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Independent AudItors’ report

stAteMent oF FInAnCIAL posItIon

In ALL million Note 31 December 
2016

31 December 
2015

ASSETS

Cash and cash equivalents 8 105,490 93,477
Trading assets 12 16,183 15,870
Monetary gold 9 7,516 6,762
Accounts with the International Monetary Fund 10 43,683 34,403
Loans to banks 11 29,934 12,987
Available-for-sale investment securities 13 298,930 307,939
Property, equipment and intangible assets 14 20,604 20,855
Other assets 15 2,316 2,259 

Total assets 524,656 494,552

LIABILITIES

Currency in circulation 16 258,821 239,191
Trading liabilities 12 2 16
Due to banks 17 152,352 142,967
Deposits and borrowings from third parties 18 3,310 3,361
Due to Government and state institutions 19 19,892 27,451
Due to the International Monetary Fund 10 28,078 18,711
Other liabilities 20 1,263 567

Total liabilities 463,718 432,264

CAPITAL AND RESERVES

Capital 2,500 2,500
Reserves 21 58,438 59,788

Total capital and reserves 60,938 62,288

Total liabilities, capital and reserves 524,656 494,552

The notes on pages 121 to 159 are an integral part of these financial statements.

The financial statements were authorized for issuance by the Supervisory Council 
of the Bank of Albania and signed on 29 March 2017 on its behalf by:

_______________________
Gent Sejko

Governor

_______________________
Anjeza Beja (Harizaj)

Head of Payment Systems and 
Accounting and Finance Department
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stAteMent oF proFIt or Loss And otHer 
CoMpreHensIVe InCoMe

In ALL million Note 2016 2015

Interest income 22 2,494 3,613
Interest expense 22 (737) (644)
Net interest income 1,757 2,969

Fee and commission income 69 66
Fee and commission expense (56) (56)
Net income from fees and commissions 13 10

Net trading income 23 1,036 503
Other revenue 24 480 809
Net gain/(loss) from changes in the fair value of monetary gold 9 754 (231)
Net foreign exchange (losses)/gains 21 (1,720) 4,569 
Total revenue 2,320 8,629 
Employee benefit expenses 25 (1,238) (1,053)
Depreciation and amortization 14 (488) (562)
Other general and administrative expenses (652) (781)
Net (loss)/profit (58) 6,233 

Other comprehensive income:
Items that are or may be reclassified to profit or loss
Fair value reserve (available-for-sale financial assets) 21 (464) (310)
Other comprehensive loss for the year (464) (310)
Total comprehensive (loss)/income for the year (522) 5,923 

The notes on pages 121 to 159 are an integral part of these financial statements.
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stAteMent oF CHAnGes In eQuItY

In ALL million Capital Legal 
reserve

Reval-
uation 

reserve

Fair 
value 

reserve

Other 
reserves

Tran-
sition 

reserve

Retained 
earnings Total

Balance at 1 January 2015 2,500 12,500 19,868 1,305 15,748 5,539 - 57,460
Total comprehensive income
Net profit - - - - - - 6,233 6,233
Other comprehensive income
Fair value reserve (available-for-sale financial 
assets) - - - (310) - - - (310)

Total other comprehensive income - - - (310) - - - (310)
Total comprehensive income - - - (310) - - 6,233 5,923
Contributions and distributions
Distribution of profit to Government of Albania - - - - - - (1,095) (1,095)
Total contributions and distributions - - - - - - (1,095) (1,095)
Transfers to reserves - - 4,338 - 800 - (5,138) -
Balance at 31 December 2015 2,500 12,500 24,206 995 16,548 5,539 - 62,288
Total comprehensive income
Net loss - - - - - - (58) (58)
Other comprehensive income
Fair value reserve (available-for-sale financial 
assets) - - - (464) - - - (464)

Total other comprehensive loss - - - (464) - - - (464)
Total comprehensive loss - - - (464) - - (58) (522)
Contributions and distributions
Distribution of profit to Government of Albania - - - - - - (908) (908)
Total contributions and distributions - - - - - - (908) (908)
Transfers to reserves - - (966) - - 80  966 80
Balance at 31 December 2016 2,500 12,500 23,240 531 16,548 5,619 - 60,938

The notes on pages 121 to 159 are an integral part of these financial statements.
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stAteMent oF CAsH FLoWs

In ALL million Note 2016 2015
Cash flows from operating activities
Net (loss)/profit (58) 6,233 
Adjustments for:
Depreciation and amortization 14 488 562 
Net interest income 22 (1,757) (2,969)
Net trading income 23 (1,036) (503)
Profit from sale of available-for-sale investment securities 24 (470) (751)
Net (gain)/loss from changes in the fair value of monetary gold 9 (754 231
Provisions 20 83 46 

(3,504) 2,849 
Changes in:
Held-for-trading assets 709 (978)
Accounts with the International Monetary Fund (9,280) (12,611)
Loans to banks (16,947) 12,561 
Other assets (57) 286
Currency in circulation 19,630 12,787
Due to banks 9,385 36,656 
Deposits and borrowings from third parties (51) 975 
Due to Government and state institutions (7,372) 9,755 
Due to the International Monetary Fund 9,367 779 
Other liabilities 613 (441)

2,493 62,618 
Interest received 2,650 3,189 
Interest paid (737) (646)
Net cash generated from operating activities 4,406 65,161 

Cash flows from investing activities
Acquisition of investment securities (274,117) (346,420)
Proceeds from sale of investment securities 282,983 345,715 
Acquisition of property, equipment and intangible assets (164) (257)
Net cash generated from/(used in) investing activities 8,702 (962)

Cash flows from financing activities
Profit distributed to Government (1,095) (951)
Net cash used in financing activities (1,095) (951)
Increase in cash and cash equivalents 12,013 63,248 
Cash and cash equivalents at the beginning of the year 93,477 30,229 
Cash and cash equivalents at the end of the year 8 105,490 93,477 

The notes on pages 121 to 159 are an integral part of these financial statements.
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notes to tHe FInAnCIAL stAteMents As oF And 
For tHe YeAr ended 31 deCeMber 2016

(amounts in ALL million, unless otherwise stated)

1. GenerAL

The Bank of Albania (the ‘Bank’) is the central bank of the Republic of Albania 
established pursuant to the Law No. 8269, dated 23 December 1997 ‘On 
the Bank of Albania’, amended. 

Under the terms of its charter, the Bank’s main responsibilities include:
•	 formulating,	adopting	and	executing	 the	monetary	policy	of	Albania,	

which shall be consistent with its primary objective;
•	 formulating,	adopting	and	executing	the	foreign	exchange	arrangement	

and the exchange rate policy of Albania;
•	 issuing	or	revoking	licenses	and	supervising	banks	that	engage	in	the	

banking business in order to secure the stability of the banking system;
•	 holding	and	managing	its	official	foreign	reserves;
•	 acting	as	banker	and	adviser	to,	and	as	fiscal	agent	of,	the	Government	

of the Republic of Albania; and
•	 promoting	an	effective	operation	of	payment	systems.

The Bank is subject to the regulatory requirements of the Assembly of the 
Republic of Albania and the Law ‘On the Bank of Albania’.

2. bAsIs oF ACCountInG

These financial statements have been prepared in accordance with the 
International Financial Reporting Standards (‘IFRS’). 

3. bAsIs oF MeAsureMent

These financial statements have been prepared on a historical cost basis except 
for the following items:

Items Basis of measurement 
Derivative financial instruments Fair value
Non-derivative financial instruments at fair value through profit or loss Fair value
Available-for-sale financial assets Fair value

4. FunCtIonAL And presentAtIon CurrenCY

These financial statements are presented in Albanian Lek (‘Lek’), which is the 
Bank’s functional currency. All amounts have been rounded to the nearest 
million, except when otherwise indicated.
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5. use oF estIMAtes And judGMents 

When preparing the financial statements in conformity with IFRSs, the Bank 
makes judgments, estimates and assumptions that affect the reported amounts 
of assets and liabilities for the following financial year. Estimates and judgments 
are continually evaluated and are based on historical experience and other 
factors, including expectations of future events that are believed to be reasonable 
under certain circumstances.

These disclosures supplement the commentary on financial instruments (see note 7).

(a) Judgments 

Information about critical judgments made in applying accounting policies that 
have the most significant effect on the amounts recognized in the financial 
statements is included in the following notes:

•	 Note	 17	 Currency	 in	 circulation:	 The	 Bank	 has	 classified	 cash	 in	
circulation as a financial liability; and

•	 Note	9	Monetary	gold:	 The	Bank	 has	 valued	monetary	gold	at	 fair	
value. Changes in the fair value are recognized in profit or loss.

(b) Assumptions and estimation uncertainties

Information about assumptions and estimation uncertainties that have a significant 
risk of resulting in a material adjustment in the next financial year is set out 
below in relation to the impairment of financial instruments and determination 
of the fair value of financial instruments.

(i) Impairment of financial instruments 

Assets accounted for at amortized cost and available-for-sale assets are 
evaluated for impairment on a basis described in the accounting policy 6.a.(vii). 

The specific counterparty component of the total allowances for impairment 
applies to financial assets evaluated individually for impairment and is based 
upon management’s best estimate of the present value of the cash flows that are 
expected to be received. In estimating these cash flows, management makes 
judgments about the counterparty’s financial situation and the net realizable 
value of any underlying collateral. Each impaired asset is assessed on its 
merits, and an estimate of cash flows considered recoverable is independently 
approved. 

(ii) Determining fair values

The fair values of financial assets and financial liabilities that are traded in 
active markets are based on quoted market prices or dealer price quotations. 
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For all other financial instruments, the Bank determines fair values using other 
valuation techniques. 

For financial instruments that are traded infrequently and have little price 
transparency, fair value is less objective, and requires varying degrees of 
judgment depending on liquidity, concentration, uncertainty of market factors, 
pricing assumptions and other risks affecting the specific instrument.

Measurement of fair values

The Bank measures fair values using the following fair value hierarchy, which 
reflects the significance of the inputs used in making the measurements. 

•	 Level	 1:	 inputs	 that	 are	 quoted	 market	 prices	 (unadjusted)	 in	 active	
markets for identical instruments. 

•	 Level	2:	 inputs	other	 than	quoted	prices	 included	within	 Level	1	 that	
are observable either directly (i.e. as prices) or indirectly (i.e. derived 
from prices). This category includes instruments valued using: quoted 
market prices in active markets for similar instruments; quoted prices for 
identical or similar instruments in markets that are considered less than 
active; or other valuation techniques in which all significant inputs are 
directly or indirectly observable from market data. 

•	 Level	 3:	 inputs	 that	 are	 unobservable.	 This	 category	 includes	 all	
instruments for which the valuation technique includes inputs not based 
on observable data and the unobservable inputs have a significant 
effect on the instrument’s valuation. This category includes instruments 
that are valued based on quoted prices for similar instruments for which 
significant unobservable adjustments or assumptions are required to 
reflect differences between the instruments.

The Bank recognises transfers between levels of the fair value hierarchy at end 
of the reporting period, during which the change has occurred.

For more information on the determination of the fair value of financial instruments 
see Note 7.e. Financial instruments: risk management and fair values.

6. suMMArY oF sIGnIFICAnt ACCountInG poLICIes 

The accounting policies set out below have been applied consistently to all 
periods presented in these financial statements.

(a) Financial assets and liabilities

(i) Recognition

The Bank initially recognises loans and advances on the date on which they 
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are originated. All other financial instruments (including regular-way purchases 
and sales of financial assets) are recognised on the trade date, which is the 
date on which the Bank becomes a party to the contractual provisions of the 
instrument. 

A financial asset or financial liability is measured initially at fair value plus, for 
an item not at fair value through profit or loss, transaction costs that are directly 
attributable to its acquisition or issue.

(ii) Classification

Financial assets 

The Bank classifies its financial assets into one of the following categories: 

•	 available-for-sale;	
•	 loans	and	receivables;	and
•	 at	fair	value	through	profit	or	loss.

See c., d., e., f., and g. 

Financial liabilities 

The Bank classifies its financial liabilities as measured at amortised cost. See 
b. and h. 

(iii) Derecognition 

Financial assets

The Bank derecognises a financial asset when the contractual rights to the 
cash flows from the financial asset expire, or it transfers the rights to receive 
the contractual cash flows in a transaction in which substantially all of the risks 
and rewards of ownership of the financial asset are transferred or in which the 
Bank neither transfers nor retains substantially all of the risks and rewards of 
ownership and it does not retain control of the financial asset. 

On the derecognition of a financial asset, the difference between the carrying 
amount of the asset (or the carrying amount allocated to the portion of the 
asset derecognised) and the sum of (i) the consideration received (including 
any new asset obtained less any new liability assumed) and (ii) any cumulative 
gain or loss that had been recognised in other comprehensive income (‘OCI’) 
is recognised in profit or loss. Any interest in transferred financial assets that 
qualify for derecognition that is created or retained by the Bank is recognised 
as a separate asset or liability. 
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Financial liabilities 

The Bank derecognises a financial liability when its contractual obligations are 
discharged or cancelled, or expire.
 
(iv) Offsetting 

Financial assets and financial liabilities are offset and the net amount presented 
in the statement of financial position when, and only when, the Bank has a 
legal right to set off the amounts and it intends either to settle them on a net 
basis or to realize the asset and settle the liability simultaneously. 

Income and expenses are presented on a net basis only when permitted under 
the IFRS, or for gains and losses arising from a group of similar transactions 
such as in the Bank’s trading activity. 

(v) Amortised cost measurement 

The ‘amortized cost’ of a financial asset or financial liability is the amount at 
which the financial asset or financial liability is measured at initial recognition, 
minus principal repayments, plus or minus the cumulative amortization using 
the effective interest method of any difference between the initial amount 
recognized and the maturity amount, minus any reduction for impairment.

(vi) Fair value measurement

‘Fair value’ is the price that would be received to sell an asset or paid to 
transfer a liability in an orderly transaction between market participants at the 
measurement date in the principal or, in its absence, the most advantageous 
market to which the Bank has access at that date. The fair value of a liability 
reflects its non-performance risk. 

When available, the Bank measures the fair value of an instrument using the 
quoted price in an active market for that instrument. A market is regarded as 
active if transactions for the asset or liability take place with sufficient frequency 
and volume to provide pricing information on an on-going basis. If there is 
no quoted price in an active market, then the Bank uses valuation techniques 
that maximize the use of relevant observable inputs and minimize the use of 
unobservable inputs. The chosen valuation technique incorporates all of the 
factors that market participants would take into account in pricing a transaction. 

The best evidence of the fair value of a financial instrument at initial recognition 
is normally the transaction price – i.e. the fair value of the consideration given 
or received. If the Bank determines that the fair value at initial recognition 
differs from the transaction price and the fair value is evidenced neither by a 
quoted price in an active market for an identical asset or liability nor based 
on a valuation technique that uses only data from observable markets, then 
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the financial instrument is initially measured at fair value, adjusted to defer the 
difference between the fair value at initial recognition and the transaction price. 
Subsequently, that difference is recognized in profit or loss on an appropriate 
basis over the life of the instrument, but no later than when the valuation is 
wholly supported by observable market data or the transaction is closed out. 

If an asset or a liability measured at fair value has a bid price and an ask price, 
then the Bank measures assets and long positions at a bid price and liabilities 
and short positions at an ask price. 

The fair value of a demand deposit is not less than the amount payable on 
demand, discounted from the first date on which the amount could be required 
to be paid. 

The Bank recognizes transfers between levels of the fair value hierarchy as of 
the end of the reporting period, during which the change has occurred. 

(vii) Identification and measurement of impairment 

At each reporting date, the Bank assesses whether there is objective evidence 
that financial assets not carried at fair value through profit or loss are impaired.

A financial asset or a group of financial assets is ‘impaired’ when objective 
evidence demonstrates that a loss event has occurred after the initial recognition 
of the asset(s) and that the loss event has an impact on the future cash flows of 
the asset(s) that can be estimated reliably. 

Objective evidence that financial assets are impaired includes: 

•	 significant	financial	difficulty	of	the	borrower	or	issuer;	
•	 default	or	delinquency	by	a	borrower;	
•	 indications	that	a	borrower	or	issuer	will	enter	bankruptcy;	
•	 disappearance	of	an	active	market	for	a	security;	or	
•	 observable	data	relating	to	a	group	of	assets	such	as	adverse	changes	

in the payment status of borrowers or issuers in the group, or economic 
conditions that correlate with defaults in the group.

Impairment losses on assets measured at amortised cost are calculated as the 
difference between the carrying amount and the present value of estimated 
future cash flows discounted at the asset’s original effective interest rate. 
Impairment losses are recognised in profit or loss and reflected in an allowance 
account against loans and receivables or held-to-maturity investments. Interest 
on the impaired assets continues to be recognized through the unwinding of the 
discount. If an event occurring after the impairment was recognized causes the 
amount of impairment loss to decrease, then the decrease in impairment loss is 
reversed through profit or loss.
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Impairment losses on available-for-sale investment securities are recognized by 
reclassifying the losses accumulated in the fair value reserve in equity to profit 
or loss. The cumulative loss that is reclassified from equity to profit or loss is the 
difference between the acquisition cost, net of any principal repayment and 
amortization, and the current fair value, less any impairment loss previously 
recognized in profit or loss. Changes in impairment attributable to application 
of the effective interest method are reflected as a component of interest income.

If, in a subsequent period, the fair value of an impaired available-for-sale debt 
security increases and the increase can be related objectively to an event 
occurring after the impairment loss was recognized, then the impairment 
loss is reversed through profit or loss; otherwise, any increase in fair value is 
recognized through OCI. 

The Bank writes off a loan or an investment debt security, either partially or in 
full, and any related allowance for impairment losses, when it determines that 
there is no realistic prospect of recovery.

(viii) Securities lending agreements

Investments lent under securities lending agreements are reported in the statement 
of financial position and are valued in accordance with the accounting policies 
applicable to assets held for trading and assets available-for-sale. Investments 
lent under securities lending agreements continue to be recognised in the Bank’s 
statement of financial position. The Bank receives cash or securities collateral for 
such lending. Income arising from the securities lending agreements is reported 
as interest income.

(b) Currency in circulation

Currency in circulation includes banknotes and coins in circulation and is 
presented under liabilities by deducting the nominal value of the banknotes and 
coins on hand from the nominal value of all the banknotes and coins issued.

(c) Cash and cash equivalent

Cash and cash equivalents include notes and coins on hand in foreign currency 
and highly liquid financial assets with original maturities of three months or less 
from the acquisition date that are subject to an insignificant risk of changes in 
their fair value, and are used by the Bank in the management of its short-term 
commitments. 

Cash and cash equivalents are carried at amortized cost in the statement of 
financial position.

(d) Trading assets and liabilities
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Trading assets and liabilities are those assets and liabilities that the Bank 
acquires or incurs principally for the purpose of selling or repurchasing in the 
near term, or holds as part of a portfolio that is managed together for short-term 
profit or position taking.

Trading assets and liabilities are initially recognized and subsequently 
measured at fair value in the statement of financial position, with transaction 
costs recognized in profit or loss. All changes in fair value are recognised as 
part of net trading income in profit or loss. Trading assets and liabilities are not 
reclassified after their initial recognition. 

General information on the derivative instruments, which comprise future and 
forward contracts, is disclosed in Note 7 (d).

(e) Available-for-sale investment securities

Investment securities are initially measured at fair value plus incremental direct 
transaction costs.

Available-for-sale investments are non-derivative investments that are designated 
as available-for-sale or are not classified as another category of financial assets. 
Available-for-sale investments comprise debt securities. All other available-for-
sale investments are measured at fair value after initial recognition.

Interest income is recognized in profit or loss using the effective interest method. 
Foreign exchange gains or losses on available-for-sale debt security investments 
are recognized in profit or loss. Impairment losses are recognized in profit or 
loss (see a.(vii)). 

Other fair value changes, other than impairment losses (see a.(vii)), are 
recognized in OCI and presented in the revaluation (fair value) reserve within 
equity. When the investment is sold, the gain or loss accumulated in equity is 
reclassified to profit or loss.

(f) Loans and receivables

Loans and advances are non-derivative financial assets with fixed or determinable 
payments that are not quoted in an active market and that the Bank does not 
intend to sell immediately or in the near term. Loans and advances to banks and 
loans to employees are classified as loans and receivables. 

Loans and advances are initially measured at fair value plus incremental direct 
transaction costs, and subsequently measured at their amortized cost using the 
effective interest method.

When the Bank purchases a financial asset and simultaneously enters into an 
agreement to resell the asset (or a substantially similar asset) at a fixed price 
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on a future date (reverse repo), the arrangement is accounted for as a loan or 
advance, and the underlying asset is not recognized in the Bank’s financial 
statements.

(g) Monetary gold

Monetary gold is valued at its fair value being the market value based on 
the official London Bullion Market price at the reporting date. Changes in the 
fair value are recognized in profit or loss and then transferred from retained 
earnings to the revaluation reserve in accordance to Article 64 (a) of the Law 
‘On the Bank of Albania’.

(h) Deposits and borrowings

Deposits and borrowings are initially measured at fair value minus incremental 
direct transaction costs, and subsequently measured at their amortised cost 
using the effective interest method.

(i) Printing and minting costs

Freshly printed banknotes and coins, which have not yet been put into circulation, 
are recognized as assets at acquisition cost. The costs of printing banknotes 
and minting coins are deferred and amortized over 5 years and 10 years 
(2015: 2.5 years and 10 years), from the date of recognition, respectively. 
The effect of the increase in amortization period on profit or loss in current and 
future years is as follows:

In ALL million 2016 2017 2018 2019
Decrease/(increase) in depreciation expense 61 (28) (25) (8)

(j) Intangible assets

Intangible assets are recognised if it is probable that the future economic benefits 
that are attributable to the asset will flow to the Bank and the cost of the asset 
can be measured reliably. Intangible assets are comprised of computer software.

Intangible assets acquired by the Bank are stated at cost less accumulated 
amortisation and accumulated impairment losses. 

Subsequent expenditure on software is capitalised only when it increases the 
future economic benefits embodied in the specific asset to which it relates. All 
other expenditure is expensed as incurred.

Amortization is recognized in profit or loss on a straight-line basis over the 
estimated useful life of the software, from the date that it is available for use. 
The estimated useful life of a software is two years. Work in progress is not 
amortized.
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(k) Property and equipment 

(i) Recognition and measurement

Items of property and equipment are measured at cost less accumulated 
depreciation and accumulated impairment losses.

(ii) Subsequent costs

The cost of replacing a part of an item of property or equipment is recognized in 
the carrying amount of the item if it is probable that the future economic benefits 
embodied within the part will flow to the Bank and its cost can be measured 
reliably. The carrying amount of the replaced part is derecognised. The costs 
of the day-to-day maintenance of property and equipment are recognised in 
profit or loss as incurred.

(iii) Depreciation

Depreciation is recognised in profit or loss on a straight-line basis over the 
estimated useful lives of each part of an item of property and equipment. Land, 
work in progress, and numismatic coins and objects are not depreciated. 

The estimated useful lives are as follows:

•	 Buildings 40 - 70 years
•	 Installations 4 – 20 years 
•	 Vehicles 5 - 10 years
•	 Furniture	and	equipment 3 - 20 years

Depreciation methods, useful lives and residual values are reassessed at the 
reporting date.

(l) Interest 

Interest income and expense are recognized in profit or loss using the effective 
interest method. The effective interest rate is the rate that exactly discounts the 
estimated future cash payments and receipts through the expected life of the 
financial asset or financial liability (or, where appropriate, a shorter period) to 
the carrying amount of the financial asset or financial liability. When calculating 
the effective interest rate, the Bank estimates future cash flows considering all 
contractual terms of the financial instrument, but not future credit losses. 

The calculation of the effective interest rate includes transaction costs and fees 
and points paid or received that are an integral part of the effective interest 
rate. Transaction costs include incremental costs that are directly attributable to 
the acquisition or issue of a financial asset or financial liability. 
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Interest income and expense presented in the statement of profit or loss and 
other comprehensive income (‘OCI’) include:

•	 interest	on	financial	assets	and	financial	liabilities	measured	at	amortised	
cost calculated on an effective interest basis; and

•	 interest	 on	 available-for-sale	 investment	 securities	 calculated	 on	 an	
effective interest basis.

Interest income and expense on all trading assets and liabilities are considered 
to be incidental to the Bank’s trading operations and are presented together 
with all other changes in the fair value of trading assets and liabilities in net 
trading income (see accounting policy (o)).

(m) Fees and commissions 

Fees and commission income and expense that are integral to the effective 
interest rate on a financial asset or liability are included in the measurement of 
the effective interest rate.

Other fees and commission income, including account servicing fees, fund 
transfer fees, placement fees and credit registry fees are recognised as the 
related services are performed.

Other fees and commission expense relate mainly to transaction and service 
fees, which are expensed as the services are received.

(n) Transactions in foreign currency

Transactions in foreign currencies are translated into the functional currency at 
the spot exchange rates at the date of the transactions. 

Monetary assets and liabilities denominated in foreign currencies at the reporting 
date are translated into the functional currency at the spot exchange rate at that 
date. The foreign currency gain or loss on monetary items is the difference 
between the amortised cost in the functional currency at the beginning of the 
year, adjusted for effective interest and payments during the year, and the 
amortised cost in the foreign currency translated at the spot exchange rate at 
the end of the year. 

Non-monetary assets and liabilities that are measured at fair value in a foreign 
currency are translated into the functional currency at the spot exchange rate at 
the date that the fair value determined. Non-monetary items that are measured 
based on historical cost in a foreign currency are translated using the spot 
exchange rate at the date of the transaction. Foreign currency differences 
arising on translation are recognised in profit or loss. 
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According to the Law No. 8269, dated 23 December 1997 ‘On the Bank 
of Albania’ and the Decision No. 104 dated 27 December 2006 of the 
Supervisory Council, the net gains/(losses) from foreign exchange that are 
initially recognised in profit or loss in the period in which they arise, are then 
transferred from retained earnings to the ‘Revaluation reserves’ included in 
Capital and Reserves. According to Article 64 (b), the Government of Albania 
issues debt securities at market interest rates to cover any negative balance of 
the revaluation reserve arising from the Bank’s activity. 

(o) Net trading income

Net trading income comprises gains and losses related to trading assets and 
liabilities, and includes all realised and unrealised fair value changes, interest, 
and foreign exchange differences.

(p) Income from other financial instruments at fair value through profit or 
loss

Net income from other financial instruments at fair value through profit or loss 
relates to financial assets designated at fair value through profit or loss. It 
includes all realised and unrealised fair value changes and foreign exchange 
differences.

(q) Taxation and profit distribution policy of the Bank

Based on the law ‘On the Bank of Albania’ the Bank is not subject to income 
tax.

The Bank’s policy of distribution of profit from banking operations is defined in 
the Law ‘On the Bank of Albania’. According to Article 10.2 of this Law, the 
Bank allocates all the realised profit to the State Budget after having fulfilled its 
requirement for the reserve fund pursuant to the Law and as determined by the 
Supervisory Council of the Bank.

According to Article 11 of the Law ‘On the Bank of Albania’, no transfer, 
redemption or payment under Articles 8, 9 or 10 of this Law shall be made 
if the assets of the Bank are less than the sum of its liabilities and paid-up 
capital. If such conditions arise, based on the Law ‘On the Bank of Albania’ 
under Article 7, the Ministry of Finance might have to transfer interest bearing 
negotiable government securities to the Bank, in such amount as would be 
necessary to remedy the deficiency.

(r) Employee benefits

(i) Defined contribution plans

Obligations for contributions to defined contribution plans are expensed as the 
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related service is provided and recognised as personnel expenses in profit or 
loss. Defined contribution plans include voluntary and compulsory contribution 
plans.

The Bank makes compulsory social security contributions that provide pension 
benefits for employees upon retirement. The local authorities are responsible 
for providing the legally set minimum threshold for pensions in Albania under a 
defined contribution pension plan. 

(ii) Termination benefits

Termination benefits are recognized as an expense when the Bank is 
demonstrably committed, without realistic possibility of withdrawal, to a formal 
detailed plan to either terminate employment before the normal retirement date, 
or to provide termination benefits as a result of an offer made to encourage 
voluntary redundancy. Termination benefits for voluntary redundancies are 
recognized if the Bank has made an offer of voluntary redundancy, it is 
probable that the offer will be accepted, and the number of acceptances can 
be estimated reliably.

(iii) Short-term benefits

Short-term employee benefit obligations are measured on an undiscounted 
basis and are expensed as the related service is provided. A provision is 
recognized for the amount expected to be paid under short-term cash bonus if 
the Bank has a present legal or constructive obligation to pay this amount as 
a result of past service provided by the employee and the obligation can be 
estimated reliably.

(s) Operating leases

Payments made under operating leases are recognised in profit or loss on 
a straight-line basis over the term of the lease. Lease incentives received are 
recognised as an integral part of the total lease expense, over the term of the 
lease.

(t) Impairment of non-financial assets

The carrying amounts of the Bank’s non-financial assets are reviewed at each 
reporting date to determine whether there is any indication of impairment. If 
any such indication exists, then the asset’s recoverable amount is estimated. 

An impairment loss is recognized if the carrying amount of an asset exceeds its 
recoverable amount. 

The recoverable amount of an asset is the highest of its value in use and its 
fair value less costs to sell. In assessing value in use, the estimated future cash 
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flows are discounted to their present value using a discount rate that reflects 
current market assessments of the time value of money and the risks specific to 
the asset. 

Impairment losses recognized in prior periods are assessed at each reporting 
date for any indications that the loss has decreased or no longer exists. An 
impairment loss is reversed if there has been a change in the estimates used to 
determine the recoverable amount. An impairment loss is reversed only to the 
extent that the asset’s carrying amount does not exceed the carrying amount 
that would have been determined, net of depreciation or amortization, if no 
impairment loss had been recognized.

(u) Provisions

A provision is recognised if, as a result of a past event, the Bank has a present 
legal or constructive obligation that can be estimated reliably, and it is probable 
that an outflow of economic benefits will be required to settle the obligation. 
Provisions are determined by discounting the expected future cash flows at a 
rate that reflects current market assessments of the time value of money and the 
risks specific to the liability. The unwinding of the discount is recognised as 
finance cost.

(v) New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpretations 
are effective for annual periods beginning after 1 January 2016 and earlier 
application is permitted; however, the Bank has not early adopted the following 
standards, amendments to standards and interpretations in preparing these 
financial statements. The new standards listed below are those that could have 
an impact on the Bank’s performance, financial position or disclosures. 

IFRS 9 Financial Instruments

IFRS 9, published in July 2014, replaces the existing guidance in IAS 39 Financial 
Instruments: Recognition and Measurement. IFRS 9 includes revised guidance 
on the classification and measurement of financial instruments, including a new 
expected credit loss model for calculating impairment on financial assets, and 
the new general hedge accounting requirements. It also carries forward the 
guidance on recognition and derecognition of financial instruments from IAS 
39. IFRS 9 is effective for annual reporting periods beginning on or after 1 
January 2018, with early adoption permitted. 

During the year 2017, the Bank will draw up an action plan and start assessing 
the business models that will be compatible with the Bank’s business strategy. 
The Bank will assess its financial assets in order to determine whether the Solely 
Payments of Principal and Interest (SPPI) criterion is met. As a result, the Bank 
will evaluate the possible impact on its policies and whether new classification 
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processes will be required to be applied for the classification of financial assets 
from 1 January 2018.

The Bank intends to quantify the potential impact of IFRS 9 on the Bank`s 
financial position when preparing the financial statements for the year ending 
31 December 2017.

The following new or amended standards and interpretations are not expected 
to have a significant impact on the Bank's financial statements:

− IFRS 15 Revenue from Contracts with Customers
− IFRS 16 Leases
− Disclosure Initiative (Amendments to IAS 7)
− Recognition of Deferred Tax Assets for Unrealized Losses (Amendments 

to IAS 12);
− Classification and Measurement of Share-based Payment Transactions 

(Amendments to IFRS 2).
− Sale or Contribution of Assets between an Investor and its Associate or 

Joint Venture (Amendments to IFRS 10 and IAS 28);
− Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts 

(Amendments to IFRS 4)
− Transfers of Investment Property (Amendments to IAS 40)
− IFRIC 22 Foreign Currency Transactions and Advance Consideration;
− Annual Improvements to IFRSs 2014-2016 Cycle (Amendments to IFRS 

12 Disclosure of Interest in Other Entities and IAS 28 Investments in 
Associates and Joint Ventures).

7. FInAnCIAL InstruMents: rIsK MAnAGeMent And FAIr 
VALues
 
(a) Risk management framework

The financial instruments of the Bank are mainly used for the purposes of the 
foreign reserve management. The significance of risk is assessed within the 
context of the foreign reserve management. The Bank has exposure to the 
liquidity risk, credit risk, market risk and operational risk from financial instruments 
and manages such risks in the framework of the foreign reserve management. 

This note presents information about the Bank’s exposure to each of the above 
risks, the Bank’s objectives, policies and processes for measuring and managing 
risk.

Pursuant to the legal requirements, the Bank holds and manages the foreign 
reserves of the Republic of Albania. The Supervisory Council has the overall 
responsibility for the establishment of the risk management framework and reserve 
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management policies. The Supervisory Council has approved the regulation 
‘On the functions of the management structure in the decision-making process 
of the management of the reserves’. This regulation defines the responsibilities 
of the management, the Supervisory Council, the Investment Committee, and 
the Monetary Operations Department, in managing the foreign reserves. The 
Supervisory Council is responsible for approving the regulation ‘On the policy 
and management of the foreign reserve t’, whilst the Investment Committee is 
responsible for approving the ‘Operational Procedure of Investment’ document. 
The regulation ‘On the policy and management of the foreign reserve’ defines 
the objectives of the portfolio management ranked by priority, and the principles 
and qualitative criteria used as the basis of the financial risk management. The 
Investment Committee approves the quantitative criteria based on the limits 
set forth by the Supervisory Council and monitors the compliance with the 
restrictions for permitted level of risk and foreign reserve investment portfolio 
performance. 

In accordance with the decisions of the Supervisory Council on the eligible 
instruments, the reserve is invested in fixed or floating income securities, in 
deposits or certificates of deposit, and in derivative instruments. The remaining 
foreign reserves are held in SDR and in monetary gold. Monetary gold is 
managed in accordance with the regulation ‘On the policy and the management 
of gold’, approved by the Supervisory Council. Following the review of the 
accounting policy for monetary gold (see notes 5(a) and 6(g)) in 2016, the 
Bank concluded that monetary gold is not a financial instrument.

(b) Liquidity risk

Liquidity risk is the risk that: a) the Bank will encounter difficulty in meeting 
obligations associated with its financial liabilities in due time; and b) the Bank 
will not be able to sell a financial instrument within a specific time frame without 
causing significant loss compared to the market value. Liquidity is amongst the 
primary objectives of the foreign reserve management and is defined as the 
goal to insure the availability at all times of sufficient funds to meet the liquidity 
needs associated with: 

— implementing the monetary policy and the exchange rate policy of the 
Bank; and

— maintaining financial stability and meeting the needs of the country in 
periods of crisis.

The implementation of these objectives is performed through the breakdown 
of the foreign reserve in certain tranches that, within the context of a prudent 
management of the liquidity risk, serve specific purposes and carry specific 
features. 

The foreign currency liability tranche represents investments in assets that are 
financed by the liabilities in foreign currency, which are mainly composed by 
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the funds deposited by commercial banks as part of the reserve requirement 
and by the government. 

The net reserve is composed of: 

1. the working capital tranche: designed to meet the monthly liquidity 
needs arising within one month; 

2. the liquidity tranche: designed to meet the liquidity needs arising within 
one year; 

3. the investment tranche: it represents the remaining balance as surplus and 
is designed to meet the liquidity needs arising beyond the timeframes 
described in the first two tranches. 

The amount and currency composition of the tranches is determined based on the 
needs to use such tranches. The selection of the financial instruments in which the 
majority of each tranche is invested, (the ‘benchmark portfolios’) and the duration 
of each benchmark portfolio are determined in line with the use of each tranche 
to meet the liquidity needs of the Bank. Although the overall reserve is invested in 
highly liquid instruments, the first and the second tranches described above are 
invested in highly liquid short-term sovereign issues with high credit rating.

The tables below set out the remaining contractual maturities of the Bank’s 
financial liabilities and financial assets. The Bank’s expected cash flows on 
these instruments may vary from the contractual cash flows. 

31 December 2016 Up to 1 
month 

From 1 
month 

to 3 
months 

From 3 
months 

to 6 
months 

From 6 
months 

to 1 
year

From 1 
year to 5 

years 

Over 5 
years 

Undefined 
maturity  Total

Financial assets                
Non-derivative assets
Cash and cash equivalents 94,459 10,661 370 - - - - 105,490
Trading assets 387 644 790 3,679 10,683 - - 16,183
Account with the IMF 19,688 - - - - - 23,995 43,683
Loans to banks 24,155 5,779 - - - - - 29,934
Available-for-sale investment securities 21,769 38,264 34,237 57,021 139,755 7,884 -  298,930
Other assets (note 15) - - - - - 1,718 - 1,718
Total financial assets 160,458 55,348 35,397 60,700 150,438 9,602 23,995 495,938

Financial liabilities 
Non-derivative liabilities
Currency in circulation - - - - - - 258,821 258,821
Due to banks 152,352 - - - - - - 152,352
Deposits and borrowings from third parties 3,310 - - - - - - 3,310
Due to Government and state institutions 18,484 - 908 - - - 500 19,892
Due to the IMF 19,619 77 21 153 230 - 7,978 28,078
Other liabilities 78 - - - - - - 78

193,843 77 929 153 230 - 267,299 462,531
Derivative liabilities
Interest rate futures 2 - - - - - - 2
Total financial liabilities 193,845 77 929 153 230 - 267,299 462,533
Asset-liability maturity mismatch as at 31 
December 2016 (33,387) 55,271 34,468 60,547 150,208 9,602 (243,304) 33,405
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31 December 2015 Up to 1 
month 

From 1 
month 

to 3 
months 

From 3 
months 

to 6 
months 

From 6 
months 

to 1 
year

From 1 
year to 5 

years 

Over 5 
years 

Undefined 
maturity  Total

Financial assets                
Non-derivative assets
Cash and cash equivalents 76,320 17,157 - - - - - 93,477
Trading assets 252 392 189 1,662 13,245 - - 15,740
Account with the IMF 23,815 - - - - - 10,588 34,403
Loans to banks 12,987 - - - - - - 12,987
Available-for-sale investment securities 19,976 28,508 43,520 60,743 144,091 11,101 - 307,939
Other assets (note 15) - - - - - 1,646 - 1,646

133,350 46,057 43,709 62,405 157,336 12,747 10,588 466,192
Derivative assets
Foreign exchange forwards - 130 - - - - - 130
Total financial assets 133,350 46,187 43,709 62,405 157,336 12,747 10,588 466,322
Financial liabilities 
Non-derivative liabilities
Currency in circulation - - - - - - 239,191 239,191
Due to banks 142,967 - - - - - - 142,967
Deposits and borrowings from third parties 2,147 - 5 - 1,209 - - 3,361
Due to Government and state institutions 25,856 - 1,095 - - - 500 27,451
Due to the IMF 9,629 121 39 234 584 - 8,104 18,711
Other liabilities 72 - - - - - - 72

180,671 121 1,139 234 1,793 - 247,795 431,753
Derivative liabilities
Interest rate futures 16 - - - - - - 16
Total financial liabilities 180,687 121 1,139 234 1,793 - 247,795 431,769
Asset-liability maturity mismatch as at 31 
December 2015 (47,337) 46,066 42,570 62,171 155,543 12,747 (237,207) 34,553

(c) Credit risk 

For the purpose of the foreign reserve management, the credit risk is the risk 
of financial loss to the Bank, if a counterparty to a financial instrument fails to 
meet its contractual obligations, and arises principally from the Bank’s loans 
and advances to other banks and investment securities. For risk management 
reporting purposes, the Bank considers and consolidates all elements of credit 
risk exposure (such as individual obligor default risk, country and sector risk). 
The management of this risk is an important objective in the process of the 
foreign exchange reserve management. 

The risk in respect of changes in value in trading assets arising from changes 
in market credit spreads applied to debt securities and derivatives included in 
trading assets is managed as a component of market risk; for further details, 
see (d) below.

(i) Settlement risk 

Foreign reserve management activity may give rise to risk at the time of 
settlement of transactions and trades. Settlement risk is the risk of loss due to 
the failure of an entity to honour its obligations to deliver cash, securities or 
other assets as contractually agreed. The Bank minimizes settlement risk through 
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implementation of best practices for the recognition and ongoing monitoring of 
settlement procedures and conditions.

(ii) Custody risk 

Custody risk is the risk of a loss of assets placed in custody in the case of 
insolvency, negligence, fraud, mismanagement or inadequate portfolio 
maintenance practices by the custodian. The Bank minimizes this risk by selecting 
for securities’ custody services reputable international financial institutions with a 
minimum of USD 1,000 billion in assets under custody. 

(iii) Management of credit risk

The Supervisory Council has established base criteria of exposure to 
counterparties, and by type of investment, issuer, credit rating band, market 
liquidity, with the governments and central banks issues prioritized. The evaluation 
and monitoring process of the credit rating of the eligible issuers is based on the 
analysis and the rating determined by the principal rating agencies, including 
Standard & Poor’s, Moody’s and Fitch, as well as in the reviewing processes, 
on a daily basis, of the performance of several market indicators of the quality 
of the credit rating of the issuer. In accordance with the limits imposed by 
the Supervisory Council, the Investment Committee is authorized to establish 
other qualitative and/or quantitative limits on the exposure level for the issuer/
financial institution on an individual basis, category, or combined category 
and instrument basis. Depending on the market environment and conditions, 
the Bank may decide to adapt even more conservative limits for an issuer/
financial institution. 

The investment of the foreign exchange reserve is limited to: government/
central bank issues with minimum credit ratings of A- and BBB- for governments 
of the euro area; sovereign agencies, multilateral institutions, public entities 
with a minimum credit rating of AA-; and banks and other financial institutions 
with a minimum credit rating of AA-. The credit rating refers to the credit rating 
of an issuer/financial institution, and if such rating is not provided, the credit 
rating of the long-term debt of the financial institution is used. For the purpose of 
the reserve management operations and for payments, the Bank may operate 
through current accounts opened with banks with a minimum credit rating of 
BBB (2015: A). 

The loans to the local banks are secured/collateralized by treasury bills issued 
by the Albanian Government.

The following table sets out the carrying amounts of the financial assets that are 
exposed to credit risk as at 31 December 2016 and 2015:
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2016  2015
Assets
Accounts and deposits with financial institutions (note 8) 105,466 93,454
Accounts with the IMF (see below) 11,719 15,713
Loans to banks 29,934 12,987
Trading assets 16,183 15,870
Available-for-sale investment securities 298,930 307,939
Other assets (note 15) 1,718 1,646
Total 463,950 447,609

An amount of ALL 7,978 million (2015: ALL 8,104 million) which is included 
in the SDR Holdings with the IMF (see note 10) does not represent credit risk 
for the Bank since it represents the counter-account of the amounts acquired 
through the SDR allocations. Only the amount of holdings above allocations of 
ALL 11,719 million (2015: ALL 15,713 million) is included in the assets, which 
represent credit risk.

A segregation of the financial assets by geography is set out below: 

31 December 2016 Germany France Other EU 
countries 

Switzer-
land

United 
States of 
America 

Republic of 
Albania Other Total 

Accounts and deposits with 
financial institutions (note 8) 416 44,143 11,361 39,594 9,949  3 - 105,466

Trading assets 2,714 1,216 3,039 - 8,959  - 255 16,183
Accounts with the IMF - - -  -  - 11,719 11,719
Loans to banks - - - -  - 29,934 - 29,934
Available-for-sale investment 
securities 27,426 25,741 131,059 4,833 48,796 53,235 7,840 298,930

Other assets (note 15) - - - -  -  - 1,718 1,718
Total 30,556 71,100 145,459 44,427 67,704 83,172 21,532 463,950

31 December 2015 Germany France Other EU 
countries 

Switzer-
land

United 
States of 
America 

Republic of 
Albania Other Total 

Accounts and deposits with 
financial institutions (note 8) 7,261 10,664 27,039 44,883  3,607 - - 93,454

Trading assets 1,909 718 2,003 -  10,985 130 125 15,870
Accounts with the IMF - - -  -  - - 15,713 15,713
Loans to banks - - -  -  - 12,987 - 12,987
Available-for-sale investment 
securities 40,026 35,108 134,099  -  44,643 53,227 836 307,939

Other assets (note 15) - - -  -  - - 1,646 1,646
Total 49,196 46,490 163,141 44,883  59,235 66,344 18,320 447,609

A segregation of the financial assets by counterparty type is set out below: 

31 December 2016

Accounts and 
deposits with fi-

nancial institutions

Trading 
assets

Accounts 
with the 

IMF 

Loans to 
banks 

Available-for-
sale investments 

securities

 Other 
assets Total

Central Bank 55,696 - 11,719 - - - 67,415
Bank for International Settlements 
(“BIS Basel”) 32,841 - - - 4,833 - 37,674

Foreign Governments and Agencies - 16,183 - - 224,665 - 240,848
Commercial Banks 16,929 - - 29,934 16,197 - 63,060
Albanian Government - - - - 53,235 - 53,235
Other - - - - - 1,718 1,718
Total 105,466 16,183 11,719 29,934 298,930 1,718 463,950
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31 December 2015
Accounts and 

deposits with fi-
nancial institutions

Trading
assets

Accounts 
with the 

IMF

Loans to 
banks 

Available- for-
sale investment 

securities

 Other 
assets Total

Central Bank 22,800 - 15,713 - - - 38,513
BIS Basel 44,883 - - - - - 44,883
Foreign Government and Agencies - 15,740 - - 248,459 - 264,199
Commercial Banks 25,771 - - 12,987 6,255 - 45,013
Albanian Government - 130 - - 53,225 - 53,355
Other - - - - - 1,646 1,646
Total 93,454 15,870 15,713 12,987 307,939 1,646 447,609

An analysis of concentration of the credit risk by quality of credit rating is shown 
below: 

Credit Risk 
31 December 2016

Accounts and 
deposits with finan-

cial institutions

Investment 
securities 

 Special 
Drawing 

Rights (SDR)**

Loans to 
banks and 

other assets 
Total 

AAA 6,752 65,422 - - 72,174
AA 58,800 152,968 - - 211,768
A 6,654 19,179 - - 25,833
BBB 415 19,476 - - 19,891
B+* 3 53,235 - - 53,238
BIS Basel 32,842 4,833 - - 37,675
Unrated - - 11,719 31,652 43,371
Total 105,466 315,113 11,719 31,652 463,950

Credit Risk
31 December 2015

Accounts and 
deposits with finan-

cial institutions

Investment 
securities 

 Special 
Drawing 

Rights (SDR)

Loans to 
banks and 

other assets
Total 

AAA 13,927 55,638 - - 69,565
AA 21,512 183,146 - - 204,658
A 5,870 6,515 - - 12,385
BBB 7,262 25,155 - - 32,417
B+* - 53,355 - 8,441 61,796
BIS Basel 44,883 - - - 44,883
Unrated - - 15,713 6,192 21,905
Total 93,454 323,809 15,713 14,633 447,609

*)  The Albanian Government is rated as B+, stable, based on the credit rating of Standard & 
Poor’s and Ba2, stable, based on the credit rating of Moody`s. The credit ratings included 
above show the second best rating amongst Standard & Poor’s, Moody’s and Fitch. 

**) The currency value of the SDR is determined by summing the values in the US dollar, based 
on market exchange rates, of a basket of major currencies (the US dollar, euro, Japanese 
yen, and pound sterling). The SDR currency value is calculated daily and the valuation basket 
is reviewed and adjusted every five years.

(d) Market risk 

Market risk is the risk that changes in market prices, such as interest rates, equity 
prices, foreign exchange rates and credit spreads (not relating to changes in 
the obligor’s / issuer’s credit standing) will affect the Bank of Albania’s income 
or the value of its holdings of financial instruments. The objective of market risk 
management is to manage and control market risk exposures within acceptable 
parameters, while optimizing the return on risk.
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The key elements of price risk affecting the Bank are:

•	 Interest	rate	risk	associated	with	fluctuations	in	the	fair	value	of	financial	
instruments due to changes in market interest rates; and

•	 Currency	risk	associated	with	fluctuations	in	the	fair	value	of	financial	
instruments due to changes in foreign exchange rates.

The Bank’s exposure to currency risk is monitored on a continual basis by the 
Monetary Operations Department. Financial assets and liabilities denominated 
in foreign currencies are disclosed in the relevant notes of the financial 
statements.

For the purpose of foreign reserve management, the Supervisory Board has 
established a set of criteria for the currency composition of the foreign reserve, to 
use in the management of the exchange rate risk. As a result, the Bank is passive 
in the management of the exchange rate risk. The Investment Committee defines 
a set of narrow ranges of the currency composition of some of the tranches of the 
foreign exchange reserve. The limits are monitored by the Monetary Operations 
Department, which carries out the necessary rebalancing operations in order to 
preserve the required weights of the currencies’ composition.

i) Interest rate risk

The Bank’s operations are subject to the risk of interest rate fluctuations, which 
affect the prices of interest-earning assets (including investments) and interest-
bearing liabilities. 

The Monetary Operations Department of the Bank monitors the interest rate risk. 
The Bank mitigates such risks by maintaining a significant excess of interest-
bearing assets over liabilities. The Bank maintains a portfolio of interest-bearing 
financial assets and liabilities such that the net interest income is significantly 
higher than operating needs, in order to minimize the potential adverse effects 
of interest rate fluctuations. Interest rates applicable to financial assets and 
liabilities are disclosed in the relevant notes to the financial statements. 

The interest rate risk management, for the purpose of foreign exchange reserve 
management, in its core process includes the selection of the portfolio/duration 
benchmark for each market (currency) in which the foreign reserves are 
held. The benchmark selection is reviewed annually or whenever changes in 
market conditions require a reassessment. Besides determining the benchmark 
portfolio, the Investment Committee, in accordance with the limits imposed by 
the Supervisory Council, determines limits at the tranche level for the additional 
risk factors that can be taken by the portfolio manager specialist during the 
active administration. The limits at portfolio level are established by the Head 
of the Monetary Operations Department.
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The principal tools used to measure interest rate risk for individual portfolios 
within the foreign exchange reserve are Duration and VaR (Value at Risk).

•	 Duration	measures	the	sensitivity	of	the	price	of	a	fixed-income	security	
against the volatility of the interest rates in the market.

•	 The	VaR	is	defined	as	the	estimated	maximum	loss	that	will	arise	on	a	
portfolio over a specified period of time from its exposure to the risk 
factors with a specified confidence interval.

The Bank uses parametric methods such as the covariance matrix, calculated 
based on the historical changes of the interest rates, weekly data from the last 
three years with a confidence interval of 95%, and weighted methods such as 
Exponentially Weighted Moving Average (EWMA ) to calculate the estimated 
maximum loss from the portfolios for a one-year period. A VaR of 95% (VaR 
(95%)) can be interpreted as the maximum loss in 95% of the cases in a one-
year period.

For the purposes of reserve management, the calculated VaR includes only 
the exposure to the risk of changes in interest rates for all positions, including 
benchmark instruments and non-benchmark instruments. 

For benchmark instruments, the data used encompasses changes in interest 
rates for treasury issues for each currency and for non-benchmark instruments 
the data used encompasses issues rated as AA, given that this rating constitutes 
the major share of non-benchmark instruments of the reserve portfolios. 

The following is a summary of the VaR (95%) position of the Bank’s portfolios at 
31 December 2016 and 2015:  
        

31 December 2016 31 December 2015
VaR (95%) in Lek (1,832) (1,954)

Furthermore, an important method to measure market risk is the sensitivity analysis 
of the value of the reserve to hypothetical changes in market factors. The data 
used in the sensitivity analysis calculations include the duration of portfolios and 
weight of each currency. The duration of the portfolio shows the degree of 
change in the market value of the portfolio, assuming a parallel shift of the yield 
curve based on interest rates for all the instruments within the portfolio. 

Assuming an immediate parallel increase (decrease) in interest rates by 50 
basis points and 100 basis points and a correlation equal to 1 between the 
curves, and based on the duration of the aggregate foreign exchange reserves, 
the estimated loss (gain) for each scenario is as follows: 

Estimated Profit (loss) effect 2016 2015
100 bp 50 bp 100 bp 50 bp

Increase  (4,006) (2,003) (4,489) (2,244)
Decrease  4,006  2,003 4,489 2,244
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Assets and liabilities with variable interest rates carry the risk of changing the 
base that serves to determine interest rates.

The position of the Bank's sensitivity to interest rate by contractual repricing is 
presented in the following table, showing the carrying amounts of financial 
instruments classified by contractual repricing or maturity date.

31 December 2016
Total Floating rate 

instruments 

Fixed rate instruments Non-interest 
bearing 

instruments Up to 1 
month

From 1 to 3 
months 

Over 3 
months 

Interest-earning assets 
Cash and cash equivalents 105,490 77,659 15,943 10,667 370 851 
Trading assets 16,183 1,234 - - 14,949 -
Accounts with the IMF 43,683 19,697 - - - 23,986
Loans to banks 29,934 - 24,155 5,779 - -
Available-for-sale investment securities 298,930 1,960 9,622 14,468 272,880 -
Other assets (note 15) 1,718 - - - 1,718 -
Total 495,938 100,550 49,720 30,914 289,917 24,837

Interest-bearing liabilities 
Currency in circulation 258,821 - - - - 258,821
Trading liabilities 2 - - - - 2
Due to banks 152,352 - 142,358 - - 9,994
Deposits and borrowings from third parties 3,310 - 3,119 - - 191 

Due to Government and state institutions 19,892 500 - - - 19,392

Due to the IMF 28,078 8,292 - - - 19,786
Other liabilities 78 - - - - 78
Total 462,533 8,792 145,477 - - 308,264

Interest-bearing financial instruments gap 33,405 91,758 (95,757) 30,914 289,917 (283,427)

31 December 2015 Total Floating rate 
instruments 

Fixed rate instruments Non-interest 
bearing 

instruments Up to 1 
month

From 1 to 3 
months 

Over 3 
months 

Interest-earning assets 
Cash and cash equivalents 93,477 69,989 6,003 17,160 - 325
Trading assets 15,870 817 - - 14,923 130
Accounts with the IMF 34,403 23,817 - - - 10,586
Loans to banks 12,987 - 12,987 - - -
Available-for-sale investment securities 307,939 2,961 - 1,638 303,340 -
Other assets (note 15) 1,646 - - - 1,646 -
Total 466,322 97,584 18,990 18,798 319,909 11,041

Interest-bearing liabilities 
Currency in circulation 239,191 - - - - 239,191
Trading liabilities 16 - - - - 16
Due to banks 142,967 - 55,297 - - 87,670
Deposits and borrowings from third parties 3,361 - 1,603 - 1,215 543

Due to Government and state institutions 27,451 500 - - - 26,951

Due to the IMF 18,711 8,698 - - - 10,013
Other liabilities 72 - - - - 72
Total 431,769 9,198 56,900 - 1,215 364,456

Interest-bearing financial instruments gap
Interest-earning assets 34,553 88,386 (37,910) 18,798 318,694 (353,415)
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Future contracts

A future contract is a standardized contract to buy or sell a financial or non 
financial asset, at a certain date in the future and at a market determined price. 
To minimize the credit risk, depending on the type of instrument, the investor 
should post a margin to the clearing house. This margin or performance bond, 
is valued every day according to the prices in the market (marked to market), 
which means that every change in value is shown in the account of investor at 
the end of each trading day until the expiry day.

The net fair value of future contracts at 31 December 2016 is ALL 2 million 
(2015: ALL 16 million) (see note 12).

The nominal value of these contracts as at 31 December 2016 is composed 
by the following:

•	 buy	 contracts	 in	 the	 amount	 of	 ALL	 million	 695	 (2015:	 ALL	 1,180	
million); and

•	 sell	contracts	 in	 the	amount	of	ALL	million	1,474	 (2015:	ALL	6,128	
million).

ii) Exchange rate risk 

Exchange rate risk results from the difference between the currency structure of 
assets and liabilities. From an accounting point of view, the Bank is exposed to 
currency risk due to its principal central bank functions.

This risk can affect the size of its capital. In order to manage this type of 
exposure, over the years, action has been taken to increase capital, inflow 
funds and, in exceptional cases, when the value of the revaluation of the foreign 
currencies was negative, debt instruments of the Republic of Albania were 
issued in compliance with the provisions of the law ‘On the Bank of Albania’.

Forward contracts 

Trading derivatives include forward exchange contracts that are entered into 
by the Bank with the Albanian Government. These instruments are not usually 
closed out before contractual maturity.

The fair value of forward contracts at 31 December 2015 is ALL 130 million 
(see note 12). There were no such contracts at 31 December 2016.

The Bank’s exposure to foreign currency risk as at 31 December 2016 and 31 
December 2015 is as follows:
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31 December 2016 ALL USD EUR GBP Other Total

Assets 
Cash and cash equivalents - 12,876 78,428 1,778 12,408 105,490
Trading assets - 16,183 - - - 16,183
Accounts with the IMF - - - - 43,683 43,683
Loans to banks 29,934 - - - - 29,934
Available-for-sale investment securities 53,235 60,339 171,078 9,446 4,832 298,930
Other assets 1,718 - - - - 1,718
Total assets 84,887 89,398 249,506 11,224 60,923 495,938

Liabilities 
Currency in circulation 258,821 - - - - 258,821
Trading liabilities - 2 - - - 2
Due to banks 57,981 14,038 80,333 - - 152,352
Deposits and borrowings from third parties 3,309 - 1 - - 3,310
Due to Government and state institutions 9,088 119 7,281 1 3,403 19,892
Due to the IMF - - - - 28,078 28,078
Other liabilities - 78 - - - 78
Total liabilities 329,199 14,237 87,615 1 31,481 462,533

Net currency position (244,312) 75,161 161,891 11,223 29,442 33,405

31 December 2015 ALL USD EUR GBP Other Total

Assets
Cash and cash equivalents - 3,848 78,252 3,103 8,274 93,477
Trading assets - 15,740 - - 130 15,870
Accounts with the IMF - - - - 34,403 34,403
Loans to banks 12,987 - - - - 12,987
Available-for-sale investment securities 53,226 57,448 186,417 10,012 836 307,939
Other assets 1,646 - - - - 1,646
Total assets 67,859 77,036 264,669 13,115 43,643 466,322

Liabilities
Currency in circulation 239,191 - - - - 239,191
Trading liabilities - 16 - - - 16
Due to banks 66,119 5,876 70,972 - - 142,967
Deposits and borrowings from third parties 2,147 - 1,214 - - 3,361
Due to Government and state institutions 14,252 170 12,215 1 813 27,451
Due to the IMF - - - - 18,711 18,711
Other liabilities - 72 - - - 72
Total liabilities 321,709 6,134 84,401 1 19,524 431,769

Net currency position (253,850) 70,902 180,268 13,114 24,119 34,553

(e) Fair value of financial instruments

Valuation techniques include net present value and discounted cash flow 
models, comparison with similar instruments for which market observable prices 
exist, and other valuation models. Assumptions and inputs used in valuation 
techniques include risk-free and benchmark interest rates, credit spreads and 
other premiums used in estimating discount rates, bond and equity prices, 
foreign currency exchange rates, equity and equity index prices and expected 
price volatilities and correlations. 
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The objective of valuation techniques is to arrive at a fair value measurement 
that reflects the price that would be received to sell the asset or paid to transfer 
the liability in an orderly transaction between market participants at the 
measurement date. 

The Bank uses widely recognized valuation models for determining the fair 
value of common and more simple financial instruments, such as interest rate 
and currency swaps that use only observable market data and require little 
management judgment and estimation. Observable prices or model inputs are 
usually available in the market for listed debt and equity securities. Availability of 
observable market prices and model inputs reduces the need for management 
judgment and estimation and also reduces the uncertainty associated with 
determining fair values. Availability of observable market prices and inputs 
varies depending on the products and markets and is prone to changes based 
on specific events and general conditions in the financial markets.

Fair value estimates obtained from models are adjusted for any other factors, 
such as liquidity risk or model uncertainties, to the extent that the Bank believes 
that a third party market participant would take them into account in pricing 
a transaction. Fair values reflect the credit risk of the instrument and include 
adjustments to take account of the credit risk of the Bank entity and the 
counterparty where appropriate. 

Model inputs and values are calibrated against historical data and published 
forecasts and, where possible, against current or recent observed transactions 
in different instruments and against broker quotes. This calibration process is 
inherently subjective and yields ranges of possible inputs and estimates of fair 
value, and management judgment is required to select the most appropriate 
point in the range.

Fair values of financial assets and financial liabilities that are traded in active 
markets are based on quoted market prices or dealer price quotations. For 
all other financial instruments, the Bank determines fair values using valuation 
techniques. Valuation techniques include net present value and discounted cash 
flow models, comparison to similar instruments for which market observable 
prices exist and other valuation models. The objective of valuation techniques 
is to arrive at a fair value determination that reflects the price of the financial 
instrument in an orderly transaction between market participants at the 
measurement date.

The Bank uses widely recognized valuation models for determining the 
fair value of common and more simple financial instruments that use only 
observable market data and require little management judgment and estimation. 
Observable prices and model inputs are usually available in the market for 
listed securities, exchange traded derivatives like interest rate futures and 
simple over the counter derivatives. Availability of observable market prices 
and model inputs reduces the need for management judgment and estimation 
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and also reduces the uncertainty associated with determination of fair values. 
Availability of observable market prices and inputs varies depending on the 
products and markets and is prone to changes based on specific events and 
general conditions in the financial markets.

Financial instruments measured at fair value – Fair value hierarchy

The following table analyses financial instruments measured at fair value at the 
reporting date, by the level in the fair value hierarchy into which the fair value 
measurement is categorized. The amounts are based on the values recognised 
in the statement of financial position.

31 December 2016 Note Level 1 Level 2 Level 3 Total 
Financial assets
Non-derivative trading assets 12 16,183  - - 16,183
Investments in securities 13 232,149  66,781 - 298,930
Total 248,332 66,781 - 315,113
Trading liabilities
Derivative trading liabilities 12 2 - - 2
Total 2 - - 2

31 December 2015 Note Level 1 Level 2 Level 3 Total 
Financial assets
Non-derivative trading assets 12 15,740 - - 15,740
Derivative trading assets 12 - - 130 130
Investments in securities 13 249,907 58,032 - 307,939
Total 265,647 58,032 130 323,809
Trading liabilities
Derivative liabilities 12 16 - - 16
Total 16 - - 16

Financial instruments not measured at fair value

The following table sets out the fair values of certain financial instruments not 
measured at fair value by the level in the fair value hierarchy into which each 
fair value measurement is categorised.

31 December 2016 31 December 2015

Note Fair value 
Level 2

Carrying 
amount

Fair value 
Level 2

Carrying 
amount

2016 2016 2015 2015
Assets
Cash and cash equivalents 8 105,490 105,490 93,477 93,477
Loans to banks 11 29,934 29,934 12,987 12,987
Special Drawing Rights (“SDR”) held 10 43,683 43,683 34,403 34,403
Other financial assets 15 1,718 1,718 1,646 1,646
Liabilities
Due to the IMF 10 28,078 28,078 18,711 18,711
Due to banks 17 152,352 152,352 142,967 142,967
Deposits and borrowings from third parties 18 3,310 3,310 3,361 3,361
Due to Government and state institutions 19 19,892 19,892 27,451 27,451



Annual Report, 2016

149 Bank of Albania

(e) Operational risk 

Operational risk is the risk of direct or indirect loss arising from a variety of 
causes associated with the Bank’s processes, personnel, technology and 
infrastructure, and from external factors other than credit, market and liquidity 
risks such as those arising from legal and regulatory requirements and generally 
accepted standards of corporate behaviour. Operational risks arise from all of 
the Bank’s operations.

Operational risk management is supported by the internal control systems on 
several activities of the Bank of Albania and standards for the management 
of operational risk and a wide range of common policies, staff management 
regulations and obligatory requirements. 

8. CAsH And CAsH eQuIVALents

31 December 2016 31 December 2015
Cash 24 66
Current accounts 78,493 70,252
Short-term deposits 26,973 23,159
Total 105,490 93,477

The annual interest rates for short-term deposits are as follows:

In % EUR USD AUD CNH
31 December 2016 (0.45) -(0.35) 0.46 1.41 – 1.42 3.35 – 6.45
31 December 2015 (0.30) - 0.00 0.36 n/a n/a

9. MonetArY GoLd

31 December 2015 31 December 2015
Monetary gold 7,516 6,762
Total 7,516 6,762

The monetary gold is placed in time deposits and current accounts with foreign 
banks.

The increase of ALL 754 million compared to the previous year (2015: decrease 
of ALL 231 million compared to 2014) is a result of valuing the monetary gold 
at the market price at the reporting date, and is initially recognized in profit 
or loss, and subsequently transferred from retained earnings to the revaluation 
reserve (see note 21).
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10. ACCounts WItH/due to tHe InternAtIonAL MonetArY 
Fund (IMF)

Accounts with the IMF 31 December 2016 31 December 2015
Quotas with IMF 23,986 10,586
Special Drawing Rights (“SDR”) held 19,697 23,817
Total assets 43,683 34,403

Due to the IMF 31 December 2016 31 December 2015
SDR allocations 7,978 8,104
IMF securities account 17,258 7,422
IMF account No.1 2,524 2,587
IMF account No.2 1 1
Poverty Reduction and Growth Facility (‘PRGF’) 314 595
Accrued interest 3 2
Total liabilities 28,078 18,711

Quotas with the IMF of ALL 23,986 million or SDR 140 million (2015: ALL 
10,586 million or SDR 60 million) originate from the membership of the 
Republic of Albania in the IMF, according to the Law No.8269, dated 23 
December 1997 ‘On the Bank of Albania’. 

The SDR holdings of ALL 19,697 million or SDR 115 million (2015: ALL 
23,817 million or SDR 137 million) represent deposits with the IMF. The SDR 
holdings bear interest, which is determined on a weekly basis. The interest rate 
at 31 December 2016 is 0.246% p.a. (2015: 0.05% p.a.).

SDR Allocations of ALL 7,978 million or SDR 46 million (2015: ALL 8,104 
million or SDR 46 million) represent amounts borrowed from the IMF with 
two tranches in August and September 2009, whose purpose is to provide 
immediate response to the short-term and long-term liquidity needs of the 
member countries.

The IMF accounts represent liabilities towards Albania’s participation in the 
IMF. The IMF accounts do not have a defined maturity. The IMF securities 
account includes borrowings that are part of the Extended Fund Facility (EFF) 
program. EFF borrowing of ALL 261 million or SDR 1.5 million (2015: ALL 
496 million or SDR 3 million) were disbursed during the period from 2006 to 
2009. The facility is repayable within 10 years, after a grace period of four 
and a half years. The interest on these borrowings is floating and is paid on 
quarterly basis. At 31 December 2016, the annual interest rate was 1.247 % 
(2015: 1.05%).

IMF pays remuneration to members with remunerated reserve tranche positions, 
at 0.241% p.a. (2015: 0.044% p.a.). The reserve tranche position is calculated 
as the difference between Quotas in the IMF and the currency holdings in the 
IMF accounts, excluding holdings acquired as a result of the use of the Fund 
credit and holdings in the IMF account No.2. 
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PRGF borrowings of ALL 314 million or SDR 2 million (2015: ALL 595 million 
or SDR 3 million) include PRGF No. 4 that was granted in 2006 and bears 
an interest rate of 0.5% p.a. This facility had a grace period of five and a half 
years and is payable in 10 semi-annual equal instalments.

Direct budget support provided by the IMF

Direct budget support provided by the IMF to the Government of Albania, 
where the Government assumes the Fund liability, is not recognised as a 
liability of the Bank to the Fund, even though the funds are initially deposited 
in the Government accounts at the Bank. During the years 2014 - 2016, the 
IMF disbursed tranches with a total balance of ALL 41,029 million (2015: ALL 
21,743 million), as part of the EFF facility program approved by the IMF in 
favour of Albania. These tranches are used to provide direct budget financing 
to the Government of Albania represented by the Ministry of Finance. The 
borrowing is repayable within 3 years, by the Albanian Government through 
the accounts of the Bank with the IMF. The Albanian Government will repay all 
principal, interest and any other expense associated with the above tranches, 
and those expected to be disbursed in the future. In relation to this borrowing, 
the Ministry of Finance issued promissory notes in favour of the IMF. 

11. LoAns to bAnKs

31 December 2016 31 December 2015
Reverse repurchase agreements 29,934 12,987
Total 29,934 12,987

At 31 December 2016, reverse repurchase agreements between the Bank 
and commercials banks have original maturities from one week to three months 
(2015: from one week to one month).

12. trAdInG Assets

Trading assets 31 December 2016 31 December 2015
Non-derivatives:
Government Treasury Notes 10,755 11,996
Agencies and Corporate Securities 5,428 3,744
Derivatives:
Foreign exchange forwards - 130
Total 16,183 15,870 

Trading assets are administrated by the International Bank for Reconstruction 
and Development (‘IBRD’) as stated in the agreement ‘On the administration 
and technical assistance on investing the foreign reserve of Bank of Albania 
(Reserves and Advisory Management Program) signed between Bank of 
Albania and IBRD on 23 September 2005. Investments in this portfolio are 
denominated in USD.
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Trading liabilities 31 December 2016 31 December 2015
Derivatives:
Interest rate futures 2 16
Total 2 16 

The annual interest rates for non-derivative assets at 31 December 2016 and 
2015 are as follows:

In % USD
At 31 December 2016 0.625-2.875
At 31 December 2015 0.38-2.75

13. AVAILAbLe-For-sALe InVestMent seCurItIes

31 December 2016 31 December 2015 
Foreign Governments Treasury Notes  149,299  163,734
Foreign Governments Treasury Bills  3,389  2,905
Agencies and Corporate long-term securities  77,486  81,408
Agencies and Corporate short-term securities  15,521  6,667
Treasury Bills of the Albanian Government  53,235  53,225
Total  298,930  307,939

The annual yields for each currency at 31 December 2016 and 2015 are as 
follows: 

 In % ALL USD GBP AUD JPY EUR
31 December 2016 1.23-3.17 0.50-3.65 0.00-0.48 1.73-2.04 n/a (0.80)-1.73
31 December 2015 1.75-2.56 0.22-3.76 0.32-1.62 n/a 0.006 (0.39)-3.38

Available for sale investments in Allat 31 December 2016, represent Albanian 
Government treasury bills with a maturity period from 3 months to 12 months 
(2015: from 3 months to 12 months). 

As a result of further relaxing monetary policies of certain central banks during 
2016 and 2015, the return rates of some of the instruments in the EUR portfolios, 
are negative. These instruments represent mainly treasury securities issued by 
euro area governments with high credit ratings, including those issued by the 
governments of Germany and France with maturities of 8 years and 6 years, 
respectively.
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14. propertY, eQuIpMent And IntAnGIbLe Assets

Land, 
buildings 

and 
installa-

tions 

Furniture 
and

equip-
ment

Vehi-
cles

Work in
progress

Numis-
matic 

coins and 
objects

Total 
property 

and 
equip-
ment

Computer
software

Work in
progress

Total 
intangible 

assets
Total

Amortized costs
At 1 January 2015 9,402 2,520 275 213 10,392 22,802 496 43 539 23,341
Additions - 87 5 75 60 227 31 - 31 258
Transfers - 119 - (119) - - 43 (43) - -
Disposal (5) (90) - - - (95) (2) - (2) (97)
At 31 December 
2015 9,397 2,636 280 169 10,452 22,934 568 - 568 23,502

Additions 1 58 46 38 80 223 14 7 21 244
Transfers 1 2 - (3) - - 1 (1) - -
Disposal (15) (78) (33) - - (126) (1) - (1) (127)
Adjustments 22 - - - - 22 - - - 22
At 31 December 
2016 9,406 2,618 293 204 10,532 23,053 582 6 588 23,641

Depreciation/amortization and impairment losses
At 1 January 2015  - 1,532 188 - - 1,720 461 - 461 2,181
Change of the year 145 338 15 - - 498 64 - 64 562
Disposal (5) (89) - - - (94) (2) - (2) (96)
At 31 December 
2015 140 1,781 203 - - 2,124 523 - 523 2,647

Amortization 145 308 20 - - 473 15 - 15 488
Disposal (15) (71) (33) - - (119) (1) - (1) (120)
Adjustments 22 - - - - 22 - - - 22
At 31 December 
2016 292 2,018 190 - - 2,500 537 - 537 3,037

Net carrying value
At 31 December 
2015 9,257 855 77 169 10,452 20,810 45 - 45 20,855

At 31 December 
2016 9,114 600 103 204 10,532 20,553 45 6 51 20,604

15. otHer Assets 

31 December 2016 31 December 2015
Loans to employees 1,718 1,646
Numismatics (banknotes and coins) 304 304
Printing and minting costs 228 230
Inventory 26 43
Other 40 36
Total 2,316 2,259

Loans to employees at 31 December 2016 are net of allowance for impairment 
of ALL 8 million (2015: ALL 8 million). 
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16. CurrenCY In CIrCuLAtIon

The exclusive right of issuing Albanian currency is vested with the Bank. 
Currency in circulation comprises domestic banknotes and coins in circulation 
issued by the Bank.

The following banknotes and coins were in circulation as at 31 December 
2016 and 31 December 2015:

31 December 2016 31 December 2015

Nominal value ALL Number in
thousand

Total ALL
(million)

Number in
thousand

Total ALL
(million)

Notes
100 3,404 340 3,409 341
200 11,399 2,280 10,525 2,105
500 19,343 9,671 19,046 9,523
1,000 39,658 39,658 40,817 40,817
2,000 28,075 56,149 24,994 49,988
5,000 29,325 146,625 26,524 132,618

Coins 4,098 3,799
258,821 239,191

17. due to bAnKs 

31 December 2016 31 December 2015
Compulsory reserve and current accounts 135,602 132,145
Compulsory reserve – cash in custody 9,990 10,822
Overnight deposits 6,760 -
Total 152,352 142,967

Based on the Decision of the Supervisory Council, No. 39, dated 25 June 
2014, amended by the Decision No. 76, dated 06 July 2016, the compulsory 
reserve in euro is negatively remunerated at 0.4%, which is the deposit rate 
defined by ECB (2015: nil), whilst the compulsory reserve in USD is not 
remunerated. The compulsory reserve in lek is remunerated at 0.875% (2015: 
1.225%). 

Based on the Decision of the Supervisory Council, No. 29, dated 16 May 
2012, ‘On the minimum compulsory reserve held at the Bank of Albania by 
commercial banks’, amended by the Decision No. 75, dated 06 July 2016, 
the Bank allows the commercial banks to maintain the compulsory reserve in the 
form of cash in custody with the Bank. 

18. deposIts And borroWInGs FroM tHIrd pArtIes

31 December 2016 31 December 2015
Borrowing from the Republic of Greece - 1,215
Deposits from individuals for participation in Treasury Bills auctions 122 364
Deposits from the pension fund 47 31
Deposits from the Deposit Insurance Agency 3,141 1,751
Total 3,310 3,361
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The borrowing from the Republic of Greece, amounting ALL 1,215 million or 
EUR 8.8 million at 31 December 2015, which was granted for the purpose of 
funding the balance of payments of the Republic of Albania, was fully repaid 
in 2016. 

Deposits from the pension fund relate to the pension plan scheme, which is 
based on employee contributions and employer contributions. Based on the 
Decision No. 17, dated 26 February 2014, of the Supervisory Council, the 
pension fund reports its financial statements separately from the Bank.

19. due to GoVernMent And stAte InstItutIons

31 December 2016 31 December 2015
Profit to be distributed to the Government 908 1,095
Deposits from the Government 17,975 22,144
Due to state institutions 1,009 4,212
Total 19,892 27,451

The Bank does not pay interest for deposits from the Government, except for 
a guarantee deposit of ALL 500 million (2015: ALL 500 million), for which 
based on an agreement between the Bank and the Ministry of Finance, the 
remuneration rate is 1.25% (2015: 1.75%).

20. otHer LIAbILItIes

31 December 2016 31 December 2015
Due to international financial institutions 871 323
Accrued expenses 253 179
Provisions for claims and litigations 139 65
Total 1,263 567

Balances due to international financial institutions include amounts payable 
to IBRD of ALL 793 million (2015: ALL 251 million) for the purchase of 
securities that are managed by the IBRD, and other amounts payable to IBRD, 
International Development Agency (‘IDA’), Multilateral Investment Guarantee 
Agency (‘MIGA’), and Islamic Development Bank (‘IDB’) totalling ALL 78 million 
(2015: ALL 72 million).

For the years ended 31 December 2016 and 31 December 2015, the 
movements in provisions for claims and litigations are presented below:

2016 2015
Balance at 1 January 65 70
Charge for the year 83 46
Reversals for the year (9)  (51)
Balance at 31 December 139 65
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21. reserVes

31 December 2016 31 December 2015
Legal reserve 12,500 12,500
Revaluation reserves 23,240 24,206
Fair value reserve (available-for-sale assets) 531 995
Other reserves 16,548 16,548
Transition reserve 5,619 5,539
Total 58,438 59,788

According to the requirements of Article 9 of the Law ‘On the Bank of Albania’, 
the Bank sets aside 25 per cent of the net profit for the year into a Legal Reserve 
until the reserve amounts to 500% of the capital. The Bank has complied with 
this requirement as at 31 December 2011 with its legal reserve amounting to 
ALL 12,500 million.

Net gain/(loss) from changes in the fair value of the monetary gold (note 9) 
and net foreign exchange gains/(losses) are initially recognized in profit or loss 
and then transferred to the revaluation reserves.

The transition reserve is created as a result of the first-time adoption of International 
Financial Reporting Standards. The transition date was 1 January 2014. 

Other reserves include the following:

31 December 2016 31 December 2015
Reserve for the Balance of Payments 7,209 7,209
Reserve of gold and precious metals 7,042 7,042
Other 2,297 2,297
Total 16,548 16,548

The reserve for the Balance of Payments represents financial assistance provided 
by the European Community during the years 1992 and 1993. There have 
been no movements in such reserve since 1995. 

The reserve of gold and precious metals represents the reserve created based 
on Law No. 9862, dated 24 January 2008 ‘On the transfer of ownership of 
gold and other precious metals from the Albanian Council of Ministers to the 
Bank of Albania’. 

Other includes reserves of ALL 2,297 million (2015: ALL 2,297 million) 
created from the allocation of profits for the years 2004 - 2016 based on the 
Supervisory Council decisions in the respective following years. 
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22. net Interest InCoMe 

2016 2015
Interest income
Available-for-sale investment securities 1,957 2,893
Loans to banks 300 631
Deposits with banks 52 12
Accounts with IMF 21 12
Other 164 65
Total interest income 2,494 3,613

Interest expense
Compulsoryreserves 380 530
Loan from the Republic of Greece 9 15
Due to the International Monetary Fund 10 10
Due to the Albanian Government 62 14
Deposits from third parties 19 19
Negative interest from deposits with financial institutions 257 56
Total interest expense 737 644
Net interest income 1,757 2,969

Negative interest from deposits with financial institutions of ALL 257 million 
(2015: ALL 56 million) represents charges arising from negative yielding 
deposits and accounts placed with foreign financial institutions.

Interest income from available-for-sale securities include income received from 
securities issued by the Albanian Government with a total value of ALL 1,012 
million (2015: ALL 2,016 million).

23. net trAdInG InCoMe

2016 2015
Interest income from trading assets 176 143
Net loss from the sale of trading assets (2) (26)
Unrealized fair value changes 3 (18)
Net profit from forward and future contracts 859 404
Total 1,036 503

24. otHer reVenue

2016 2015
Net profit from sale of available-for-sale investments 470 751
Other 10 58
Total 480 809

25. eMpLoYee beneFIt eXpenses

2016 2015
Employee salaries and compensations 1,040 882
Contributions for health and social security 91 88
Contribution for pension fund (see note 18) 107 83
Total 1,238 1,053

As at 31 December 2016, the Bank had 509 employees (2015: 502 employees).
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26. ContInGenCIes And CoMMItMents

(i) Reverse repurchase agreements

Reverse repurchase agreements as at 31 December 2016, represented 
collateralized loans (see note 11). The nominal value of the securities used 
as collateral as at 31 December 2016, was ALL 31,860 million (2015: ALL 
14,380 million).

(ii) Rent agreements

The Bank has entered into rent agreements for its premises. Rent agreements in 
force at 31 December 2016, expire on 31 December 2018. Rent commitments 
payable within one year are ALL 36 million, whilst rent commitment payable 
within one and five years are ALL 36 million (2015: ALL 73 million).

(iii) Capital commitments

As at 31 December 2016 and 2015, the Bank has not entered into capital 
commitments.

(iv) Credit commitments and collaterals received from employees

The total value of registered collateral for long-term loans extended to employees 
(see note 15) at 31 December 2016, is ALL 2,414 million (2015: ALL 2,233 
million). At 31 December 2016, unused credit commitments for employees 
amount to ALL 171 million (2015: ALL 58 million).

27. MAnAGed Assets

At 31 December 2016, the Bank acts as custodian for short-term treasury bills 
with maturities from 3 to 12 months, with total nominal value of ALL 213 billion 
(2015: ALL 227 billion and EUR 24 million) and for long-term securities with 
maturities varying between 2 and 10 years, with nominal value of ALL 311 
billion (2015: ALL 286 billion) and EUR 78 million (2015: EUR 81 million). 
These securities are issued by the Albanian Government. 

28. reLAted pArtIes

Parties are considered to be related if one party has the ability to control the 
other party or to exercise significant influence over the other party in making 
financial and other decisions. 

Considering each possible related party relationship, attention is directed to the 
substance of the relationship and not merely to the legal form.
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The related parties of Bank of Albania include the directors and members of 
the Supervisory Council. As at 31 December 2016 and 2015, balances with 
related parties comprised: 

2016 2015
Loans to directors
Directors 91 56
Total 91 56

Loans to directors have an interest rate of 0.5% p.a. and a grace period of 
two years, and are repayable within maximum of 30 years in equal monthly 
instalments. The mortgage loans are collateralized.

The increase of loans to directors of ALL 35 million (2015: decrease of ALL 67 
million) in 2016, represents new granted loans of ALL 35 million (2015: nil), 
repayments of ALL 3 million (2015: ALL 3 million) and reclassifications of the 
loans after changes in the hierarchy structure of ALL 3 million (2015: ALL 64 
million reclassified as not related).

2016 2015
Administrative expenses
Directors and Supervisory Council members:
Telephone expenses 4 4
Salaries and bonuses 125 98
Per diems 6 6
Directors:
Fuel compensation 3 3
Contribution to pension plan scheme 12 9
Total of administrative expenses for related parties 150 120

Balances with/(due to) the Albanian Government and state institutions are 
disclosed in Notes 13 and 19, and related interest income from securities 
and interest expenses are included in Note 22. Promissory notes issued by 
the Albanian Government in favour of the IMF are detailed in Note 10, whilst 
securities issued by the Albanian Government and managed by the Bank are 
detailed in Note 27.

29. subseQuent eVents

There are no significant events after the reporting date that may require 
adjustment or disclosure in the financial statements.


