tangible fixed ossets revaluation 28 28
Cash flow bafore fhe movement of working copital [658) (533)
Changes in operofing cssets
Decrease in depesis with fhe IMF 1,248 1,794
Decrease in ather foreign ossats 27 55
Decrease in fransit credits 107 6,939
Decrease in loans fo domasfic bonks 5 3,405
Dacrease in loons fo the Govemment = 1,150
Increase in other domestic assets [107) {39
Decrease in due to the IMF (1,530 1,669
Decrease in due fo financial insfifutions [220) 7,028)
Increase in due fo domestic banks 4,292 2,093
{Decreass) increase in due to the Government [162) 2,440
Incracs in other domesfic lichiliies 169 60
Grant received &8 34
Cash flows generoted from oparations 3,892 9234
Interest received 2,961 3,683
Irterest paid (1,408) {1,440)
Met cash from operafing octivities 4,787 10,944
Cash flows from investing activifies )
Purchosa of fiead cssats [88) (114)
Purchose of intangible ossets [148) [35) |
Purchose of foreign securities ovalloble for sale (83.981) (85,507)
Purchase of domestic securilies available for sale [182,577) (201,809
Sale and moturity of foreign securities available for sale 57.727 82,751
Sale and molurity of domestic securities availoble for sale 195,614 211,980
Increcse of % gmm 1,059 1,204
Adiustment for of farsign exchonge 8,435 10,075 |
Met cosh [used in] from investing octivifies 13,97 18,535
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Revaluotion of ather Reserves (161} 114
Revaluaiion of foreign currency and gold (8,333} [12,039)

income 197 178
Increcse [decrecse) in money in circulotion emissions 13,500 4,000
Profit distribution (5,487) (7,BB1)
Met cosh used in finencing aclivities (284} 123,628
Incraoss in eash during fhe year 524 5,851
Cash and cosh equivalents af the beginning of Fhe year 24 21,924 16,075
‘Cash ond cosh equivalents of the and of the yaar 24 22,450 21,526
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VI.T. GENERAL INFORMATION

The Bank of Albania (the “Bank”) is the central bank of the Republic
of Albania and was established according to the Law No. 8269, dated
23/12/1997 “On the Bank of Albania”. Under the terms of its charter the

Bank’s main responsibilities are:

* establish and maintain price stability;

* supporting the development of a foreign exchange regime;

* management of money in circulation;

* management of interest rates;

* compilation, approbation and application of monetary policy of
Republic of Albania;

* supervision of commercial bank activities including issuance of
licenses to all banks; and

* issuing of licenses for international banking institutions operating
within the Republic of Albania.

The Bank is subject to the regulatory requirements of the Parliament of the
Republic of Albania and the “Law on the Bank of Albania”.

VI.2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation of financial statements

The financial statements have been prepared in accordance with the
Albanian Law “On Accounting” and in accordance with accounting policies
adopted by the Supervisory Board of Bank of Albania. This accounting policy
is broadly in line with International Financial Reporting Standards (“IFRS”)
approved by the International Accounting Standards Board (“IASB”) with the
exceptions related to IAS 16, IAS 21, IAS 19, IAS 26 and IAS 27. These
standards and interpretations were previously called International Accounting
Standards (“IAS”). According to the local regulations IFRS are used in the
preparation of the accompanying financial statements to the extent they do
not contradict to the Albanian Law “On Accounting” and other local rules.

The significant accounting policies used by the Bank in these financial
statements are set out as below:

The financial statements presented include the accounts of the Bank
prepared on the historical cost basis of accounting modified to include the
revaluation of securities portfolio, foreign currency, gold, the head office
building, and other financial assets and liabilities (available for sale). The

accompanying financial statements are presented in the national currency of
the Republic of Albania, the Albanian Leke (“LEK”).

The Bank controls the operations of the Printing House, a business entity
engaged in the printing of Government high security material and publications
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of Bank of Albania. The Supervisory Board of the Bank of Albania at the
meeting dated April 1, 2003 decided that the Printing House should be under
the supervision of Bank of Albania as a separated part of the organizational
structure of Bank of Albania. The financial operations of the Printing House
have not been consolidated with those of the Bank, because of the inability
of the Printing House to perform the revaluation of its assets and its buildings
consistent with the revaluation of the Bank’s assets and buildings.

The financial position of the Printing House as at December 31, 2004 is set
out in note 25 to these financial statements.

(b) Deviation from International Financial Reporting Standards
The following is a summary of the most significant deviations from IFRS:
- IAS 16 “Property, Plant and Equipment”

The revaluation methodology adopted for the revaluation of the head office
building as detailed in Note 10 was not in accordance with the revaluation
requirements set out in IAS 16 on property, plant and equipment to the
extent that the revaluation was not conducted by independent, professionally
qualified appraisers, the future cash flows were not discounted and the entire
category of buildings were not revalued.

- IAS 21 “The Effects of Changes in Foreign Exchange Rates”

The Law on the Bank of Albania requires the recognition of all the realized
gain/loss from exchange rate revaluation in the balance sheet under the
“Capital and Reserves” account and not as an income/expense for the period
when revaluation occurred.

- IAS 19 “Employee Benefits” and IAS 26 “Accounting and Reporting by
Retirement Benefit Plans”.

Reporting and accounting of Pension Fund is not prepared in accordance
with IAS 19 and IAS 26. Obligation due to Pension Fund is expressed as net
value, but the calculation of this obligation is not in compliance with specifics of
accounting standards to the extent that no actuarial estimation is performed.

- IAS 27 “Consolidated Financial Statement and Accounting for
Investments in Subsidiaries”

The financial operations of the Printing House under the administration of the
Bank have not been consolidated with those of the Bank, as it is explained above.

(c) Interest and Commission

In these financial statements, inferest income and expense is recognized
on the accrual basis. Interest income and expenses includes the amortization
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of premium or discount on the securities, calculated based on the effective
interest rate. Commission income is credited to income when received.
Commission expense is debited to expense when paid.

(d)  Foreign currency translation

Transactions denominated in foreign currency are translated into LEK at the
Bank’s official exchange rate on the date of the transaction.

Foreign currency monetary assets and liabilities are retranslated into LEK at
the Bank's official exchange rate valid on the balance sheet date. Unrealized
foreign exchange gains and losses are credited or charged to the revaluation
reserve.

The applicable official Bank rate (LEK to the foreign currency unit) for the
principal currencies as at December 31, 2004 and 2003 were as below:

I | Decernber 31,2004 | December 31, 2003
| Linited States dollor {150 | P24 | 106 58
Eurapeon Linion currgngy unit {ELIRY 126,35 134,37
Birifish pound (GAF) 17R.6% 185,92
l Speciol Drowing righls (500 | 143.37 | 157 E1
Gobd [Hau®] lonz = 40,576.32 lanz =44, 470.51

Revenues and expenses in foreign currency for the year are translated with
the annual average exchange rate of the Bank as follows.

I | 2004 2004 |
Linited States dollar (U0 7458 108.4%9

| Eurapean Linion cumancy unil [EUR) 126,74 A3.45

| Britigh pownd [GEF] 16247 F0.25

| Special Drowing rights (S0R) | 14558 159.37 |
Gold |“Kau®] lanz = 41,B47.B6 lon =44 354 73

(e) Investments

Securities held by the Bank are categorised into portfolios in accordance
with the Bank'’s intent on the acquisition of the securities and pursuant to the
Bank’s security investment strategy. These are classified as follows:

*  Held-to-maturity; and
*  Available for sale

All investments are initially recognized at cost, being the fair value of the
consideration given including acquisition costs associated with the investment.

Held-to-maturity
Investments held to maturity are financial assets with fixed or determinable

payments and fixed maturities that the Bank has the positive intent and ability
to hold to maturity.
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Held to maturity investments are recognized on a trade-date basis and are
initially measured at cost. At subsequent reporting dates they are carried at
amortized cost, less any impairment loss recognized to reflect irrecoverable
amounts.

Available for sale

After initial recognition, investments, which are classified as “available for
sale”, are remeasured at fair value. Such fair value adjustments are reported
as a separate component of equity until the investment is sold, collected or
otherwise disposed of.

Fair values

For investments traded in organized financial markets, fair value is
determined by reference to stock exchange quoted market bid prices at the
close of business on the balance sheet date. For investments where there is
no quoted market price, a reasonable estimate of the fair value is determined
by reference to the current market value of another instrument, which is
substantially the same.

Impairment and uncollectability of financial assets

An assessment is made at each balance sheet date to determine whether
there is objective evidence that a financial asset or group of financial assets
may be impaired. If such evidence exists, the estimated recoverable amount
and any impairment loss of that asset is determined, based on the net present
value of future anticipated cash flows, and is recognized for the difference
between the recoverable amount and the carrying amount as follows:

* For financial assets at amortized cost — the carrying amount of the
asset is reduced to its estimated recoverable amount either directly or
through the use of an allowance account and the amount of the loss
is included in the statement of profit and loss; and

* For financial assets at fair value — where a loss has been recognized
directly in equity as a result of the write-down of the asset to recoverable
amount, the cumulative net loss recognized in equity is transferred to
the statement of profit and loss.

(f) Repurchase agreements and reverse repurchase agreements

Securities purchased under agreements to resell (reverse repurchase
agreements) and securities sold under agreements to repurchase (repurchase
agreements) are generally treated as collaterised financing transactions and
are carried atthe amounts of cash advanced or received, plus accrued interest.
Repurchase agreements are recorded in the balance sheet item “Due to
domestic banks”. Based on the Bank’s regulation on repurchase agreements,
the Bank is not required to put up any collateral for these securities. Interest
earned on reverse repurchase agreements and interest incurred on repurchase
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agreements is recognized as interest income or interest expense, over the
life of each agreement using the interest rate approved by the Supervisory
Council.

(g) Fixed assets

The fixed assets are stated at historical cost less accumulated depreciation
except the head office building, which was revalued as at March 29, 2000
(see Note 10). If the fair value of a fixed asset is lower than its carrying
amount, due to circumstances not considered to be temporary, the fixed asset
is written down to its fair value. Gains and losses on disposal (sell or out of
use) of fixed assets are recognized in the profit and loss account in the year
of disposal._Depreciation is provided on all fixed assets based on the historic
cost. The annual charge for depreciation is computed using the straight-line
method, using rates specified for each depreciable asset based on estimated
useful lives. The estimated useful lives applied during 2004 are the same as

year 2003:

I [ 2004 |
| Building = Head office | 40 years |
Buildings — A1 branchses 25 yeors
Wahiches 5-10 ysars
| Furniturs, fodures ond squipment | 3.20 ymars |
Comgputer hordwong 2 ywors

(h)  Printing and minting costs

The costs of printing banknotes and minting coins are capitalized as intangible
fixed assets and amortized over 2.5 years and 10 years, respectively.

(i)  Taxation and profit allocation

The Bank is exempt from income tax according to the “Law on the Bank of
Albania” and is required by law to pay 100% of its statutory profit directly to
the State budget after allocations to replenish the levels of reserve funds as
directed by the Supervisory Council of the Bank of Albania.

()  Legal reserve

In accordance with the “Law on the Bank of Albania”, the Bank has
established a legal reserve into which 25% of the net profit for the year is
transferred until the reserve amounts to 500% of the capital.

(k) Use of estimates

The preparation of financial statements requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses
during the reported periods. Actual results could differ from those estimates.
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(Il " Managed assets

At as December 31, 2004, the Bank held as custodian short-term treasury,
at nominal value LEK 298 billion. These are bills issued by the Ministry of
Finance and gold and other precious metals on behalf of the Government, at
market value of LEK 3,577. As the Bank acts as custodian for these assets it
does not bear any credit risk related to them.

The value of gold held on behalf of the Government as at December 31,
2004 is as below:

December 31, 2004 December 31, 2003

{in millian LEK) (i million LEK} |
| Gold stondondized ebreod | 2,268 | 2,484
Gokd net shondardized in Albania 1,194 1,308
| Dther precious mehals | 115 | ne
Terted 3,577 3912

Interest received from the deposit of government gold reserves are
recognized as income from interest due to Government, increasing the liability
due to Government. For year 2004 the interest received is of 6 ounces. The
difference of LEK 335 million is a result of the fluctuation of exchange rates.

(Note 3)

These assets are excluded from the Bank’s balance sheet.
(m) Grants

Grants are initially recorded in the balance sheet at the amount received.
Grants related to expenditure items are released to income during the period of
the related expenditure. Grants related to the purchase of property, equipment
and software are released to income over the life of the relevant assets at an
amount corresponding to the associated depreciation/amortization charge
on that asset.

(n)  Comparison

Certain comparatives figures have been reclassified to conform to current
year presentation.

VI. 3. GOLD AND PRECIOUS METALS

As at December 31, 2004, the value of gold owned by the Bank placed
in gold time deposits abroad was LEK 540 million (2003 - LEK 593 million),
being 13,319 troy ounces of gold (2003 - 13,319 troy ounces).

Gold is valued at the London fixing rate on the balance sheet date. The
difference of LEK 56 million (2003 — LEK 32 million) resulting from the revaluation
of gold is recorded in the revaluation reserve. As at December 31, 2004, the
price for one troy ounce of gold was USD 438 (2003 — USD 417.25).
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Other gold and precious metals included within domestic assets includes
platinum and silver in a domestic vault, valued at the London fixing rate on the
balance sheet date, amounting to LEK 36 million as at December 31, 2004
(2003 — LEK 39 million) and LEK 4 million of non-international standard gold
(2003 — LEK 4 million).

VI.4. DEPOSITS WITH THE INTERNATIONAL MONETARY FUND

As at s ot

decembar 31, 2004 deceenbar 31, 2003

| Intamatianal Maonasary Fund A7 B,407
Special Drowing Rights ("sdr”) 306 623

| Accrued inferesh 35 26
Tirhal 16,817 18,056

Deposits with the IMF resulted from the membership of the Republic of
Albania in the IMF, which is secured by a promissory note issued by the
Government of Albania. The SDR holdings approximate the Republic of
Albania’s membership quota paid to the IMF in SDR and LEK. This represents
the counterpart of loans, which were granted to the Republic of Albania as
disclosed in Note 11. The SDR holdings bear interest, which is determined
on weekly basis. The interest rate prevailing as at December 31, 2004 was

2.22% (2003 — 1.57%).

VI.5. DEPOSITS WITH FOREIGN BANKS

Ag at Ak ot

| | december 31, 2004
Cumant pocounis 11,109 B,753
Shioel-harm deposils arg 1, 7er
| Accrued inferest | 1 3
Tortal 11,468 10,553

Short-term deposits mature in January 2005 and earn interest of 2.06%
(2003 - 0.93% to 3.63%). Deposits and current accounts with foreign banks
are denominated in EUR, USD and GBP which equate to the following foreign
currency balances:

5 of December As ot

31, 004 december 31, 2003

ELRE a7 41
50 a5 44
CGGEP 1 2

VI.6. FOREIGN SECURITIES AVAILABLE FOR SALE

Foreign securities disclosed in market value are as follows:
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As ab As at

decamiber 31, 2004 | decembaer 31, 2003

Linited Sakes Genammen  discounad nodas 24,277 33,587

| Franch Governiment freasury notes 41,450 32612
Bonk for Inbemational Setilements:

midium-harm irmesimanle 3672 4046

| United Sates ogencias discounted noies A 635 ALY

Franch {Zovemmant freosury bills 1,744 26632

Fimesl ribe irmesiomenls (FIX BIS) 14,680 401

| Tahl 104, 450 B4.875

Foreign securities portfolio disclosed in nominal value and by currency are

as follows:
A5 o #s o
december 51, 2004 |  december 31, 2003 |

| LI5D .

| Linited S4ales Govammanl discountad notas | 370 15

| United Sdates agencies discouried nafes | 50 71
El5: medivm-term Investments . 5
Fimaed robe invastmants (FIX RIS al 5
Talcl 4381 ARE

| EURD .

| Franch Gevarmmen| inessuary robes | 328 243

| BI5: masdivm-term investmeants | 20 26
Fixed rofe investments (FIX BLS) a9 20
French Gevermmant ecaury bills 14 20
Talal 431 0%

| GEP

| Fimeed rishe investrnants (FIX BI5) | 12 1)

| BIS: mesdivrn-term inwestments | 18 -
Tiled a0 16

United States Government discounted notes are denominated in USD and
have coupon rates varying between 1.125% and 5.75%. Interest is paid semi-
annually and maturities vary between January 2005 and November 2009.
The yields vary between 1.05% and 4.65% (2003 - 0.95% and 4.65%).

The French Government treasury notes are denominated in EUR with
coupon rates varying between 2.25% and 7.5%. Interest is paid annually
and maturities range between January 2005 and July 2009. The yields vary
between 2.06% and 4.21% (2003 — 2.06% and 4.53%).

Bank of International Settlements — medium term investments comprise
of fixed coupon securities denominated in EUR and GBP with coupon rates
varying between 3.15% and 5.5%. Interest is payable annually for investments
in EUR and semi-annually for investments in GBP, and maturities range
between June 2005 and September 2009. The yields vary between 2.47%
and 5.27% (2003 — 3.11% and 4.72%).

Unites States agencies discounted notes are denominated in USD with
coupon rates varying between 1.875% and 3.875%. Interest is paid semi-
annually and maturities range between January 2005 and February 2007.
The yields vary between 1.14% and 2.44% (2003 — 1.14% and 4.71%).
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The French Government treasury bills are denominated in EUR and mature
on various dates between April 2005 and September 2005 with yields varying
between 2.11% to 2.21% (2003 — 1.86% and 2.18%).

The Fixed rate investments (FIX BIS) issued by the Bank of International
Settlements are denominated in USD, EUR and GBP with yields varying
between 1.85% and 4.99% (2003 — 1.02% and 4.16%) and maturities

ranging between January 2005 and December 2005.

VI.7. OTHER FOREIGN ASSETS

As at December 31, 2004, other foreign assets are comprised of cash
on hand in foreign currency of LEK 11 million (2003 - LEK 13 million) and
of quotations for participation of the Republic of Albania in International

Institutions.
#a ot #s at
dacambar 31, 3004 | decamber 31, 2003
Cesh an hand in lersign cumancy 11 14
Othar
| World Banik guodation 357 | 342 |
Indsmeational Devalzpment Agancy Gluatation a5 3
Mudilalenal lrmvesimen Guana e 12 11
| Aganey Glualetian
| Indsmationol Finonce Componaticn Guodation &8 il
European Bonk for Beconstruclion 54 4
ond Devwedopment Cluctation
lshamic Devalapmant Bank Gualakion 22 4
Tolal Cither 548 575
Toiol 559 548

VI.8. TRANSIT CREDITS
The total of LEK 277 million (2003 — LEK 384 million) represent credits
for services provided to the ltalian-Albanian Bank for further distribution to

ultimate borrowers to support state development programs (See Note 12). All
loans are guaranteed by the Government of Albania.

VI.9. DOMESTIC SECURITIES

VI.9.1 SECURITIES AVAILABLE FOR SALE

A at #5 ot Dipcambar 31,

Dacambar 31, 3004 2003

Shaet-tarrn Ireasury bills 43,784 Faa7
Tl 463,784 T1.687

Short-term treasury bills as at December 31, 2004 relate to Government
of Albania zero-coupon treasury bills, with maturities 3 to 6 months, ranging
between January 2005 and June 2005, with yields varying between 6.10%
and 8.10% (2003 — 7.25% and 12.95%)
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Lorg- covpen bond Tor copialisstion of 1,649 1573
Matienal Commancial Bank [MCE) !
Tatol I 1,649 | 1.573

Security for the capitalization of the NCB relates to a zero-coupon bond,
which was issued by the Government of Albania to replace the Bank’s
participation in the capital of the NCB. The security bears interest of 6% per
annum and matures in January 2006.

VI.10. OTHER DOMESTIC ASSETS

Ta fimgdl sl 1437 1,445
Indangibde st 378 549 |
Mh-% 413 477
Char dablars 44 B4
Mumismotic &3 50
Irwericny 26 27 |
Oithar i 4
Tolal 2,583 2,635

Loans to employees include a provision for legal claims of LEK 10 million
at December 31, 2004 and LEK 14 million at December 31, 2003. Loans
to employees are collaterised by security such as mortgages, totaling

approximately LEK 626 million at December 31, 2004 and LEK 537 million
at December 31, 2003. Net intangible assets are comprised of:

]

FIir
Boriknotes o coirs minled d4s4 2397
Arcumuloted amertingtion (2,353} 12,014
Toitnl aya 549

The net book values of tangible fixed assets by category are comprised of:

Balance of Jonwary 1, 2004 1,421 B2 141 2,054
Additions 20 B2 - 102
CITeT yo Iy R i
nce o
o ber 1, 2004 1,440 562 141 2,163
Arcumulated d . . N
Balance of Jonwary 1, 2004 147 451 117 415
Chargs Far the 35 &2 3 10
#ﬁ . 13 . ]
Eﬁrﬂ - 2] : £ |
nice of
0 bar 31, 2004 182 434 130 736
et boaok: walue
Balance o
o bar 31, 2004 1,258 138 | | 1,427
Balonce of
Decomber 31, 003 1,274 131 44 1,449
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The head office building of the Bank, included within the category “Land,
buildings and general constructions”, was revalued during the year 2000
to LEK 1,143 million from a fully depreciated historic cost amount of
LEK 7 million. The revaluation took place on March 29, 2000, effective
January 1, 2000, and was conducted by an internal valuation committee.
The basis of the valuation was not based on discounted future cash flows,
but based on the potential market rental value of the property over an
estimated useful life of 50 years. No other buildings owned by the Bank
were revalued. The revaluation surplus of LEK 1,143 million was credited
to the revaluation reserve and is amortized monthly in accordance with the
respective amortization rate.

According to Albanian law, the legal title of the building where the Bank is

located is unclear. Bank of Albania is in process to determine the status of the
ownership for the fixed assets managed by the Bank.

VI.11. DUE TO THE INTERNATIONAL MONETARY FUND

As at As at
december 31, 2004 | decembaer 31
| Enhancad Strucherol Adusiment Focilisy ("ESAFT) 8,733 7099 |
IMF securilias acogun 5,148 4,032
| IMF account in LEK. 1,847 1,847 |
Testail 15,748 17,478

ESAF borrowings related to the Republic of Albania’s IMF quota and were
drawn down on behalf of the Government for macroeconomic reforms. There
are 3 component facilities:

The initial ESAF facility was drawing down in 1993, repayable over 10
years, which commenced in 1999. The outstanding balance as at December
31,2004 was SDR 706,000 (2003 - SDR 4,377,000) (being the last payment
of this facility payable in June 2005) and the facility bears interest at 0.5%,
payable semi-annually.

An additional loan under this facility (known as Poverty Reduction and
Growth Facility) approved by the agreement of May 13, 1998 totaling
SDR 45,040,00, was drawn down during the period 1999 to 2001. The
outstanding balance as at December 31, 2004 was SDR 41,728,200 (2003
- SDR 44,451,500). This facility is repayable by 2011 in 10 semi-annual
installments commenced in 2004. Interest is payable, after the grace period,
at 0.5% semi-annually.

The Poverty Reduction and Growth Facility 3 for Albania loan: This is a
SDR 28,000,000 loan facility approved on June 21, 2002 which will be
disbursed until June 20, 2005. The balance as of December 31, 2004 is SDR
20,000,000 (2003 - SDR 12,000,000) with an interest rate of 0.5% payable
semi-annually. This facility is repayable after a grace period of five and a half
years in 10 semi-annual equal installments.
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VI.12. DUE TO NON-RESIDENT FINANCIAL INSTITUTIONS

As ot s oot
| - december 31, 2004 | december 31, 2003
Trunsit credits (Mote B] 277 384
Lesn frcam this Baink af Geasscia 1,112 1,183
Dl 1ot Warld Bank 33 k.
Tatad 1,537 1,747

The loan for development of LEK 277 million consists of USD 1 million and
of EURO 1.4 million (note 8) by European Investment Bank. Interest is paid by
the recipients of these transit credits (banks and domestic companies) directly
to the providers of the funds. The loan from the Bank of Greece (Hellenic
Republic borrowing of EURO 8.8 million) was granted for the purpose of
funding the balance of payments of the Republic of Albania. The interest rate
is 1.17% per annum, payable semi-annually. The loan matures in 2018. Due
to World Bank represents the accounts of the international organizations such
as IBRD, IDA and MIGA in the Bank of Albania.

VI.13. CURRENCY IN CIRCULATION

The exclusive rights of national currency issue are vested with the Bank.
This item comprises valid domestic banknotes and coins in circulation issued
by the Bank. The following bank notes and coins were in circulation as at
December 31, 2004:

Dhescperm baier 31, 2004 Decamber 31, 2003
Meamingl walus Mumbar in Tetal Mumbar in Teal
LEK thousand LEE jmin) thousand LEE {mik]
100 15,515 1,552 18,441 1,844
200 15,307 4,041 18,5596 3719
500 L4623 34,813 a2, 04% 31,095 |
1,000 64,720 64,720 60,563 80,563
5,000 7,233 34,142 5,875 29375
Caing EFE 1,248
141,430 127774
VI.14. DUE TO DOMESTIC BANKS
A ot As at
| decamber 31, 2004 | december 31, 2003
Foneign curmency
Compulsary mesrva 10,8264 2,140
Accounts of secand level banks (b 51
D-_u-E'h‘:m os HLn:I'nrtn 104 -
10,995 F.191
Dievmestic currarssy (LEK]
_Compulsory resseve 24,655 prirsl
Arcounts of second |eval banks 529 £43
_Rapurchoss agraamants 2,243 1,304
Crmrnight deposits 855 £53
28,302 24,755
Arccrued interest 21 24
Toiled J7. 318 J31.970
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Interest on compulsory reserves is calculated as follows:

* LEK balances: 70% of the yield on the repurchase agreements: 3.675
% as at December 31, 2004 (70% of the yield on the repurchase
agreements: 4.9 % as at December 31, 2003);

* USD balances: 70% of the one-month USD LIBOR rate: 1.69 % as at
December 31, 2004 (70% of the one-month USD LIBOR rate: 0.8%
as at December 31, 2003);

* EUR balances: 70% of the one-month EUR LIBOR rate: 1.52% as at
December 31, 2004 (70% of the one-month EUR LIBOR rate: 1.49%
as at December 31, 2003).

The Bank does not pay interest on correspondent accounts and demand
deposits. The deposit taken as a guarantee is deposited by Dardania
Bank (USD 1.1 million) as a guarantee for the protection of the customers
in accordance with the Bank’s order no. 4045 dated July 30, 2004. For
this deposit the interest is calculated in accordance with the rates for the
repurchase agreements at Federal Reserve Bank. Overnight deposits from
domestic banks attract interest of 2.5% (2003 - 3.5%).

VI.15. DUE TO THE GOVERNMENT

Az af Mg ot
december 31, 2004 | 3l
| Profit distibutoble o the Govemmant _ 400 200 |
Daposits recaiwed an behall of the Gavammen| 4,880 5,230
| Other . Fr 34 |
Testail 5,302 5444

The profit distributable to the Government relates to the remaining part of
the profit not yet distributed to the Government at the year-end based on the
decision of the Supervisory Board no. 16 dated on February 23, 2005.

Deposits received on behalf of the Government includes the main account
of LEK 3,181 million and international donor funds deposited at the Bank for
subsequent transfer to aid projects in Albania, of LEK 1,699 million.

“Other” includes funds received by the Bank of LEK 22 million (2003 - LEK
24 million) from a loan granted to the Government by the Islamic Arabian
Bank of Development.

VI.16. DEFERRED INCOME

Az ot Az of
december 31, 2004 december 31, 2003
| World Bank grant | 225 | 157 |
Ward Bank groml araricofian [155) [F&]
[Other I 3 | 36 |
Tiviod 104 117
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The World Bank grant relates to a grant received by the Bank during the
years 2002-2004 for the purchase of computer software and equipment for the
implementation of the ATM project (Accounting and Treasury Management)
totaling LEK 157 million and for the RTGS project (Real time Gross Settlement
System) of LEK 68 million. “Other” includes the value related to the two
buildings donated by the Savings Bank in the city of Korca and Berat.

VI.17. OTHER DOMESTIC LIABILITIES

Ag ot A at

decembar 31, 2004 december 31, 3003

Due o Primling House: [node 25] 217 174

Deposits of individuals fram the 272 177
| parlicipotion in Treasary Bils

Med ahligation’ Pension fund 1 1

| Cther . BB | 35

=1 578 389

Pension plan scheme consists of employee contribution of 2% of gross
salary and employer contribution of 15% on the total payroll amount.
Net obligation/ pension plan as at December 31, 2004 and 2003 are as

follow:

#s ot A ot

december 31, 2004 december 31, 3003

Choligation valug of 7% of conlribution 15 12
| Remults of 2% cordribution immestad | a| 1]
| Real valus of the recsurg bill patleka | [ &
| Met ohligotion of 2% contribution 1 1]

A5 o As at

december 31, 2004 december 31, 2003

| Chligaticn value of 15% of confributiocn | 141 137

Resuliz of 15% conlibulion vesied 56 24

| el volus of $he freasury bill portialic | [217} (145]

Med obligation of 15% confribation

“Other” includes accrued expenses of LEK 49 million (2003 - LEK 7
million) related to maintenance of ATM system, repair and maintenance
of sorting machines, Rojter services, statistics information, etc. The Bank is
currently under claims for several legal litigations raised in the normal course
of business. A net provision of LEK 20 million has been recognized in relation
to these claims for the year ended December 31, 2004 included in the other
operating income (2003 — nil).

VI.18. REVALUATION RESERVE

The components of the revaluation reserve are as follows:

As at As of

decambar 31, 2004 | december 31, 2003
Rervaluation of foreign currency and gold balonces [16&,005] [ 872)
Resaras of ssourity revehiofion 137 20
| Rerraluction af histaric nates ond coins | 32 32 |
[Ravalvaticn of Heod Office bulding (Note 10] | 1,012 1,040
Teshial [14,824] [,:3:301
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During year 2004, the revaluation reserve negative balance for foreign
currency and gold balances has increased by LEK 8,333 million (2003 -
LEK 12,040 million) due to a further revaluation of currencies during the
year. In accordance with the law “On the Bank of Albania” article 64/b, and
law n0.93339 dated December 21, 2004 “On the State Budget for 2005,
the Ministry of Finance issued securities by a total of LEK 7,672 million to
cover the negative balance of the revaluation reserve created during year
2003. These securities were issued on February 1, 2005, with a maturity of
six months renewable and an interest rate of 7.10%.

VI.19. OTHER RESERVES

The components of the other reserves are as follows:

Az at Az ot

december 31, 2004 | december 31, 2003
| paciol resarvg for Bolonce of Poymants 7.0 7,209 |
Irvwngden aevl Fund 301 301
| Orher 555 358 |
Tortal 8075 7878

The special reserve relates to funds provided by the European Community
as a financial assistance to support Albania on its transition towards the market
economy. These grants have been transferred during the period 1992 — 1993
supporting the long-standing of the Balance of Payment and reserves balance
and no movement have been incurred in this reserve since 1995. Investment
fund consists of a fund created with decision of Supervisory Council with aim
purchase of a new building for the Bank of Albania. “Other” includes reserves
created from the allocation of profits for years 2002 - 2004 based on the
Supervisory Council decisions on the respective following years. A further
allocation of LEK 197 million was made from the profit of year 2004.

VI.20. INTEREST AND COMMISION INCOME
(NON-RESIDENTS)

| Year ended foor anded

december 31, 2004 | decambar 31, 2003
Intarasl incomne from seouritas 2739 3,734
| Indarast income from fime deposits | 253 | 103
Irdares! frem SOR and IMF 177 143
| Crher [ 40| 15
Tl 3,209 31515

VI.21. INTEREST AND COMMISSION INCOME (RESIDENTS)

fear ended faar endad

december 31, 2004 | dscsmber 31, 2003

Indrest Income from Govemmaent loong A5 54
Irares] income fram securilies 5,172 7484
[ Ceiner l 34 29
Tatol 5,271 7567
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VI.22. OTHER OPERATING INCOME, NET

Med prafit from the sale of invesiments a0 248
Ircem Fram sociol gid 77 i)
Cher 2 )
Prewisian for legal cloims ond cther (noie 17) [} (4]
Tatal 144 I

VI.23. PERSONNEL EXPENSES

Personnel expenses consist of employees’ salaries, social insurance, pension
plan contribution and other costs.

Social costs represent mainly compulsory contributions to the Social Security
Fund. As at December 31, 2004, the Bank had 323 employees (2003 — 304
employees).

VI.24. CASH AND CASH EQUIVALENTS

Gold and ather precicus mefals held domesticolly 40 43
(nota J)

VI.25. PRINTING HOUSE

As detailed in Note 2(b), the Bank controls the operations of the Printing
House. The financial position of the Printing House as at December 31, 2004
and 2003 is as follows:

Tangible fued casets 73 30
Inveanigry &0 41
Troda oecounis eoarable 1 n
Amount dua frem dne Bonk nota 171 Fak 176
Tatol assats 301 257 |
EGLATY AND LABILITIES

Copilal 52 L2
ﬂ rasoree l‘if E
Insemstrnand reserss e 24 |
Cithar e & &
Redained sami 159 156
Ti and resenes 240 il
Cvar lighilities 4 -
Tolad equity and lighbililies 1) 257
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Az ot A ot

decambar 31, 2004 | december 31, 2003

TRCE T 17 148
| Expersas [174) (12n
| Proft of the year 3 2|

VI.26. CONTINGENCIES AND COMMITMENTS

On November 10, 2004, Bank of Albania issued a guarantee in favor of
Raiffeisen Bank sh.a, declaring the commitment of the Bank to guarantee
the amount of LEK 29 milliard in Treasury Bills of the Albanian Government
in the Raiffeisen Bank portfolio. The price of this guarantee is 0.2 pér qind
on annual bases, with three months payments. This guarantee matures in
November 5, 2005.

VI.27. RELATED PARTIES

Parties are considered to be related if one party has the ability to control the
other party or exercise significant influence over the party in making financial
and other decisions. In considering each possible related party relationship,
attention is directed to the substance of the relationship, and not merely the
legal form. The only related parties of Bank of Albania are the relations with
directors and the members of the Supervisory Council. As at 31 December
2004 and 31 December 2003, transactions made with related parties

comprised:
As at As ot
decamber 31, 3004 |  december 31, 2003
| Cdhar domastc Loans
Loans o amployes
| - Direciors L L] 40 |
Tortal ossats 44 40
Yaor andsd Year ended
december 31, 2004 | december 31, 2003
| Adminisiralive expenses
| Mabile sxpenses |
- Direclong g 2
| Salaries and Bonuses |
Dirsctors 42 40
Terled e edminisinafive expensas 45 43

VI. 28. RISK MANAGEMENT

The reserve is under the administration of the Bank of Albania and its
inventory is performed by the Monetary Operations Department, which is based
on the regulation “About the policy of administrating the reserves”, approved
by the Supervisory Board. The reserve, in accordance with the liquidity needs,
is invested in short-term securities and in fixed coupon instruments
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Liquidity risk

Policies to monitor and address liquidity risk are set by the Supervisory
Board of the Bank. The Monetary Operations department of the Bank monitors
the liquidity risk on a continual basis by analyzing liquidity ratios, gaps and
economic scenarios.

Liquidity management policies are set to ensure that, even under adverse
conditions, the Bank is in a position to meet its obligations.

Credit risk

The Monetary Operations department of the Bank, under the control of
the Supervisory Board, is responsible for assessing the credit risk associated
with the Bank’s operations. The credit risk is mitigated by the Bank transacting
largely with international and governmental institutions. Loans to domestic
banks are secured by Government of Albania treasury bills.

Price risk
The key elements of price risk affecting the Bank are:

* currency risk associated with fluctuations in the value of financial
instruments due to changes in foreign exchange rates; and

* inferest rate risk associated with fluctuations in the value of financial
instruments due to changes in market interest rates.

The Bank’s exposure to currency risk is monitored on a continual basis by
the Monetary Operations department. Financial assets denominated in foreign
currencies are disclosed in each relevant note to the financial statements.

The Monetary Operations department of the Bank monitors interest rate
risk. The Bank mitigates such risks by maintaining a significant excess of
interest bearing assets over liabilities (as detailed in Note 28 below). The Bank
maintains a portfolio of interest bearing financial assets and liabilities such
that the generated net interest income s significantly in excess of operating
requirements, which minimizes the potential adverse effects of inferest rate
fluctuations. Interest rates applicable to financial assets and liabilities are
disclosed in each relevant note to the financial statements.
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VI.28. INTEREST RATE SENSITIVITY

Assals
St | [ s
_Dnposits with tha IMF - 7,341 . - - - 7 AT 14,817
Depasits with foresign
i 11,489 - - - - - -l 1,489
Faraign sacurilias
availoble for sl 7.850 4,110 13,54% 14,710 54,211 - - | 104,450
Cher gold & precious
matals ) ) ) ) ) ) 40 40
Transit credits = - - = = = 277 277
f;‘:‘”"“ availoble for 21,679 | 25084 | 16873 - - - -l 3786
Irvestrnents held 3o
. . 1849 N . . 1,449
Chher domestic assols . - . - - 413 1,240 2,553
41918 38,485 | 30442 14359 | 64211 813 | 10,832 | 202,160
Libilities and squily
Diuse o the INF - - 407 477 | 6203 | 1,886 6,795 | 15548
D to non-resident . 5 - 1,112 410 1,527
firanciol insfidions
Currency in circulation . - . - =] 141,630 141,430
[l ta domestic banks 38,724 - - - 554 39218
Dusa o the Govermman - - - - - - 5,302 5,302 |
income - - - - - - 106 106
Cither domastc liabilies - & - - - - 572 ETH
Copiel ond resanaes - = - = - - £2,24%) (2,249
38,724 & 07 487 | 6703 | 2978 | 153360 202,160
Balance sheed gop as of
o bar 11, 2004 2,494 | 3IE4TY 30,035 15877 | SB8,008 (Z.365) | (142,528) -
Cumulative interest rate
siivity gap - 2004 2494 40,973 71,008 B5885 | 144853 | 142528 - -
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VI.28. INTEREST RATE SENSITIVITY (CONTINUED)

Upta | Oneto | Thies o Sato | Oneto Chver Man-
ona | Thees Siw [ Twabea Fivm Fiva | infarast Todal
month | months mionihs years years | sensitive
Asmpts
Gold and preciaus mekals - . . - - 593
with fha IMF . 5 : | 9.649 B407 | 18,056
n bonks 10,553 i - - - - - 10,553
Farsign sacurtes avoilable for sole 5351 | 4920 7455 17.593| 49,356 -| B6875
Crhar foreign ossets - - - - - 388 i)
her gold & precicus medols - 43 43
Transit cradits . . . - 384 384
Securilies avoilohis Tor ol 22,078 | 30,820 | 18,789 . - 71.687
Held 1o maturity sscurities - - - - 1,573 - - 1,573
Crhar domeslic assets - - B4 491 2,080 2,435
37 FBE2 | A7 740 | b 444 | V17 EFT | SD5TE 491 11,482 | 192587
Ligkiliras ond sguity
Dise ot [WAF - - 449 el 1] 4,545 2,045 TAT? | 17,478
Dse 3o non-resident finencial
insfitutians i - 1,183 557 1,747
Currency in circulabion - - 127774 | 127774
Due to domestic banks 33,256 - 714 | 33,970
Diusa b e Gevermimen - - 5,444 5,464 |
rrad income - - - - - 117 117
mastic linas - - - - - - JE7 J87
Caophol and Ressrees - - - - - 6048 | 6,048
33254 : 449 545 | 4545 | 3276 [ 14B944 | 192,987
mm 9op o5 of December | 4 796 | 47,389 | 25995 | 17,112 | 44,384 | (2,737 | 136,869} .
Cumulatie inleseast rate sensfvity
a0g - 7003 4,726 | 52,115 78,010 | 95222 [ 139,608 | 134,869 = .
VI.29. CURRENCY NET POSITION
LEK LD EUR| GEBF|  Other Tetal
Aszets
Gold ond precious metols ) . - 540 540
Dieposits wilh Inlemnational Monetary Fund 89951 .| .| | o832 16817
Daposits with foralgn banks - 7893 34046 120 - 17 488
Securities avoilsbla for salp -] 44570 54.4B81( 5399 -1 104,450
Ofher foreign ossefs 341 191 7 . - 559
Giold and other precious mehals 40 - - - A0
Tronsil credits . 5| 182 - 77
Securities available for sale &3,7846 = 5 = A3 704
Insesstmints hald to mturity 1,449 - - - S4F
Orhar domastic ossats 2,510 1 42 - - 2,553
Totol ossets 75341 S:FS0[ SBMB([ 5589 10382 303180
Tiabilites ) — )
Diusa b the Imarnationl Menetary Fund 5,795 - - - 8,953 15,948
D b non-residend finonciol insfilulions 132 25 1,300 - - 1,537
Currancy In circulotion 141,430 B . . =] 141,430
D fo domesfic banks BY| 53| 5,795 . - 398
Dives b the Govemment 4,062 305 34 | - 5,303
Defarred income 104 - - : - 106
Cither domastic linbilities 537 14 23 2 578
Tolal Lohiliies, copital ond reseres 181,781 5620 | BOS2 3| BI53| F04.40%
Met currency pesition os ot December 31, 2004 (106,440} | 47130 | 50,066 | 5586 1,40 [2,249)
Met currency position as ai December 31, 2003 B103% | 41.8%1 | 40524 | 3602 1,17 6,048
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