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1. THE FUNCTION OF SUPERVISION

The supervision function at the Bank of Albania is exercised through:
consistent improvement of the regulatory framework, in compliance with
the European directives and best practices and market specifics; entry into
market of sound financial entities by adding value to enhancing competition;
implementation of continuous supervision, materialised in onsite inspections
and periodic analyses; implementation of effective corrective measures; and,
cooperation with infernational supervisory and regulatory authorities, or other
national authorities responsible for supervising financial entities. The constant
supervision and regulation of financial activities in Albania, mainly of banking
activities, are at the focus of this function and represent its main acfivities.

Through the supervisory function, the Bank of Albania aims af: ensuring a
sound activity of the financial entities; increasing the contribution to strengthening
financial stability; and fostering market discipline and fair competition. In recent
years, our confribution was also aimed af the recovery and resolution of banks,
fo prepare a specific regime of crisis management.

( A Bank of Albania
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2. SUPERVISION HIGHLIGHTS IN 2017

Year 2017 marked a range of developments related to the supervision
function and the financial insfitutions supervised by the Bank of Albania. The
supervisory practice improved the methodology for controlling banks through
approximation with Basel principles and efforfs to adopt best international
pracfices. These developments are based on the continuous review of the
regulatory framework. The self-assessment process of banks on the inferal
capifal requirements is expected to improve the management structure of banks
due to an allinclusive dynamics of management dictated by the process. On
the other hand, the quality of bank management will be subject to an improved
supervision filtler as a result of the revised internal methodology for assessing
their corporate governance. Considerable changes have taken place on anti-
money laundering, through the revision of the respective regulatory framework
and the establishment of internal methodologies for assessing the risk profile of
supervised institutions. The increased cooperation with the European Central
Bank is expected to support these developments.

In addition, the banking system has improved the credit quality, while the non-
performing loans rafio fell by around 5 percentage points over 2017, standing
at 13.23%. liquidity and capital are at adequate levels. Special attention is
being paid fo the consolidation processes with the expected merger of two
banks and the strategic plans on the re-positioning in the market, depending on
the dominant short and long-term factors.

2.1 APPROXIMATION OF SUPERVISION PRACTICES

The preparation of the regulatory framework on the Internal Capital
Adequacy Assessment Process (ICAAP) was one of the main highlights of
supervision in 2017, regarding the approximation of supervisory practices with
Basel principles and EU directives. This process is particularly important, as it
complements the supervisory perspective with the self-assessment dimension
of banks. It contributes qualitatively o establishing an objective risk profile
for banks and, consequently, improves the risk-based supervision process.
The document that regulates this process is compiled in the framework of a
guideline and in compliance with the Basel Il Pillar 2, which sets out the criteria
for the establishment of an internal process by banks to assess risks that are not
covered by the existing regulation on capital adequacy. The guideline identifies
the core requirements to assess additional risks and calculate additional capital
to cover these risks according fo the defermined methods and those built by
banks, based on the risk profile and their strategy. The Bank of Albania will

Bank of Albania
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review the reports of this assessment compiled by banks during 2018. The
adequacy of self-assessment of the control environment for risk management
and the relevant capital quantitative requirements will be discussed with banks.

In 2017, the project esfablished in collaboration with the European Bank for
Reconstruction and Development for the revision of the supervisory methodology
in the qualitative assessment of banks” structures continued. This project focused
on analysing and addressing the supervision of corporate governance elements
for the established structures, functioning and independence of bank committees,
structures and functions of infernal control structures on risk assessment. This
project is in the final stage of development. The resulting conclusions and
recommendations of the project are accompanied by regulatory improvements
finalised in 2017, in addition fo the proposals for methodological revisions that
are under preparation.

The Bank of Albania is preparing the regulatory framework for the
approximation of BaseHll supervisory practices for the calculation of liquidity.
The regulatory framework in compliance with the EU Directive was drafted last
year, and, in parallel, the structure for conducting a prior exercise with banks
on the calculation of the LCR (Liquidity Coverage Ratio) was established, aiming
at the early identification of problems in ifs inferpretation and the preliminary
assessment of banks’ position against this rafio. This process will confinue over

2018.

2.2 MONITORING AND ADDRESSING NON-PERFORMING
LOANS

Non-performing loans continued the downward trend of the last four years.
In 2017, the absolute value of non-performing loans decreased more than a
quarter, by 27.5%, lowering the relevant indicator at 13.23%, down by 5
percentage points in annual ferms. The value of the remaining loans in the
balance sheet is provisioned at higher than 70%. The fall by around AlLL 30
billion of non-performing loans in 2017 was driven by their writing off from the
balance sheet, at ALL 16.7 billion, solution of large borrowers, the payment of
arrears by borrowers and the improvement of borrower classifications. The non-
performing loans ratio is still high and further measures are needed to improve
the evidenced falling trend, through maintaining the regular existing portfolio
and providing an efficient solution of non-performing portfolio.

The fulfilment of the annual objectives of banks related with the performance
of non-performing loans and the preparation Recovery and Resolution Plans of
large borrowers are specially monitored through the regular reports required
from banks in 2017 The submitted information aimed af clarifying the level of
the relationships with every borrower, as well as the expectations and plans
on future developments. They were subject of discussion with banks across the

Bank of Albania
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system fo identify options for sustainable solutions. This reporting will continue
in 2018 and beyond, through standardised reports and will serve as a sfarfing
point for the regulatory framework for common borrowers.

With assistance from the VWorld Bank and the International Monetary Fund, a
regulatory framework is being compiled, aimed at promoting the collaboration
and coordination among banks for addressing common borrowers starting at an
early stage of problems. This framework provides incentives to bring banks info
a common denominator in their decision-making and the coordinated solution
of the occurred problems, by providing cooperation agreements among them
as well as with the borrowers for the definition of the criteria and modalities of
collaboration.

Currently, this regulatory framework is prepared as a draft version and following

the discussion with the banking industry, it is expected to be approved in the
first part of 2018.

The quality of analysis of credit performance is improved through the detailing
of the received data on the shiff among classes of credits, the factors that affect
the performance of credit and the main currencies of lending. This analyses
method was tested and applied in the previous year and will continue on
quarterly basis.

2.3 COOPERATION WITH INTERNATIONAL INSTITUTIONS

The cooperation with the European Central Bank (ECB) intensified considerably
over 2017 The content of a cooperation agreement between the two institutions
has been discussed, which paves the way for a sfeady collaboration through
sharing information on matters of common interest, professional experience and
coordinating decision-making, an important step in the infegrafion process of
the Albanian institutions in the European Union structures. Meanwhile, the Bank
of Albania was invited fo participate as an observer in two supervisory colleges
organised for Greek banking groups of infernational presence (including the
Albanian presence) and in a targefed inspection in one bank of EU origin. The
shared information and the meetings with partner institutions in other countries
confributed fo the coordination of actions and supervisory measures, and the
establishment of a clearer profi|e for banks, both in Albania and in the relevant
group. This collaboration is expected to continue in 2018 and beyond.

Throughout 2017, the Bank of Albania confinued the cooperation with the
European Banking Authority (EBA) and the central banks in South Eastern Europe
in the framework of the Cooperation Forum between supervisory authorities of
these countries, regarding the sharing of information on the recent regulatory
amendments and the updating of developments in the field of supervision. The
delivery of EBA’s fraining plan for 2018, sharing of supervisory experiences

Bank of Albania
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among authorities, possibility of participation in frainings organised by EBA,
and the exchange of indicators of financial systems development through @
common plafform enhances the supervision quality and approximates our
developments with the European ones.

The Bank of Albania is part of the Vienna Initiative, a broad forum for the
exchange of sustainable information on measures to address non-performing
loans in the Central, Eastern and South-Eastern Europe region (CESEE). This
forum brings together public and private sector stakeholders of EU-based cross-
border banks present in emerging Europe, including, the international financial
institutions (the International Monetary Fund, the EBRD, European Investment
Bank and the World Bank), European institutions (European Commission and
the European Central Bank), efc.

In this forum, the Bank of Albania has shared qualitative and quantfitative
information on the measures undertaken to address the non-performing loans
and on their quantitative impact on the financial soundness of the system.

The Infernational Monetary Fund has continuously assisted the Supervision
Department through a resident advisor, with expertise in the supervision and
financial stability areas. The advisor reviews the regulatory framework and
the internal approach for addressing the supervisory issues aiming at their
improvement and approximation with the best standards. The Bank of ltaly
assisted in two projects, during 2017. These projects consist in improving the
infernal process of risk analysis: the Early Warning Sysfem; and defining limits
on financial indicators of borrowers o assess the risk analyses performed by

banks.

Also, the Bank of Albania is member of Group of Banking Supervisors from
Cenfral and Eastern Europe, BSCEE Group. As a member of this group, the
Bank of Albania has regular confacts with this insfituion sharing information
about the annual developments in the banking system, and participating in
annual conferences or seminars and trainings organised by the BSCEE.

2.4 EVALUATION OF ANTI-MONEY LAUNDERING
MEASURES AND THE FINANCING OF TERRORISM PROCESS
BY MONEYVAL

In 2017, important amendments were made fo the regulation of the Bank of
Albania for all institutions subject fo its jurisdiction (banks, nonbank financial
institutions, savings and loan associations, and foreign exchange bureaus)
regarding anti-money laundering and financing of terrorism. The amendments
consist in additional requirements for reporting by financial institutions of
qualitative and quantitative data, according to a standardised form, on annual
basis (including a questionnaire). The amendments, in addition fo the problems

Bank of Albania
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identified in the implementation of the applicable legal and regulatory
framework, aimed at addressing the implementation of international standards
and the recommendations provided in the fourth round of Albania’s evaluation
by Moneyval's experts.

These amendments drove fo the need to approve a methodology for off-site
evaluation dedicated fo the risk on anti-money laundering and combating the
financing of terrorism (AML/CFT) accompanied with a matrix of risk evaluation
in this field. The off-site evaluation of AML/CFT risk is a crucial tool in supporting
the supervisory process in accordance with a riskbased approach. Based on
data reports for 2016, the Bank of Albania, for the first time, performed the
evaluation of this risk exposure of the institutions, and has currently consolidated
the analysis based on the data reported by institutions for 2017 The results of
this evaluation shall serve to the supervisory process focusing on institutions and
activities that pose high risk in terms of AML/CFT.

In 2017 Q4, the Committee of Experts on the Evaluation of Anfi-Money
laundering Measures and the Financing of Terrorism (MONEYVAL) carried out
the fifth round of Albania’s evaluation. The Bank of Albania was an important
part of this process as the supervisory authority of the financial system, and
was very active in complefing the necessary information requested through
both temp|ote forms and direct meetings. The /\/\oneyvo| Committee of Experts
evaluated positively the abovestated developments. Currently, for the fifth
evaluation round for Albania, the evaluation report is being drafted by the
experts and the final report with the respective recommendations is expected fo

be approved by this Committee within 2018 H1.

2.5 ON-SITE EXAMINATIONS

In 2017, fourteen fullscope and partial examinations were performed in
banks, non-bank financial institutions and savings and loan associations. In
2017, the number of examinations in non-bank institutions increased, after the
expansion of their number and share in the financial system. The main objective
of the examinations remains defining a complete risk profile for the licensed
institutions, by considering both the qualitative and quantitative factors.

The main fields at the focus of 2017 examinations and the relevant
conclusions by type of institution are summarised as follows:

In banks, improvements have been identified regarding the completion
of the internal framework, the compliance with the supervisory regulatory
framework (in porticubr the classification and establishment of provisions for
the borrowers' exposure), the recovery of non-performing loans, the compliance
with the regulatory indicators (capital and liquidity), etc. At the same time, the
improvement of governance systems, the strengthening of the oversight role of
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the management bodies, and the increase of independence, effectiveness and
preventive ability of audit systems remain important issues of supervision. In
addition fo the prudential growth of lending, the efforts to solve and recover the
non-performing loans are assessed as well. The assessment of strategic plans of
banks, in terms of identifying the targeted expectations in the banking market,
the orientation of sources and the adoption of structures with these expectations,
have been given special consideration. The prudential addressing of bank
activity expansion and the selected forms of investments with their complexity
was part of this assessment, as banks seek to maintain their profitability levels.

The relationships with the related parties - taking info account the sensitive
shareholderbank-administrator relationship - will continve to be supervised
affentively. Also, the transparency with customers is always an important part of
assessment and verifications throughout the on-site examinations.

Regarding the non-bank financial institutions, the governance and audit
systems in these institutions still have room to ensure effectiveness, independence
and proper authority supported also by the improvement of information systems.
These factors are materialised in a higher level of deficiencies regarding the
correct reflection of classification and provision funds to the exposures of
borrowers, transparency issues with customers, efc. On the other hand, non-
bank institutions are rather active, not only in increasing or combining the
activities, but also in expanding the use of loan instruments (in addition fo
their capital) to finance the activity (debt securities, participation in national
financing programs,/development, borrowing from banks or international
institutions, efc.). This trend is considered as a normal developing phase for
these institutions, and the increase of stakeholders, investors, that analyse and
monifor the activity of non-bank financial insfitutions are expected to contribute
positively to the sfrengthening of governance systems and their control.

Some of the savings and loan associations were subject to examinations for
the first time, after the conclusion of the consolidating process and separation
from the Unions. Overall, the separation process has been carefully managed
by the governing bodies of the associations, maintaining the positive pace of
both the activity and financial results. On the other hand, they need to improve
their infernal framework, the completion of operational units, the increase of
professional capacities of management bodies, the clear separation of duties
and responsibilities, efc. The response to the examination recommendations
was positive, and within the established deadline.

At the conclusion of the examinations, recommendations on the necessary
improvements were provided, and their implementation was monitored closely.
Also, supervisory measures are applied on some institutions, for which recurring
breaches of the regulafory requirements had been identified.

Bank of Albania
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Banks 4 5 7 5 4 4 4 4 5 4 5 1,02932880 71.22% 69.00%
Nonbanks 2 4 3 2 3 2 4 1 3 3 3 11,190.20 29.33% 0.75%
SlAs J13[3[F]3]13]3 |3 [F[3F ][3I 584504  71.28% 0.39%
TOTAL @ 12 13 10 10 9 11 8 11 10 11 1,046,364.04 70.15% 70.15%

*Inferest rate risk in the banking books
Source: Bank of Albania.
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3. KEY PRIORITIES PLANNED FOR 2018

The priorities of Supervision Department for 2018 will focus on the assessment
of main risks management fo which the supervised enfities are exposed;
realisation of non-exhaustive supervisory actions; the continuous monitoring of
the overall performance and individual risk profile for each of the supervised
institutions. These priorities are further detailed in the following sections.

3.1 CREDIT RISK FOCUSED ON NON-PERFORMING LOANS
AND THE ADDRESSING OF BORROWERS IN FINANCIAL
DIFFICULTIES

The reduction of non-performing loans ratio will confinue to be on the focus of
supervision in 2018. Notwithstanding the considerable fall in non-performing
loans during 2017, the current level is still considered high affecting the long-
term sfability of banks and banking system. Maintaining a prudential approach
on early addressing problems and the commitment of the Bank of Albania in
the framework of the national program on addressing non-performing loans,
has confinued through the undertaking of an initiative for the regulation of
cooperation among banks, for addressing common borrowers that are in
financial difficulties to repay their liabilities. This initiative will be realised
during 2018, through the compilation of a special regulatory framework
on the possibility of resolving outof-court the non-performing borrowers that
are exposed fo more than one bank. It will serve as a mechanism fo bring
banks info a common denominator fo find a longferm stable solution for these
borrowers. This initiative is based on the similar infernational experiences and
is drafted in collaboration with FinSAC project of the World Bank and the IMF

resident advisor at the Bank of Albania.

3.2 APPROXIMATION OF REGULATORY FRAMEWORK WITH
BASEL Ill

The global financial crisis highlighted the need to review the banking
regulatory framework regarding the management of unfavourable situations.
These changes were performed through Basel lll. One of the important infroduced
elements is the esfablishment of the criferia on the quantitative management of
banks liquidity through a new indicator named Liquidity Coverage Ratio (LCR).
This indicator aims af the early preparing of banks to satisfy the needs for
liquidity that may arise from unexpected events causing massive bank runs.

Bank of Albania
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The Bank of Albania has planned the adoption of this regulatory framework
and is carrying out all the needed preparations to draft it. This process, among
others, considers also the preparation of banks on the new reporting elements of
this framework and the adoption of their infernal processes for the management

of |iquidity risk.

The revision of supervisory regulatory framework will aim at including Basel
Il elements, over 2018, related with the improvement of capital quality, after
assessing the possibilities o adopt and establish adequate reserves of capital,
fo enhance the sustainability of banks in Albania.

3.3 REGULATION AND SUPERVISION OF BANK'S
GOVERNANCE

Supervision has paid special affenfion to good governance in banks, as an
important element for risk and management. Hence, the review of the infemal
regulations and manuals to assess banks is considered as necessary. The
purpose of amendments is to approximate the supervisory requirements and
methods with those of the European Union and to improve the inferal criteria
of assessment. Part of amendments have been released over 2017, while
within 2018, other methodological changes will take place in collaboration
with the European Bank for Reconstruction and Development (EBRD). This
project consists in the sfructure and orientation for adequate assessment of
banks’ structures regarding the decision making, audit environment and the
management process of important risks of banks.

The approval of the Guideline to the Internal Capital Adequacy Assessment
Process (ICAAP) of banks, at the beginning of 2017, by considering a
preparatory period for banks, has aimed at ensuring the redlisation of an
effective and comprehensive internal process of banks for the capital adequacy
assessment. The process lays down the documentation and presentation,
for the first time by banks fill the end of April 2018, of capital adequacy
selFassessment report. This report and the entire ICAAP will be subject of
supervision assessment and review for the identification of possible deficiencies
by supervisors and results will be informed fo banks to make the necessary
improvements in the next reporting. To conduct this assessment the internal
guiding documents are reviewed and will be finalised to help in assessing each
of ICAAP documents by all banks and the configuration of Internal Supervisory
Review and Assessment Process. This process will take place throughout 2018.
There will be continuous communication with banks, throughout this period,
fo discuss on the content and assessment conducted in the framework of this

report.
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3.4 BANKING SYSTEM CONSOLIDATION

The consolidating frends of the banking system identified in the previous
years, materialised in 2017, with the decision on the merger of Intesa SanPaolo
Bank with Veneto Bank, mainly driven by the international developments
and by the decision of the Bank of ltaly and the European Central Bank in
coordination with Infesa SanPaolo group in ltaly, following the announcement
on the bankruptcy of Vento Banking group. The merger by absorption of Veneto
Bank is expected to end in 2018, while the Albanian banking system will have
less banks as a result. The Bank of Albania deems that there s still scope for
further consolidation, expected fo be materialised and is carefully monitoring
all developments in this regard. This assessment is based on the inferest stafed
by some banks to expand and the shrinkage of some other banks due fo the
revision of plans for the presence in the Balkans by the parent banks.

3.5 SELF-ASSESSMENT OF THE EQUIVALENCE WITH
EUROPEAN REGULATORY AND SUPERVISORY FRAMEWORK

In the framework of aligning the legislation and regulatory framework with
the EU directives and the relevant standards, to assess the current situation and
determine on future infervention, in 201/, work started on the selfassessment
of the equivalence of the supervisory regulatory framework with European
regulatory and supervisory framework (CRD and CRR)'", according fo the filled
in questions in the Questionnaire of the European Banking Authority (EBA)?.
This process shall precede the identification of Supervision Department needs
for drafting new regulatory acts and supervisory methodologies or the review
of the existing ones, aiming at ensuring confinuous alignment with Acquis
Communautaire on the activity of credit insfitutions.

3.6 COLLABORATION WITH THE EUROPEAN CENTRAL
BANK

With the creation of a Single Supervisory Mechanism (SSM) af the European
Central Bank in November 2014 and considering the active presence in
Albania of subsidiaries of large European banking groups, the Bank of Albania
and the European Central Bank are in the process of draffing a comprehensive
agreement that will regulate all the fields and aspects of this cooperation. The
signing of the agreement by both institutions, within 2018, will finalise this
collaboration.

During 2018, the Supervision Department aims to take part in some of the
Supervisory Colleges for European banking groups present in Albania, as an

Capital Requirement Directive and Regulation.

2 EBA (European Banking Authority)

Bank of Albania
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observer, through a specific agreement for this purpose. This is considered an
important step not only in the framework of strengthening cooperation with EU
supervision authorities and the alignment with the most advanced supervision
practices, but also in the framework of a more comprehensive supervision
assessment of EU-based banks that operate in Albania.

3.7 PREPARATION OF FINANCIAL REPORTING
ACCORDING TO THE INTERNATIONAL ACCOUNTING
STANDARDS

To adopt and apply the Infernational Accounting Standards (IAS), the Bank of
Albania is carrying out some theoretical and practical preparations. In addition,
theoretical preparations through trainings, the possible effects arising from the
application of standards in the financial statements and capital of banks are
being assessed, with the assistance of the VWorld Bank and Grant Thornfon, an
international auditor. During 2018, the Bank of Albania will carefully monitor
the results from the application for the first time of the new standard - IFRS 9, ot
banks and, depending on the results, will defermine a supervisory position with
a prudential approach to ensure an adequate profection for banks.

Table 2 Supervision priorities for 2017 - 2018 and foreseen activities

Priorities 2017 Priorities 2018 Planned activities & ;efrﬂ,“;it?,r;rperiod

Credit risk/ NPLs performance | Credit risk/ NPLs performance - Assessment of Recovery and Resolution Plans

- Assessment of banks'strategies and objectives
for NPLs

for large borrowers
- Platformé to address common borrowers
of banks

Capitalisation of
business startegy

- Assessment of IAPCA documents and

their consultation with banks
. Consolidation of banking system - Monitoring the merger processes of banks and

possible purchases

- Liquidity risk - BASEL Il
- Capital reserves - Basel lll
- SREP (Supervisory Review and Evaluation

Approximation of regulatory Approximation of regulatory Process) - BASEL Il
supervisory framework with ‘ supervisory framework with - Recovery and resolution in banks
European standards European standards
- Assessment of approximation of the regulatory
framework with those of EBA
- Revision of assessment process of banks'
Regulation and supervision » Supervision corporate governanace
of banks'governance of banks' governance - Methodological developments

Ol O & @

- Staff training

Collaboration with ECB

- Signature of collaboration agreement

with ECB
- Participation in Supervisory College of
- Collaboration with domestic European banks @
and foreign authorities - Collaboration with FSA for joint inspections,

revision of Collaboration Agreement,
information sharing

- Assessment of banks' IAPCA

Risk-based supervision - Assessment of Recovery Plans
- Determination of assessing criteria on

lending

Implementation of - Preparation of reporting framework on
International Accounting international accounting standards
Standards - Monitoring of IFRS 9

Bank of Albania
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4. REGULATORY FRAMEWORK

The methodological and regulatory supervisory framework is subject of review
and continuous process of completion, aimed at implementing the applicable
legal requirements and alignment with the directives of the European Union,
a comprehensive implementation of Basel Principles, and the addressing of
problems and suggestions of supervised entities, obtained through an on-going
communication with them.

Banks and other financial institutions, subject to supervision by the Bank of
Albania, have played an active role in the drafting and reviewing process of
the bylaws. They have contributed with ideas and opinions about the regulatory
amendments.

The Guideline “On the Infernal Capital Adequacy Assessment Process
(ICAAP)® is a qualitative step forward in completing the supervisory process and
improving the internal risk assessment and management processes at banks, and
the start of the work to draft supervisory procedures related with the Supervisory
Review and Evaluation Process (SREP)*. Also, various new regulatory acts were
finalized. They are very important for banking supervision and the institutions
entities subject fo these acts. Furthermore, existing regulations were amended
as follows:

e Comprehensive review of the Regulation “On consolidated
supervision” (approved by Decision No. 4, dated 1.2.2017 of the
Supervisory Council of the Bank of Albania).

This Regulation lays down the conditions, rules and regulatory requirements
for conducting consolidated supervision, for the purposes of risk management
deriving from a banking group and a financial group. The complefe review
of this Regulation was accomplished in compliance with the requirements
and principles on consolidated supervision laid down in the directives and
the regulations of the European Union (EU), and the sfandards of the Basel
Committee. The reviewed Regulation sefs out the rules for the supervisory
authority, mainly on qualitative and quantitative supervision, the methodology to
calculate regulatory capital and capital requirements for the main risks fo banking
and/or financial groups: credit risk; market and operational risk, including the
important effect (material) that the dependant enfities/institution might have.
The regulation deals also with some qualitative supervisory requirements that
address cerfain problems in the banking system in the framework of risks that

3

ICAAP — Internal Capital Adequacy Assessment Process.
SREP- Supervisory Review and Evaluation Process.

Bank of Albania

4

201/



Annual Supervision Report

may derive from important fransactions within the group, which are defermined
also in the European Union Regulation® and the document of Basel Committee®.

* Amendments to the Regulation “On capital adequacy ratio"
(approved by Decision No. 5, dated 1.2.2017 of the Supervisory
Council of the Bank of Albania).

The purpose of these amendments is to re-inroduce the measure that
penalises (in terms of capital requirement) the placements of the banking sector
with non-esidents, while a part of measures have ended at the end of 2016.
The change of the measure was considered to combine the need to maintain
a higher capital requirement for banks that are active in placements with non-
residents, and the need to place a limit on the measure to increase the capital
requirement.

*  Amendments to the Regulation “On Prevention of Money Laundering
and Terrorism Financing" (approved by Decision No. 22, dated
5.4.2017 of the Supervisory Council of the Bank of Albania).

The purpose of these regulatory amendments was to fulfil the recommendations
of the Moneyval Committee of Experts, provided in the last evaluation for
Albania, and fo resolve some issues concluded in the onsite supervision of the
insfitutions that are subject to this Regulation.

The amendments set out the requirements for the insfitutions, subject to
the regulation, to compile and have in place infemnal rules and procedures
regarding the implementation of the requirements against terrorism financing
and the integrity of employees involved in the process of the prevention of
money laundering and ferrorism financing. Also, the amendments defermine
the obligation of insfitutions fo inform the Bank of Albania, on the transactions
related with persons declared as financiers of terrorism, and some additional
requirements on reporting quantitative and qualitative data on money laundering
and terrorism financing, according to a standardised form on annual basis.

®  Amendments to the Regulation “On transparency of banking and
financial products and services” (approved by Decision No. 25,
dated 3.5.2017 of the Supervisory Council of the Bank of Albania).

The Regulation was amended with a view to completing and improving the
regulatory framework of the supervisory authority on fransparency of banking
and financial products and services provided by the institutions subject to this
Regulation, and the particular addressing of some problems at banks, regarding

> “Regulation (EU) 2015,/2303 of 28 July 2015 supplementing Directive 2002,/87/EC of
the European Parliament and of the Council with regard to regulatory technical standards
specifying the definitions and coordinating the supplementary supervision of risk concentration
and infra-group fransactions”.

¢ Intra-Group Transactions and Exposures Principles”.
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fransparency with clients, by considering also the relevant recommendations of
the Competition Authority. These amendments also aim at further aligning it with
the Europeon Directive on consumer protection, in the framework of continuous
increase of requirements for the consumer protection.

The increase of transparency by the institutions subject fo this Regulation

improves the effectiveness of market discipline and the supervision by the Bank
of Albania.

®  Approval of the new Guideline “On the Internal Capital Adequacy
Assessment Process (ICAAP)”, (approved by Decision No 26, dated
3.5.2017 of the Supervisory Council of the Bank of Albania).

The guideline sefs out the requirements for the compilation and implementation
of this process by banks, and the supervisory expectations, regarding the structure
and content of the report that banks will submit to the Bank of Albania, on annual
basis. This process is considered of partficular importance to the bank and is
realised by the bank independently, as it aims at assessing the adequacy of
current and future capital levels, by considering also the bank’s risk profile and
strategy (the following Box shows more defailed information on this guideline).

BOX 1. GUIDELINE “ON THE INTERNAL CAPITAL ADEQUACY ASSESSMENT PROCESS”

The Supervisory Council of the Bank of Albania approved the Guideline “On the Interal
Capital Adequacy Assessment Process (ICAAP)”, with the Decision No 26, dated 3.5.2017.

ICAAP is a process fully based on the infernal processes and systems of the banks that helps
to manage and effectively control the risk profile and consequently determines the necessary
capital level. This process is oriented toward the quantitative elements of the risk management
process - the assessment of internal capital requirements and risk hedging capital, as well as
its qualitative elements, created to strengthen the internal rules of management and control
of the bank, which allow for an effective management and mitigation of this risk.

Banks, for the realisation of this process, will follow two steps: first, they will determine the
level of a specific risk they can undertake, in order to define their risk-bearing capacity and
ensure adequate capital fo cover this risk; and second, they will make a critical analysis of
the risk level that is rational to undertake, taking into account all the possibilities and threats
that correspond fo this risk.

Banks, in drafting ICAAP, will consider, at least the implementation of the following basic
principles:

al  Responsibility. The bank shall be responsible for the implementation and
development of ICAAP.

b)  Proportionality. Banks will implement ICAAP, regardless of their size and
complexity. Each bank shall use appropriate fools and processes in its ICAAP,
while it shall prove/argument for the Bank of Albania that ICAAP is complete and
appropriate for the risks arising from the activity and the environment in which this
activity is conducted.

Bank of Albania
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Materiality of risks. ICAAP must be focused on risks that may have a material
impact on the current or future capital adequacy situation of the bank.
Forward-looking. ICAAP shall focus on ensuring the bank's capital adequacy,
taking info account future developments and its activity’s performance.

The bank, in calculating its capital requirements, shall consider all the important risks and the
other internal and external factors that define its risk profile.

al

Risks that are subject of the minimal capital requirement. The bank, in calculating
the internal capital requirement on credit risk, market risk and operational risk, shall
use the methods defined in the Regulation of the Bank of Albania “On capital
adequacy ratio”.

Risks that are not entirely covered by the minimal capital requirement. The
bank, in calculating the internal capital requirements, shall also consider risks that
are not entirely covered by the minimal capital, calculated according the standard
methods defined by the Bank of Albania (standard methods for credit risk, market
risk or the simple indicator method and the operational risk standard one), which
overall do not consider some particular factors in capital calculation to fully hedge
a certain risk.

Risks that are not subject of minimum capital requirement. The bank, in
calculating the internal capital requirement, in addition to the risks that are subject
of minimal capital requirement, shall also consider the calculation of the infernal
needs for capital for the inferest rafe risk in the banking books, concentration
risk, reputational risk, profitability risk, strategic risk, etc. The bank, depending
on the complexity and particularity of its activity, may consider also other risks
of this category and use its infernal qualitative and quantitative methods for their
assessment.

External environment factors. The bank, in calculating the internal capital
requirement, shall also consider the risks that may materialise in exireme, but not
impossible, situations with a considerable impact on bank’s capital adequacy.
These risks may derive from the macroeconomic environment or market factors,
or from the regulatory framework, for the assessments of which the bank shall use

stress-festing.

Bank of Albania, based on the internal capital adequacy assessment process carried out
by the bank, will establish the Supervisory Review and Evaluation Process with the purpose
to establish an overall opinion on the risk profile of the bank and of its needs for capital.

Amendments to the Regulation “On establishing the level of decision-
making in the supervision of banking and financial activities”
(approved by Decision No 29, dated 7.6.2017 of the Supervisory
Council of the Bank of Albania).

The amendments aimed af completing the regulatory framework of the

Bank of Albania, regarding the decision-making process and its delegation,
set out in the appendices, infegral part of this Regulation. The amendments
provide compliance with the processes and decision making sef out in other
supervisory acts, in particular: a) the processes laid down in the new law and
new supervisory regulations on savings and loan associations and their unions,
and b) reflection of some repeals in the law regarding conservatorship on

Bank of Albania
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banks and consequently the approval of the new law “On the recovery and
resolution of banks in the Republic of Albania”.

e Amendments in the Regulation "On risk management in the activity
of non-bank financial institutions" and some amendments in
the Regulation “On the granting of license to non-bank financial
institutions” (approved with the Decision No. 46 and 47, dated
6.9.2017, respectively, of the Supervisory Council of the Bank of
Albania).

The simulfaneous and inferconnected reviewing of these two regulations
aimed, first, at addressing some problems identified during the examination
in non-bank financial institutions, and second, to provide some facilities for
these instfitutions in carrying out their financial activity. An important amendment
in the Regulation “On risk management in the activity of non-bank financial
institutions”, regards the stipulation in case of breaches and the supervisory
measures and escalated sanctions on these entities, previously referred fo in the
law “On banks in the Republic of Albania and the Regulation “On licensing and
activity of non-bank financial institutions”, for the cases of licence suspension/
revocation.

® The comprehensive review of the guideline “On recovery plans of
banks” (approved with the Decisions No. 72, dated 6.12.2017 of
the Supervisory Council of the Bank of Albania).

The comprehensive review of the existing guideline “On the recovery
plans”, by replacing it with a new Regulation “On the recovery plans of
banks” completes the regulatory framework on recovery plans, in compliance
with the requirements set out in the new Law 133/2016 “On the recovery
and resolution of banks in the Republic of Albania”. The Regulation sets
out supervisory requirements on the recovery plans of banks and banking
groups, mainly regarding: the content, the way and term of presenting and
updating the recovery plans and the simplified recovery plans, the minimum
framework of qualitative and quantitative indicators, which are included in
the recovery plans, the scenarios banks may include in these plans, as well as
the minimum criteria that Bank of Albania takes info account for assessing the
recovery plans of banks (The following box provides a defailed information
on this Regulation).

Bank of Albania
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BOX 2. REGUIATION “ON RECOVERY PLANS OF BANKS”

In compliance with law No 133/2016 “On the recovery and resolution of banks in the
Republic of Albania’"*, the Bank of Albania adopted the Regulation “On recovery plans of
banks”, by Decision No./2, dated 6.12.2017 of the Supervisory Council.

Recovery plans are an important part of risk management of banks, and of the assessment
process of risk -based supervision from the Bank of Albania.

A qualitative recovery plan shall at minimum include information on the following issues:

al A summary of all elements of the recovery plan.

b)  Bank’s governance. To ensure the plan is effectively compiled and in due fime, the
plan is crucial fo be draffed on sound governance basis.

c]  Recovery indicators. The bank shall compile the framework of recovery qudlitative
and quantitative indicators, as an important part of recovery plan, which includes
indicators of capital, liquidity, profitability, assets” quality, as well as market and
macroeconomic indicators.

dl  Strategic analysis of recovery plan. Through the sirategic analysis, the bank
identifies the main activities (core business lines) and its critical functions, and
determines the main steps fo include them in the recovery scenarios.

e]  Recovery measures. Through the sirategic analysis the bank identfifies and assesses
the recovery measures and the possible effects of their implementation.

f) Scenarios. The bank, as part of the recovery plan, shall draft, at least, three
scenarios: i. a systemic event, ii. a specific event, and iii. a combination of the
fwo.

g)  Planofcommunicating and informing the group of inferest. The internal communication
of recovery plan to the bank’s employees and the external communication with all
groups of inferest is a crucial aspect of ifs effective implementation and avoidance
of negative impacts on the financial system.

h] An analysis of preparatory measures. The recovery plan may need organisational
changes to facilitate the updating of the plan and its implementation in the future,
to monitor the indicators, or because the process has identified some difficulties
fo implement the recovery measures. These preparatory actions fo be undertaken
by the bank or group should be included and described in the recovery plan, to
assess if their implementation is possible and fo facilitate the monitoring of their

implementation by the bank and the supervisory authority.

The assessment of recovery plans by the Bank of Albania aims at ensuring the necessary
information fo the resolution structures, with the purpose the compilation of resolution plans, by
considering the adequacy of capital and structure of bank’s fundss as a ratio to the complexity
its organisational structure and risk profile.

* This law is pattially aligned with the EU Directive 2014,/59 (Banking Recovery and

Resolution Directive).
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*  Amendments to the Regulation “On core management principles of
banks and branches of foreign banks and the criteria for approving
their administrators", approved with the Decision No. 73, dated

6.12.2017 of the Supervisory Council of the Bank of Albania.

The reviewed Regulation aims the alignment with the recent requirements of
the European Union regulatory acts on good governance and the compliance
with the European Bank for Reconstruction and Development recommendations
provided in the project on the assessment of the relevant legal and regulatory
frameworks and supervisory practices of the Bank of Albania in place.

The amendments mainly consist in: definition of concepts: “risk appetite/
folerance” and “risk capacity”; and the requirements for the publication of
special statement on the bank's risk appetite/tolerance; requirements to draft a
special policy for appointing members of the bank’s steering council; additional
requirements for the risk management structure/unit and compliance unit;
requirements for additional requirements on the credit status of the administrator
proposed for approval; requirements to the bank to realise an analysis/
assessment on the adequacy of professional knowledge of the administrator that
is proposed fo be approved; and requirements that banks conduct a regular
re-assessment process of the administrators whenever deemed necessary,
depending on the circumstances, during the discharge of their functions af the
bank; etc.

®  Amendments to the Regulation “On internal audit system" (approved
with Decision No. 74, dated 6.12.2017 of the Supervisory Council
of the Bank of Albania).

The regulatory amendments aimed at the approximation with best practices
on internal audit and alignment with the amendments in the Regulation “On the
core management principles in banks and branches of foreign banks and the
criferia for the approval of their managers”. In particular, the amendments set
out the requirement to banks that the Head of Audit Committee be af the same
fime member of the Steering Council of the Bank, aiming at aligning it with the
best practices that ensure the inclusion of the Audit Committee in the decision-
taking process of the Steering Council and the limitation of risk for the expertise
of the audit committee to remain only within the Committee.

e Other legal acts

The Supervision Department contributed also to the working group to compile
the draftlaw “On payment services”, in the framework of the Bank of Albania’s
engagement fo align the legal framework with the European Directive on
Payment Services (PSD2)".

7 Payment Services Directive.

Bank of Albania
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5. LICENSING

As at end-2017, the structure of the banking and financial system in Albania
consisted in 16 banks, 31 non-bank financial insfitutions (NBFls), 426 foreign
exchange bureaus, 13 savings and loan associations and 1 union of savings
and loan associations.

Chart 1 Financial and banking sector structure and ownership

BANKING AND FINANCIAL SYSTEM

BANKS (16) NON-BANK FINANCIAL SIS0 e/ FOREIGN EXCHANGE
INSTITUTIONS (31) ASSOCIATIONS BUREAUS (426)
(1 UNION AND13 ASSOCIATIONS)
‘ ‘ Domestic private capital
(18) e . ! .
Foreign private ~ Foreign and domestic Do_mestlc private ca_plt_al Domestic private capital
capital (13) private capital (3) (1 union and 13 associations) (425)
State domestic
capital (2)
Foreign private capital
Foreign private (1)
capital (7)

Foreign and domestic
private capital (4)

Source: Bank of Albania.

Pursuant fo the Llaw “"On banks in the Republic of Albania”, the Bank of
Albania is vested with the power fo licence and supervise banks, nonbank
financial insfitutions, savings and loans associations and their unions, foreign
exchange bureaus and representative offices.

5.1 BANKS

During 2017, within the scope of the licensing function, the Bank of Albania

has taken some decisions on:

a)  preliminary approval of the fransfer of 100% ownership of the shares of
Veneto Banka sh.a., and the fransfer of the qualifying (indirect] holding
in the shareholder capital of Banka Credins sh.a.;

b]  preliminary approval for the opening of the subsidiary of the Banka
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Kombétare Tregtare sh.a. in the Republic of Kosovo, through the
fransformation of its branch there into a subsidiary;

preliminary approval for conducting additional financial activity of
intermediation in insurances by Banka Credins sh.a., Banka Infesa
Sanpaolo Albania sh.a. and Veneto Banka sh.a.;

approval of 36 administrators of banks, of which 16 members of
steering councils, & members ofaudit committees, and 14 executives.
approval of the expansion of the banking network with two new
branches, within the territory of the Republic of Albanio;

preliminary approval for the issuance of subordinated debt by Banka
Credins sh.a. and the settlement of the subordinated debt by the Banka
NBG Albania sh.a.:

approval of the amendments of the statute of Banka Infesa Sanpaolo
Albania sh.a., Banka Kombétare Tregtare sh.a., Banka Procredit sh.a.,
Banka Amerikane e Investimeve sh.a. and Veneto Banka sh.a.:
approval for the additional M-Banking Zing service by the Banka
Ndérkombétare Tregtare sh.a.

5.2 NON-BANK FINANCIAL INSTITUTIONS, MICROCREDIT
FINANCIAL INSTITUTIONS AND ELECTRONIC MONEY
INSTITUTIONS

During 2017, the Bank of Albania decided on:

al

b)

c)

d)

el

licencing three non-bank financial institutions, fo conduct the financial
activity of payments services and money transfer (Raea Financial Services
sh.p.k.), financial leasing (Mogo Albania sh.a.], and microcredit
financial institution (Kredo Financé sh.p.k.), respectively;

preliminary approval for the fransfer of the quota of the capital shares
of the non-bank financial institutions Omnifactor sh.p.k., Albanian
Financial Institution sh.p.k. and NOA sh.a.;

preliminary approval for conducting the insurance intermediation
activity by the nonbank financial institution Porsche leasing sh.p.k.
and payments services and money fransfer by the electronic money
institution Vodafone M-Pesa sh.p .k ;

preliminary approval of the administrator of the non-bank financial
institution Omnifactor sh.p.k. and of the microcredit financial institution
luteCredit Albania sh.a.

suspension of the licence of the microcredit financial institution Capital
Invest sh.a. and the electronic money institution Vodafone M-Pesa
sh.p.k. The microcredit financial institution Capital Invest sh.a. licence
refurned active affer the fermination of the suspension.

Bank of Albania
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5.3 SAVINGS AND LOAN ASSOCIATIONS AND UNIONS
OF SAVINGS AND LOAN ASSOCIATIONS

Within the scope of the licensing function the Bank of Albania’s decision-
making on savings and loan associations and unions of savings and loan
associations during 2017 consists on:

al

b

the approval of the managers of micro-credit institutions, in accordance
with the law “On savings and loan associations and their unions”
and of the Regulation “On licensing and activity of Savings And Loan
Associations and their Unions”. The approval was granted for 5 chairs
of Steering Councils of savings and loan associations, 6 heads of Audit
Committees of the savings and loan association, and 5 administrators
of savings and loan associations;

based on the legal and regulatory framework, in 2017, the
transformation was finalised for the Union of SLAs “Jehona” into the
Savings and Loan Association UniFin and the the licence was revoked
for the SLA NewCred as result of this process.

5.4 FOREIGN EXCHANGE BUREAUS

Within the scope of the licensing function the Bank of Albania’s decision-
making on foreign exchange bureaus consists in:

al

b)

licensing 39 new foreign exchange bureaus.
revoking the license of 41 foreign exchange bureaus due fo the
discontinuation of the activity.

Chart 2 Number of bank branches/agencies, over
years |
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The geographical distribution of bank branches/agencies include almost
the entire ferritory of Albania, while a great concentration of branches and
agencies is evidenced in Tirana (42%), where the population concentration is
greater as well (31%). Likewise, the distribution of bank branches/agencies by
prefectures is also in proportion with the population.

At the end-2017, 426 of foreign exchange bureaus conduct the activity
in the foreign exchange market. During the year, 39 new foreign exchange
bureau licences were granted, and 41 existing ones were revoked.

Chart 3 Geographical distribution of resident
population and of bank branchecs/agencies’
network, by region in 2017 (in %)

ousoyoIle

miNo. of FXB (left axis)
—Change by year [right axis)

—Population  —Bank branches/agencies

In compliance with the requirements laid down in the legal framework
in force, the non-bank financial institutions and electronic money insfitutions
may conduct the activity of payment and money transfer services and/or
funds allocation and repayment, in case of e-money institutions even through
agenfs. As at end-2017, the number of these entities’ agents was 7 14.

Table 3 Number of money transfer agents as at end-2017
Agents' con@ucTing ‘rhg activity of money fransfer on behalf of the non- 176 573 440
bank financial insfitution

Agents of electronic money insfitution - 265 265
Total 176 273 S 265 714
Source: Bank of Albania.
* The licence of Vodafone M-Pesa was s suspended as af end-2017.
** The number of AKdnvest agents has been reassessed, compared with the previous year,

including only the number of those that have a contract as agents.
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In the cafegory of Savings and loan Associations, no new licenses were
granted in 2017, while the reorganisation of Savings and loan Associations
was completed, through the transformation of the union of SLAs info Savings
and loan Associations. As at end 2017, there were 13 Savings and Loan
Associations and 1 Union of Savings and Loan Associations.

During 2017, structural changes in the ownership of banks and nonbank
financial insfituions consisted mainly in changes in the non-qualifying holding
in the shares/quota of their capital. Meanwhile these entities have nofified an
increase of their paid-in capifal.

Bank of Albania
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6. RISKS IN THE BANKING SYSTEM AND NON-
BANK FINANCIAL INSTITUTIONS

6.1 BANKING SYSTEM HIGHLIGHTS

The most important development of 2017 in the banking activity is the drop
of the non-performing loans ratio at 13.23%, with an annual decline of around
5 percentage points. This decline constitutes a consistent development towards
the improvement of the quality of the loans portfolio of the system over, at
least, the last three years. While lending activity has a moderated growth, the
highest impact in the improvement of the indicator of the loans quality comes
from the decrease of the value of non-performing loans by around 27.5 %.
This decrease was largely affected by the writing off of loans as well as by
the solutions given to some large groups of borrowers during the year by the

banks.

The stability of the banking system remains high under the circumstances when
the Capital Adequacy Ratio increased at 16.6% and the level of profitability of
the system remains relatively satisfactory when RoA and RoE are at 0.89% and
10.53%, respectively. likewise, the banking system has a high level of liquidity
with an indicator of 40% against the regulatory minimum of 20%.

Following are the main banking system highlights during 2017:

1. Credit outstanding in the banking system grew by around 0.15%,
against the increase by around 2.5% in the previous vyear;

2. Gross non-performing loans decreased by 5.04 percentage points,
standing aft 13.23% in December 2017, from 18.17% af the end of
2016; The value of non-performing loans decreased by ALl 30.17
billion during 2017, where an important impact came from the writing
off of loans by ALL 16.67 billion;

3. Provisioning level of non-performing loans remains high and increased
by 1.2 p.p. compared with the previous year, reaching 71.7%;

4. Banking system’s liquidity situation remains satisfactory. The liquidity
indicator stood at 40.79% at the end of 2017, almost at the same level
of end-2016.

5. Deposits in the system grew by around ALl 8.5 billion in 2017,
compared fo the growth of around ALL 59 billion in 2016.

6. The Capital Adequacy Ratio shows an annual growth of around 0.9
p.p. reaching 16.6% against the regulatory minimum of 12%.

7. Banking system’s profit was positive in 2017, at ALL 22.07 billion, or
AlLL 12.79 billion higher than in 2016. RoA and RoE were positive,
standing at 0.69% and 7.15%, respectively, deteriorating from the
previous year.

Bank of Albania
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6.2 CAPITAL OWNERSHIP STRUCTURE BY COUNTRY OF
ORIGIN

The shareholder capital of the banking system reached ALL 146.95 billion,
up by around ALL 10 billion, or 7.36% against the previous year. Foreign
capifal continues to dominate the capifal sfructure. At the end of 2017, it
accounted for around 88.38% of paid-in capital in the banking system, slightly
down by around 0.55 percentage point from end-2016.

Chart 5 Equity ownership structure by country of origin and performance

over fime
Equity structure by country of origin, 2017 Equity performance over fime by country of origin
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6.3 BANKING SYSTEM STRUCTURE

6.3.1 ASSET AND LIABILITY STRUCTURE

During 2017, banking system assets grew by around AlL 38.04 billion or
2.7%, compared to the ALL 89.16 billion or 6.76% growth a year earlier. The
loan portfolio grew by ALL 0.9 billion, or 0.15% during this year.

The banking system’s share in the economy, measured by the fofal assets ratio
to the Gross Domestic Product (GDP), continues to sfay high. This ratio increased
by 2.54 percentage points this year, standing at 92.50%. Meanwhile the loan
to Gross Domestic Product ratio fell due to the growth of GDP against the
decrease in the loan portfolio.

Bank of Albania @




Annual Supervision Report 20 .| 7

Table 4 Banking system tfotal assets and loan portfolio’s share in GDP

Total assets (in ALL billion) 886.30 990.60 1,120.20 1,187.98 1,234.32 1,293.72 1,318.13 1,407.29 1,445.33
Total assets/GDP (in %) 77.50  81.00 86.10 89.61 @1.13 Q1.56 ?1.33 95.05 92.50

Total loans/GDP (in % 39.30 40.10 40.00 43.58 41.88 4212 40.61 40.55 38.46
Source: Bank of Albania.

The fo||owing provicles the bonking system asset sfructure high|ights,
compared fo the same period in the previous year:
* Increase in treasury and interbank transactions by ALL 21.3 billion, or
4.6%, mainly arising from:
- the increase in transactions with other banks, credit institutions and other
financial institutions by ALL 30.9 billion or 14.5%;
- while a contrary impact came from the decrease Treasury bills
fransactions by ALL 3.98 billion (5.8%) and the decrease of fransactions
with the Central Bank by ALL 5.57 billion or 3.6%;
® Increase of client transactions (net) by ALL 74.18 billion or by 2.3%;
®  decrease of security fransactions with foreign insfitutions (net) by ALL
10.04 billion or 2.7%.
® increase in other assets by ALL 5.45 billion or 17%.
® increase in fixed assefs by ALL 2.24 million or 12.7%.

Table 5 Key banking system asset items

. Treasury and interbank 4486 ‘ 4604 4820

tronsochons

Of which: -
- Transactions with the central bank 149.6 11.3 36.1 155.4 11.0 3.9 149.8 10.6 (3.6)
- Thills 73.1 5.5 (28.0) 68.6 49 6.1) 65.5 4.7 (4.5)
- Transactions with other banks 205.0 15.6 16.2 213.4 15.2 4.1 244.3 17.4 14.5
2. Transactions with custfomers (net) 511.8 38.8 1.5 523.6 37.2 2.3 5427 38.6 2.3
3. Security Transactions (net) 311.3 23.6 ©6.1) 371.5 26.4 19.4 361.5 257 (2.7)
4. Other assets 29.1 2.2 0.2 32.1 2.3 10.5 37.6 2.7 17.0
5. Fixed assets 17.3 1.3 (5.3 17.6 1.3 1.5 19.8 1.4 12.7

Total assets 1,318.1 100.0 1.9 1,407.3 100.0 6.8 1,445.33 100.0 2.7

Source: Bank of Albania.
Note: ltems 1, 2, 3 in this table include accrued interest.
*/'n AlL bi//ion
*in % to total assets
***in % to a year earlier

The following provides the banking system’s liability structure highlights,
compared fo the previous year:
® increase in transactions with customers by ALl 7.93 billion or 0.7%.
This increase was mainly arising from the following:
- increase in private sector by ALL 10.6 billion or 0.93%,
- decrease in public administration by ALL 1.92 billion or 0.93%;
® Increase in permanent resources by ALL 11.74 billion or 7%;
® Increase in freasury and interbank transactions by ALL 14.31 billion or
22.9%, mainly driven by
- increase in freasury bills and other acceptable bills, by ALL 7.6 billion

Q Bank of Albania
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or 26.03%;
- increase of deposits with banks, financial institutions by ALL 2.3 billion
r12.16%;
- increase in current account by AlLL 2.87 billion or 53.93%;
- decrease in loans by ALL 1.88 billion or 30.48%;
® Increase in other liabilities by ALL 1.85 billion or 14%;

Table 6 Key banking system liability items

1.Treasury and interbank fransactions 49.5 3.8 (23.4) 62.5 26.3 76.8 22.9
2 Transactions with customers (gross) 1,100.3 83.5 3.3 1,157.8 82.3 52 1,1657 80.7 0.7
3. Other liabilities 9.6 0.7 (20.1) 13.2 0.9 37.7 15.0 1.0 14.0
4. Permanent resources 158.1 12.0 13.6 167.7 11.9 6.0 179.4 12.4 7.0
Total liabilities 1,318.1 100.0 1.9 1,407.3 100.0 6.8 11,4453 100.0 2.7

Source: Bank of Albania.
*in AlL billion

*in % to total liabilities
***in % fo a year earlier

During 2017, the share of offbalance sheet items in fofal assets increased
0 113.82%, from 102.62% at the end-2016. Table 7/ shows that the annual
growth during this year was driven by the growth in “commitments granted”
item. Foreign currency fransactions fell by ALL 8.3 billion, while the either items

were up. The commitments received have the main share in offbalance sheet
items, accounting for 84%, from 83.26% at the end of 2016.

Table 7 Change in offbalance sheet items compared to the previous year

TOTAL (86 8) [5 7) 1,423,481.0 20 7 1,566.8 78 4 1,645.2
Commitments granted (34.2) (17.1)  166,258.5 20.7 2.5 187.0 15.3 8.2 202.3
Of which: 0.0 0.0
- Financing (20.8)  (30.1)  48,197.5 102 211 58.4 (4.0) (6.9) 54.4
commitments

- Guarantees 1.7 4.2 42,891.9 (1.5) (3.4) 414 57 13.7 471
- Security commitments (15.1) (16.8) 75,169.1 12.0 16.0 87.2 13.7 15.7 100.8
Commitments received (31.0) (2.5) 1,203,893.5 (1.5) 0.1) 1,325.0 65.0 4.9 1,390.0
Of which: 0.0 0.0
- Financing commitments (18.7) 67.2) 9,088.8 3.1 34.3 15.2 3.9 (25.6) 11.3
- Guarantees (12.1) (1.0) 1,193,304.6 (4.3) 0.4) 1,308.7 69.1 5.3 1,377.8
Foreign currency (28.5)  (40.4) 42,1159 1.6 3.9 43.8 83 190 354
fransactions

Other commitments 7.6 522.9 Q.096.2 0.8 8.8 Q.9 0.7 7.4 Q.2
Commitments for

financial (0.7) (26.1) 2,116.9 (1.0) (44.9) 1.2 71 611.2 8.3
instruments

Source: Bank of Albania.
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6.3.2 CONCENTRATION

Concentration indicator, as measured by the Herfindahl index calculated
for total credit and assets registered the same level of 2016, while the deposit
index showed a slight increase. All three indicators result at low levels.

Table 8 Herfindahl* (H) Index of asset, deposit and loan concentration

Index H (assets 0.14 0.15 0.15 14 0.14 0.15 0.15
Index H ((deposits) 0.16 0.16 0.15 0.14 0.14 0.15 0.14 0.15
Index H (loans) 0.11 0.12 0.12 0.12 0.12 0.12 0.13 0.13

Source: Bank of Albania.

* The values of this indicator fluctuate between O and 1. Values closer to O show low levels of
concentration.

6.4 MANAGEMENT OF BANKING ACTIVITY RISKS

6.4.1 CREDIT RISK

6.4.1.1 Lending

Total loans grew by ALL 0.9 billion or by around 0.15%, over 2017, similarly
with the previous year where the trend of this portfolio was upwards. During this
year, credit portfolio has been increasing in Q1 and Q3. The highest growth
was reported in Q3 by ALL 10.4 billion. Meanwhile the other two quarters
registered a decrease in the credit portfolio. The highest fall was reported in
2017 Q4 by ALL 6.8 billion.

Table @ Quarterly credit growth in 2017
Guarely creditgrowh QI @l Q. Qv.
in ALL million 1,458.32 (4,132.87) 10,414.91 (6,821.03)

In % 0.24 (0.69) 1.74 (1.12)
Source: Bank of Albania.

In seven of the months of 2017, the monthly Chart & Monthly credit growth in 2017 fin %)

performance of credit was down, where the highest |

fall was reported in December, April and May by | 1227
ALl 5.72 billion (0.94%), ALL 2.5 billion (0.42%) - //\
and ALL 2.37 billion (0.40%), respectively. In the o_ooéf A — O-O‘;‘y
other months of the year was registered a growth of | os0% \_/ \ |
credit portfolio. The highest increase is reported in ! -1.00%'§
September, August and March by ALl 5.54 billion | 150 |
(0.92%), ALL 5.03 billion (0.84%) and AlLL 3.44 -2.00%}??w?n—g’??f’g“g“’Qr’g’ ’g*‘
billion (0.58%), respectively. The monthly average 3338y 8 Sy S 3

credit growth stood at 0.01% for 2016 | YNSNSEONNNSN

—Monthly credit performance
—Monthly average growth

Source: Bank of Albania. :

Q Bank of Albania
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Chart 7 Credit outstanding fo enterprises and
households as a percentage of total loans (in %)
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The analysis of credit by type of entity shows a higher concentration to the
private sector, around 65%, down by 2.1 percentage points, while lending
fo this secfor, during 2017, decreased by AlL 12.18 billion (-3%). Credit to
households and credit to public sector increased by ALL 9.33 billion (5.5%)
and ALL 3.76 billion (13.1%), respectively.

The share of loans in the domestic currency was up approximately by 2.18
percenfage points, standing af 43.56%. The credit portfolio composition by
borrower and respective currency” shows that around 58.4% of loans fo enterprises
are denominated in foreign currency. Within the credit portfolio in foreign currency,
euro loans accounted for around 20.46%, from 86.6% in 2016, while U.S.

Dollar loans accounted for around 9.48%, from 13.3% of the portfolio.

The share of foreign currency household loans in
fotal household loans stood at 43%. Within the foreign
currency credit portfolio fo households, the euro loans
accounted for 97.9% of the total loans, while the U.S.
20.0% loans accounted for only 1.7% of the total loans.

28.0%

By entity and purpose of use'® the analysis shows
that “overdraft” fo enferprises has the major share
in the fofal credit portfolio (23.3%), followed by
"investment for real estate” to households (20.1%):
loans for “investment in real estate”

£27 0%

26.0%

B

125.0%

Q[ Q7 "UN[ e—
Q07 doq ——

Z10¢ 2=Q

910z 1ow

m Credit fo enterprises (left)
— Credit to households (right)

o enferprises
(18.5%]; and by “other loans” to enterprises [15.5%).

In the meantime, in 2017, lending to enterprises
for “equipment purchase” reflects the highest growth
- (21.1%), followed by lending to households for
"consumption of non-durable goods" (14.8%). While

"overdraft” to households and “other loans” to enterprises showed the highest
fall by 15.9% and 4.4%, respectively.

Table 10 Llending by sector and purpose of use (in ALL billion and share of

each to total loans)

Total loans

Credit t o enferprises
Overdraft

Working capifal
Equipment purchase
Real estafe investments
Other loans

Credit to households
Overdraft
Non-durable goods
Durable goods

Real estate loans
Loans for other purposes

100.0
373 é 70.5 370 2 éQ 8 [O Q) 362 3 (2 2)
122.1 230 117.6 22.2 (3.7) 123.6 23 3 5.1
626 11.8 61.8 11.6 (1.3) 51.6 Q.7 (16.4)
4.9 0.9 5.9 1.1 21.1 6.9 1.3 17.2
@53 18.0 100.2 18.9 5.1 Q7.8 18.5 (2.4)
88.7 167 84.7 16.0 82.3 15.5 (2.8)
156.2  29.5 160.5 30.2 28 1715 324 6.9
Q.4 1.8 7.9 1.5 (15.9) 8.4 1.6 5.3
18.5 3.5 21.2 4.0 14.8 24.7 4.7 16.7
16.0 3.0 17.5 3.3 8.8 18.9 3.6 7.9
1024 19.3 103.9 19.6 1.5  106.5 20.1 2.5
9.8 1.9 Q.9 1.5 13.1 2.5 314

Source: Bank of Albania.
Note: Data in the table refer only to resident customers and do not include accrued interests.

9

Data do not include non-residents.
Data do not include non-residents.
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The structure of loans by term to maturity has changed, from the previous
year, showing a fall in the share of short and medium-term loans in favour of
longferm loans. As at end- 2017, longterm loans have the major share in the
total loan portfolio, followed by short and medium-erm loans.

Table 11 Structure of outstanding credit by term to maturity (in %)

Shortterm 34.0 33.7 33.9 33.1 . 30.6 30.5 30.6
Medium-term 17.9 17.9 18.3 44 4 20.7 20.3 19.2 18.7
Llongterm 481 48 4 47 .8 22.5 48.0 49.1 50.3 50.7

Source: Bank of Albania.

During 2017, the credit porifolio by currency shows that loans in foreign
currency continue to have the highest share in total loans by 56.4%, albeit the
frend has shifted from foreign currency loans to domestic currency loans, over
the year. At the end of 2017, the share of loans in domestic currency fo fofal
credit portfolio increased by 0.6 percentage points, compared fo the same
period in the previous year.

Table 12 Structure of outstanding credit by currency (in %)

37.0 37.6 39.2 . 41.6 429 42.9 43.6

Forelgn currency  63.0 62.4 60.8 58.6 58.5 57.1 57.1 56.4
Source: Bank of Albania.

Chart 8 Volume of credit outstanding by currency (in

—FX credit outstanding
—AlL credit outstanding
—Total credit outstanding

In 2017, the share of foreign currency loans unhedged against the exchange
rate risk fo total credit portfolio in foreign currency!!, similarly to the previous

year, decreased by 1.8 p.p. standing at 43.53%.

""" The credit unhedged against the exchange rate risk is defined in Bank of Albania's Regulation,
No. 62, dated 14.09.2011 “On credit risk management”, Article 4, paragraph 2, lefter c).

Q Bank of Albania
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Chart @ Share of foreign currency loans unhedged
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The structure of credit by sectfors of the economy'? for 2017 does not show
considerable changes on a year earlier. “Wholesale and refail trade” and
“Repair of vehicles and motorcycles” remain the most credited sectors of the
economy, sharing 22.6% in the portfolio, followed by “Processing industry”
and “Construction” sharing 10.2% and 8.7% in the portfolio, respectively.

Chart 10 Llending by branches of economy (in % to total credit)

Enterprises 370.3 69.8 364.3 68.6
Agriculture, Forestry, Fishing 52 1.0 54 1.0
Mining industry 7.2 1.4 7.7 1.5

Processing industry 590.6 11.2 54.1 10.2
Electr.igol energy, gas supply, steam and air 490 9.9 507 00
conditioning

V\/gfer supply, freatment and management activities of 02 00 072 00
residuals

Construction 47.0 8.8 46.4 8.7
Wholesale and refail frade; Repair of vehicles and 1258 037 1108 226
moforcycles

Transport and storage 7.0 1.3 7.8 1.5
Accommodation and food services 13.7 2.6 13.6 2.6
Information and communication 4.5 0.9 3.9 0.7
Financial and insurance activities 1.7 0.3 2.8 0.5
Real esfate activities 4.9 0.9 4.2 0.8
Professional, scientific and technical activities 0.9 0.2 0.8 0.2
Management and facilitating services 0.4 0.1 0.4 0.1

Publi; administration and defence; mandatory social 16 0.3 17 0.3
security

Education 5.6 1.1 57 1.1

Health and social work activities 2.8 0.5 3.8 0.7
Art, entertainment and relaxation 5.2 1.0 3.0 0.6
Other service activiies 24.3 4.6 28.1 5.3
Activities of households as employers;

undifferentiated goods- and services-producing 3.7 0.7 2.1 0.4
activities of households for own use

Activities of infernational organisations and bodies 0.1 0.0 0.2 0.0
Households 160.5 30.2 169.5 31.9

Note: Data in the fable re!er only fo resident customers and do not include accrued inferests.

Source: Bank of Albania.

6.4.1.2 Assets quality

As at end-2017, non-performing loans stood at ALl 79.5 billion, down
by ALL 30.18 billion, or 27.51% compared with the previous year. The non-

performing loans indicator declined by 5.04 p.p. in annual ferms, standing af

13.23% at end-2017.

12 Data do not include non-residents.
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Chart 11 Performance of non-performing loans

portfolio compared fo the previous quarter fin %) Chart 12 Outstanding NPLs in the banking system

B Non-performing loans growth =2 Outstanding non-performing loans [ALL million, lefi)
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Source: Bank of Albania.!

Net outstanding non-performing loans to total loan portfolio stood at 3.7%,
down by 1.6 percentage points from December 2016. This indicator shows
the high level of non-performing loans provisioning.

The qudlitative loan portfolio shows that standard loans grew by 1.65
percentage points and specialmention loans grew by 3.36 percentage points.
Meanwhile, the non-performing loans portfolio shows a decrease of the three
categories “substandard”, “doubtful” and “lost” by 1.4 p.p., 1.06 p.p. and
2.54 p.p., respectively.

Table 13 Share of credit outstanding by category (in %)

Standard loans  66.8  66.3 67.3 684 676 670 661 700 706 726 735 744 737 740 734 764 776 743 770 78.1

ﬁ)%“;fsic"menﬁon 95 95 85 81 85 90 90 73 66 65 60 75 70 61 54 53 50 102 82 87

Subsstandard 96 97 90 76 85 75 83 67 64 53 53 42 49 61 68 47 46 40 34 33
Dowbiful loans 6.2 53 40 43 35 42 45 42 46 48 45 40 45 39 41 33 23 22 25 22
Loss loans 79 92 111 116 119 123 121 118 118 107 107 99 100 99 104 102 106 93 88 7.7
Source: Bank of Albania.

loan loss provisions amounted to ALL 57 billion, down by around AlL
20.34 billion from the previous year. Nevertheless, the “loan loss provisions
fo non-performing loans” was 71.7%, around 1.2 percentage points higher.

The share of net non-performing loans to regulatory capital fell by 7.4
percentage points from the previous year, down to 15.7%, showing a significant
increase in the system's capability to cover with capital the losses that may rise
from loan deferioration. The improvement in this indicator was mainly due fo
the high decrease of non-performing loans by 30% and, to a lesser extent, by
the increase of regulafory capital by 2%.

@ Bank of Albania
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Chart 14 Net non-performing loans to regulatory

IINPL provisions (1) (in ALL million, leff)
B Non-performing loans (gross) (2) (in ALL million, left)
—Ratio (1)/(2) {in %, right)
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Source: Bank of Albania.!

Regarding the credit quality by type of borrower, the non-performing loans
indicator for enterprises decreased by 5.8 %, standing at 15.6%, while for
households it decreased by 2.5 percentage points compared to the previous
year, standing at /7.6%.

By currency, foreign currency non-performing loans portfolio had a larger

Chart 16 Outstanding non-performing loans by
currency
100,00 === =g========f--cz-mmsmmmnsonoooooo 40.0%

Chart 15 Credit outstanding to enterprises and
households
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[ Outstanding ALL non-performing loans (in ALL million)
I Outstanding FX non-performing loans (in ALL million)
—AlL non-performing loans/tofalin ALL loans {right)
——FX non-performing loans/totalin FX loans (right)

[ Enterprises non-performing loans (in ALL million), left

" Households non-performing loans (in ALL million), left
— Enterprises non-performing loans/Enterprises loans, right
~—— Households non-performing loans/Households loans, right

share by 14.7% (21.5% af the end of the previous year), compared with the
lek non-performing loans by 11.3% (13.7% at the end of the previous year).
Of the foreign currency loan portfolio unhedged against the exchange

Bank of Albania @




rate risk, foreign currency non-performing loans | Char 17 Quarterly performance of foreign currency
classified as unhedged against the exchange rate | NPLs unhedged against the exchange rate risk to

risk accounted for 14% or 5 percentage points | foreign gtégeir?;%hcéeg;ﬁg%%n%?egréﬂhedged :
lower than in December 2016. The indicator of ESOO’OOOT _______________________________________ P
foreign currency non-performing loans unhedged ! !
against the exchange rate risk is 38.5%, down | 200000}
by 8.9 percentage points from the end of 2016.

This decrease was attributable to the decrease of ! 100000
foreign currency non-performing loans by 8.9% and ' I
the decrease of foreign currency credit outstanding oE

unhedged against the exchange risk by 40.1%. ! <2

r20% |

I Outstanding FX NPLs unhedged against the exchange rate risk
The major share of the loan portfolio (76.7%) was _ . :
! lized by 5.5 i | [ FX NPLs unhedged against the exchange rate risk i
teraliz : rcent ints rrom i i
coflate O. €ad, up By perceniage poinis from a | —-FX NPLs unhec)l(ged against the exchange rafe risk/ |
year earlier. By type of collateral, the largest share of Outstanding FX NPLs unhedged against the exchange rate risk
loans in the system, around 54%, was collateralized © Source: Bank of Albania.!
by real estate. Loans to households had a higher rate

of collateralization with real estate at 63% compared fo loans fo enferprises af

46 %.

Table 14 Type of collateral by sector and currency (in %)

Real estate 56% 73% 42% 48% 47% 54%
Cash 4% 3% 1% 2% 2% 2%

Other collateral 5% Q% 42% 24% 28% 20%
Uncollateralized loan 35% 15% 15% 27% 22% 24%
Total 100% 100% 100% 100% 100% 100%

Source: Bank of Albania.

The Bank of Albania conducts sfress tests fo measure a bank's capital
resilience fo risks facing the banking activity. Analyses show that the current
level of the banking system capital is sufficient to withstand a relatively high
level of losses, which may arise from exposure fo credit risk. This ability of the
capifal to withstand any potential losses was constant in 2017.

Q Bank of Albania
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6.4.2 LIQUIDITY RISK

In 2017, the overall liquidity situation in the banking system was adequate,
showing a relafively low exposure to liquidity risk. The steady growth of
deposits, as the main financing confributor to banks” activity, the rather high
level of liquidity (twice higher) being calculated as a rafio of liquid assets to
shortterm liabilities, the low credit to deposits ratio and the ability of the system
fo generate liquidity in the event of materialisation of extraordinary situations
form an adequate framework for protection against liquidity risk.

liquidity indicators are significantly above the regulafory requirement set out
in Bank of Albania’s regulatory acts. In December 2017, the ratio of liquid
assets to shortterm liabilities in the banking system was 40.79%'°, up by 0.22
percentage point from the previous year, as a result of shortterm liabilities
reducing [-1.34%) faster than liquid assets [-0.8%).

In December 2017, the liquidity in foreign currency, increased at 32.1%'*
(from 31.4% in December 2016), owing fo the higher increase of liquid assefs
in foreign currency and the decrease of shortterm liabilities. The largest increase
in liquid assefs in foreign currency is due to the maturity of the "Investment
Securities" with a maturity up to 1 (one) month and the channelling of these
funds to "deposits with a residual term to maturity of up fo 7 days with banks or
financial institutions". Liquid assets in lek remain the main support of liquidity af
57 % of total liquid assets (58.2% of the total liquid assets in December 20106
and the level of the indicator in lek stood at 51.26% in December 2017,
almost unchanged from the previous year.

6.4.2.1 Banking system deposits'®

Cusfomer deposits remain the most important and stable source of financing
for the Albanian banking system, sharing 82.27% (December 2016) of total
liabilities. In December 2017, total value of deposits in the systfem amounted
ALL 1,162 billion, recording 0.74% annual growth from the previous year. The
share of the domestic currency to total deposits fell at 47.08%, from 47.2%
in December 2016. The maturity structure shifted to shortterm maturities, given
that the share of current accounts and demand deposits increased, whereas
time deposits shrank, driven by the continuous downward interest rates in the
market.

13" The minimum required level for this indicator, as laid down by the regulatory requirements, is
20%.

4" The minimum required level for this indicator in the Albanian lek and foreign currency, as laid
down by the regulatory requirements, is 15%.

15 "Deposits” refers to all sources from clients, including current accounts, time deposits, demand
deposits and other accounts, except when otherwise specified.

Bank of Albania
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6.4.2.2 Concentration of deposits

In December 2017, ten largest depositors accounted for 5.46% of total
banking system’s deposits, from 6.16% in December 2016. The other groups
of larger depositors show a similar confracting performance'®.

Households’ deposits remain the main base of banking system’s deposits,
sharing 83.24% in tofal deposits, down by around 0.19 percentage point,
from the previous year.

This behaviour is due to the combination of effects from market interest rates
with external factors. During this year, business accounts grew at higher rafes
than households” accounts (3.27% and 0.46% respectively).

6.4.2.3 loan to deposit ratio

The loan to deposit ratio in December 2017 was 51.55% (from 51.86%
in December 2016 and reflects a structure of assetliabilities that facilitates
liquidity management and provides potential lending incentives. During 2017,
the indicator fell slightly due to the different growth rates of credit portfolio
and total deposits (the latter increased more). This ratio has always showed
higher values in foreign currency, although during 2017, under the impact of

the above-stated factors, the respective ratio in foreign currency dropped from
57.6% to 54.98%.

6.4.2.4 Liquid assets of the banking system

During 2017, liquid assets fell by AlLL 3.52 billion, or 0.8%, mainly a result

of the maturity of the investment portfolio in banks' securifies.

Total liquid assets of the banking system amounted fo ALL 436.8 billion, in
December 2017. Government securities have the main share in their structure
(by 51.18%, from 51.37% in December 2016).

6.4.2.5 Other financial sources

Other financial sources in the banking system have a relatively low share
in total assefs, about 5.31%, expanding slightly during the year (December
2016, 4.43%). liabilities to financial insfituions and repurchasing agreements
had the main share in this item.

16 20 larger depositors: 7.54% in 2017, from 8.37% in 2016.
50 larger depositors: 10.83% in 2017, from 11.68% in 2016.
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6.4.2.6 Stress tests

Stress tests, which assume various scenarios of unpredictable events and
factors that may have a negative impact on liquidity, have shown that all banks
may successfully withstand such situations.

6.4.3 MARKET RISKS

The overall situation of the banking system exposure to market risks remained
at low levels during 2017. In the framework of market risks assessment, the
frading book and the banking book include the indicators (risk factors) of
exposure fo: change of interest rate in the banking book; exchange rate risk in
the balance sheet; the position risk (in specific terms, change of interest rates in
the fradable and placement portfolio) and the capital buffers to cover potential
losses from these risks.

Capital requirement for market risk af the system level constitutes only 1.25%
of the fotal capital requirement. This exposure mainly arises from the exchange
rate risk as the frading portfolio is af low levels.

Market risk originating from exposure to interest rafe risk - measured as the
change of exposure value in the banking book after the standard shock in
the interest rate fo regulafory capital - stood at safisfactory rafes, reflecting a
balanced structure of repriced assets and liabilities in the banking system. In
December 2017, the value of this indicator was 3.34%, compared to (4.54%)
in December 2016, Certain banks show change from the average, albeit
within limits and far from the regulafory bounds, as a result of the average
maturity of the loan portfolio and investments in securities.

Market risks originating from the exchange rafe, assessed from the dynamic
of open position in foreign currencies, continues to be low and this behaviour
dominated throughout the annual period. In December 2016, banking system’s
exposure fo exchange rafe risk was “long”, at ALl 9.5 billion, accounting for
6.68% of the banks' regulatory capital'®. These levels are assessed as far
lower compared fo the regulatory limit of 30%. Referring to individual banks,
two banks are exposed above the system indicators. This position is due fo the
structure of the balance sheet.

Market risk in the trading portfolio for the banking system is rather low
showing a downward dynamic, and was assessed as such throughout the

analysed annual performance. Trading portfolio at system level appears rather
low to total assets (0.6% in December 2017, from 1.1% in December 2016).

17" The minimum required level for this indicator, as laid down by the regulatory requirements, is
20%.
'8 The minimum required level for this indicator, as laid down by the regulatory requirements, is

30%.
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Market risk, originating from inferest rafes in non-resident frading portfolio of
placement (non-resident portfolio of placement bears market risk factors), is
assessed as low against total assets.

Stress fests for the exchange rafe risk, using various shock scenarios from the
exchange rate, show that both the banking system as a whole and individual
banks will withstand successfully such situations.

6.4.4 OPERATIONAL RISK

Exposure of the banking system to operational risk, in absolute gross value,
increased from the previous year. Measured in relation to the regulatory capital
of the system, this loss results at 9.61% versus 7.41% in the previous year. The
increase was largely influenced by a single external fraud event, focused on
the total of losses in the "Retail Banking Activity". While gross operational losses
were up by 25%, the total number of occurred events fell by 38% in 2017
compared to 2016. However, this added value of losses has a low financial
impact on banks since the events occurred are covered at adequate level by
insurance confracts, thus fransferring the major part of the risk fo insurance
insfitutions.

A specific feature of the developments during the year was the increased
affention of banks in the management of operational risk. As a result of the
improvement of day-to-day processes, potential issues were identified early and
addressed in due time, positively confributing to the decrease of the events.

6.4.4.1 Information Technology

Continuous changes in information technology and the more diverse issues
arising from the use of technology have confributed fo greater affention and
more investments in information security at banks. Special attention is given
fo increasing information security and continuous risk monitoring related to it.
During 2017, a large part of these investments targefed cyber security, in line
with the infernational frend of information technology. In this framework, during
2017, a SWIFT project (Client Security Program) was launched and aimed to
increase the security of the information (payments) which are channelled and
processed through this platform. The drafting and on-site implementation of
business continuity plans in extraordinary events had an important impact on the
reduction of information fechnology risk. Banks have increased their awareness
regarding business continuity not only in natural or major disasters but also in
the various incidents that may occur during work, especially in the incidents
related fo information security. The policies and procedures framework related
to ICT has been continuously improving; however, due to the broad spectrum
of activities it covers and the dynamic developments in this field, its completfion
and improvement remains a confinuous process.

Bank of Albania
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6.4.5 REPUTATIONAL RISK

Reputational risk, the risk that may hamper banks and financial institutions
immediately, has the following key assessment elements: reasonable doubits
about the involvement or use of financial institutions for money laundering /
ferrorist financing; lack of transparency with clients; failure to comply with
working conditions contractual terms, efc.

During 2017, banks and financial institutions have made positive efforts in
ferms of anti-money laundering and terrorism financing. In particular, banks
have in place adequate structures and systems in this regard and have increased
the effectiveness of preventive measures on money laundering and terrorism
financing, driving to higher number and quality of suspicious activity reports.
Yet, given the wide span of banking services and the development of electronic
products that allow transactions to be carried out remotely, certain elements
may take advantage of loopholes to perform or conceal illegal transactions.
In this view, notwithstanding the above-stated efforts, there is always room to
improve the control and analyses systems, with a view to increasing attention
and identifying possible schemes used for money laundering and terrorism
financing. Throughout the inspections carried out by the supervisory authority,
concrefe recommendations have been issued, and supervisory measures have
been taken in certain cases.

Overall, onssite inspections carried out at banks during 2017, have found
adequate compliance with legal and regulatory obligations, as well as
effective management of risks of money laundering / terrorism financing. Thus,
the institutions have:

*  Drafted and implemented appropriate policies and procedures;
e Built adequate structures;

®  Developed centralized systems and their functioning;

®  Implemented internal audit systems;

®  Drofted and implemented fraining programs;

[ ]

Complied with reporting requirements, the quality of suspicious activity
reports (SARs) and the analysis of complex and unusual fransactions that
have been or are being attempted to be carried out; efc.

By decision of Supervisory Council of the Bank of Albania No 22, dafed
05.04.2017, among others, in the framework of improving the riskbased
supervision process, several important amendments were approved to
the Regulation No 44, dated 10.06.2009, for all institutions subject to its
jurisdiction (banks, non-bank financial institutions, savings and loan associations,
their unions and foreign exchange bureaus| regarding anti-money laundering
and financing of terrorism.

The amendments consist in additional requirements for financial institutions
for reporting qualitative and quantitative data, according to a standardised
form, on annual basis (including a questionnaire). The amendments, in addition
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to the problems identified in the implementation of the applicable legal and
regulatory framework, aimed fo address the implementation of international
standards and recommendations provided in the fourth round of Albania’s
evaluation by Moneyval's experts.

In this context, cerfain reporting obligations were set, which consist in
reporting qualitative and quantitative information, mainly on:

e Classification of clients based on risk;

e classification of transfers based on risk;

*  number of reported SARs and the relevant analysis;

®  responsible structure;

®  training;

®  problems identified by internal audits;

e infernal risk assessment for AML/CTF: efc.

This framework was complefed at the beginning of July 2017 with the
compilation and approval of a methodology for off-site examination dedicated
fo the antirmoney laundering and financing of terrorism (AML/F+CFT) risk,
accompanied with a matrix of risk assessment in this field. The AML/CFT risk
assessment methodology is an important instrument to support the risk-based
approach of supervision processes and allows for a general judgement
regarding the level of this risk (Low, Medium, High). This assessment further
serves as a good basis for designing the priority of supervision and resources,
with focus on high risk subjects and activities.

Based on dafa reports for 2016, the Bank of Albania, for the first time,
performed the evaluation of this risk exposure of the institutions, and currently
has consolidated it with the analyses for the data of 2017. The results of this
evaluation shall serve fo the supervisory process, focusing on institutions and

activities that pose high risk in terms of AML/CFT

The analyses carried out for 2017, in accordance with this methodology,
showed the following results:

The evaluation system of the risk of money laundering and financing of
terrorism (ML/FT) consists in the integration of the evaluation on the quantity
of risk and the evaluation on the risk management quality, to provide a final

evaluation. Sixty financial institutions were subject of the evaluation (16 banks,
31 NBFls and 13 SlAs).

The integrated evaluation showed: medium risk for 31 insfitutions (12
banks, 13 NBFIS and 6 SlAs); and high risk for 29 institutions (4 banks, 18
NBFls and 7 SLASs), of which, 20 institutions {1 bank, 12 NBFls and 7 SLAs)

were automatically evaluated with high risk due to non-reporting.
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ToEle 15 Integrated evaluations of money laundering and terrorism financing
ris

: High  Medium low  High Medium low High  Medium low  High  Medium
Evaluation

Risk Risk Risk Risk Risk Risk Risk Risk Risk Risk Risk

Infegrafed evaluation 29 31 - 4 12 - 18 13 - 7 6
Source: Bank of Albania.

Low Risk

The integrated evaluation of transfers by institutions (23 fofal institutions,
of which: 16 banks and 7 NBFls) was an integrated part of risk evaluation
for AML/CFT. The integrated evaluation of transfers consists in the integration
of two evaluations: evaluation of outgoing and incoming fransfers, both in
Albania and abroad; and the evaluation of the value of incoming and outgoing
transfers, both in Albania and abroad.

The integrated evaluation of transfers, showed: low risk (L) for 3 institutions
(3 NBFls); averagely low risk for (Al) for 2 institutions (2 banks); averagely high
risk (AH) for 4 institutions (4 banks); and high risk (H) for 14 insfitutions {10
banks and 4 NBFls).

Table 16 Integrated evaluation of transfers for money laundering and terrorism
financing risk

Assessment L: Al: AH: H: L: Al: AH: H: L: Al: AH: H:

Integrated evaluation of transfers 3 2 4 14 = 2 4 10 8 - - 4
Source: Bank of Albania.

For this year also, the level of risks identified during the supervision process,
based on the selfevaluation document of AML/CTF risk conducted by the
institutions, is estimated as below:

- low risk level for new products and services as a result of providing
fraditional products/services;

- low risk level for new technologies as a result of limitations of the amount
(infernet banking and prepaid cards;

- low risk level, for relations with wellknown and international
correspondent banks;

- Moderate level of geographic risk, especially for Internetrelated
fransfers:

- Moderate risk level, due to strong controls by parent banks, as a result
of the participation of infernational reputable groups.

- Moderate level for some cases of shoricomings regarding the
identification of the beneficiary.

In supervising this risk, the Bank of Albania has also closely cooperated with
the responsible authority, the General Directorate for the Prevention of Money
Llaundering, through conducting joint inspections, exchanging information,
coordinating administrative measures, coordinating reporting to international
organizations, etc. as well as with the Ministry for Europe and Foreign Affairs
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through the distribution to licensed institutions, of UN Security Council resolutions
and Council of Ministers' decisions on sanctioning and updating the list of
terrorist financiers.

In 2017, the supervision was mainly focused on areas such as:

Policies and procedures;

Centralized structures and systems;

Identification of the beneficial owner and the ownership structure of the
client:

Quality of suspicious activity reports (SAR) and the analysis of complex
and unusual transactions that have been or are being attempted fo be
carried out:

Categorizing clients and transactions according to the risk level;
Implementation of legal obligations;

Infernal audit sysfems.

Fffective management of risks arising from money laundering/ferrorism
financing.

Types of problems identified during on-site inspections on AML/CTF in banks

on Due Diligence and Enhanced Due Diligence, mainly related to:

Justification of transactions conducted for the bank’s employees;
Discrepancy of bank data with the profile of the client and his activity;
Provision of documents that prove the source of funds, which are mainly
in the form of statement for cash transactions by clients in individual and
business accounfs;

Updating the information for companies with valid identification
documents:

Possession of documentation and information about the relationships
among some companies that cary ouf incoming fransfers at high
amounts in their accounts:

Accurate identification of the ownership structure when establishing a
business relationship with companies with bearer shares, when legally
valid documents are not used and possible changes in the ownership
structure are not monifored on on-going basis;

Completion of dafa on business clients in the system, classification of
clients by risk, when deficiencies were identified, in breach of the Law
on ALM/CTF

The due diligence and enhanced due diligence processes for the
approval practices of deciding the relationships with international
financial institutions, the measures for the implementation of the internal
framework of the bank by the responsible structures on anfi-money
laundering issues;

Inclusion of all the banks" employees in the AML training process;
special focus by the internal audit regarding the observation by the
bank of the applicable legal framework and the regulatory framework
of the Bank of Albania on these issues:

Review of lending practices to prevent the use of credit in criminal
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activities.

Types of problems identified during the on-site inspections on AML/CTF
in non-bank financial institutions and savings and loan associations on Due
Diligence and Enhanced Due Diligence, mainly related to:

- Definition in the regulation of the person responsible for AML issues af

the head office and branches.

- Definition in the regulation of the preventive measures regarding the

enhanced due diligence (with high risk)

- The assignment of a responsible person as the “Administrator” and its

report fo the Bank of Albania and DGAML, in compliance with Article
8, paragraph 2 and paragraph 4 of the Regulation No. 44, dated
10.06.2009 of the Bank of Albania “On the prevention of money
laundering and financing of terrorism”,

- The compilation of an annual training plan and the fraining of employees;

- Collection and the correction of the information on the source of funds

of the client;

- Improvement of the centralised sysfem for the collection and analysing

of data regarding the idenfification and the measuring of risk, by
establishing a risk profile for each member.

Transparency and publication of information by licensed institutions have
been at the attention of the supervisory authority during 2017 in order to
guarantee fransparency vis-avis the client as an important element of public
confidence in the financial system in Albania.

Compliance with obligations of banks to report to the Bank of Albania was
subject to analyses and monitoring with regard fo the implementation of the
regulatory framework on fransparency and issues relating to fully reporting or
publishing the working conditions on the banks’ website. Banks' behaviour and
measures relafing to public fransparency and disclosure of financial information
have been consistently and cautiously examined through on-site and off-site
supervision. The esfablishment of requirements on the confent and manner of
disclosure of pre-contractual and contractual information to the borrower, before
and during the extension of mortgage loans to households, and the regulation
of consumer loans have been af the focus during the day-to-day implementation
of legal and regulatory requirements.

In the framework of the underfaken measures, the banking sector's
commitment on matters of fransparency and disclosure of information improved.
Nevertheless, from onsite inspections, issues remain for the financial system to
address, mostly related fo:

- providing the customer with the amortization plan

- unifying the NEI's value in consumer credit documentation and making
this indicator more fransparent to customers;

- personalizing NEI's value in pre-contractual information on overdraft
credit, personalizing pre-contractual information on consumer credit of
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the credit card and clarifying the base rate for calculating NEI;

- focusing on fransparency issues during branch examinations;

- drafting a policy on fransparency based on the Regulation No. 59,
dated 29.08.2008, "On transparency of banking and financial
products and services', as amended;

- drafting an infernal methodology for calculating interest rates on loans
pursuant fo Arficle 5, paragraph 8 of Regulation No. 59, dated
29.08.2008, "On transparency of banking and financial products and
services', as amended:

- reviewing all cases when penalties were applied for delinquent days on
a higher interest rate than that foreseen in the contract, reimbursement of
customers resulting in loss from this error and taking measures to prevent
the same phenomenon from happening;

- updating credit and deposit confracts with the elements sef forth in
Regulation no. 59, dated 29.08.2008, "On Transparency for Banking
and Financial Products and Services", as amended:

- maintaining data on cusfomer complaints pursuant o Article 12,
paragraph 3 and 4 of regulation no. 59 of the Bank of Albania efc.

During 2017, as mentioned above, an external examination was conducted
on the minimum requirements for the publication of financial reports by banks
and branches of foreign banks by quarter. In spite of the positive developments
in the banking system, regarding the applicability of the Bank of Albania
regulatory requirements on publications, during 2017, shortcomings were also
noted for which the Supervision Department has token appropriate measures
for banks to fix them. The shortcomings identified during the publication of
information consist in:

- risk mitigation techniques

- bank's financial situation

- main confractual peculiarifies of capifal instruments, particularly in the

case of subordinated debt instruments

- sfandard approach for the bank's capital adequacy assessment

- summary information on credit risk

- each exposure category

- counterparty credit risk

- investments in shares included in the banking book

- liquidity risk

- accounting policies.

Treatment of customers’ complaint is a crucial matter in the framework of
fransparency and consumer protection in the financial sector. During 2017,
a fotal of 124 complaints / requests / letters were received from individuals,
businesses, natural persons and state institutions. About 95% of the complaints
fall outside the realm of competence of the Bank of Albania. The charts below
provide stfatistical data on the addressed complaints:

Bank of Albania

201/



201/

Annual Supervision Report

Chart 18 Number of complaints handled by the

Bank of Albania over the years

Source: Bank of Albania.!

Chart 20 Share of complaints by segment of
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As shown below, credit products accounts for the largest share by 53%.

Chart 19 Share of complaints by segment of
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Source: Bank of Albania.:

Some information related to the typology of claims, the manner of their
drafting and the necessary documentation is provided in the following link on

Bank of Albania’s website:

https: / /www.bankofalbania.org/ Supervision/Handling_complaints/
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6.4.6 PROFITABILITY
6.4.6.1 Net result and its structure

The financial result was positive in 2017, ot ALL 22.07 billion or ALL 12.79
billion higher than in 2016.

The first quarter contributed most to the financial result for 2017, by a nef
financial result around ALL 6.04 billion, trending slightly downward in the next
quarters. This was mainly due to the increase in expenditures for provisions
and for banking activity during the last quarters of the year. As a result of
the significant increase in net result from other activities and the decrease in
provision expenses, the profit for 2017 was higher than that of the previous
year, even though net inferest income declined.

The net result did not fluctuate significantly during 2017; it grew consfantly
throughout the months of the year, recording the highest growth in March by
AlL 3.29 billion.

6.4.6.2 PROFITABILITY INDICATORS

Due fo the higher positive financial result than in the previous year, the main
profitability ratios, Return on Average Assefs (RoAA) and Refurn on Average
Equity (RoAE), increased significantly in 2017. At the end of 2017, RoAA was
1.56 per cent and RoAE was 15.71 per cent compared to 0.69 per cent and
7 .15 per cent, respectively at the end of 2016

Table 17 Main profitability indicators (in %, cumulative)

0.69 0.89 0.88 0.54 0.25 0.33 0.42

RoAE 15.71 715 13.16 10.53 10.38 6.43 2.93 3.78 4.79
Source: Bank of Albania.

The next two tables show the banking system profitability by main activity
and the dynamics of the equilibrium between the collection of inferest-paying
liabilities and investment in income-eaming assets.

Table 18 Profitability indicators from the main activity (in %, cumulative)

Inferest income/average earning
assefs (1)

Inferest expenses/average
eaming assets [2) 0.6 1.0 1.3 2.10 1.22 3.42 3.61 3.72 3.72

Net Interest Margin (NIMJ[(T)
-(2)]
Source: Bank of Albania.

3.2 4.2 4.4 4.18 1.99 3.89 3.78 4.01 4.04
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During 2017, banking activity based on interesteamning instruments was
lower compared fo the previous year. The negative result was due to interest
income fo average assefs declining faster than interest expenses fo average
assets.

Table 19 Average profitability rafios (in ALL million)

Averoge eaming assefs (1) 1,145,687.3 1,136,912.3 1,125,051.5 1,121,035.2 1,107,966.5 1,094,642.5
Average paying liabilities (2) 1,317,211.1 1,313,686.8 1,165,305.5 1,127,618.1 1,119,565.7 1,116,190.0
AAverage assets (3) 1,413,877.0 1,403,702.8 1,347,001.9 1,326,177.5 1,312,711.6 1,305,607.5
(1) /(3) 81.03% 80.99% 83.52% 84.53% 84.40% 83.84%
2) / (3) 93.16% 93.59% 86.51% 85.03% 85.29% 85.49%

Source: Bank of Albania.

At end-2017, the ratio of average income-earning assefs to average assets
fell by 2.49 percentage points (from 83.52% to 81.03%), compared to end of
the previous year, driven most by the average assefs increasing faster (4.97%
or AlL 66.92 billion) than average income-eaming assets (2.69% or ALL 29.96
billion). The average expense-bearing liabilities to average assets increased
by 6.65 percentage points (from 86.51% to 93.16%], compared to end of
the previous year, driven by the average expense-bearing liabilities increasing

faster [ALL 197.64 billion or 17.7%) than average asses.

The system efficiency indicator at the end of 2017 increased by 4.1
percenfage poinfs from the previous year as operating income dropped AlL
3.61 billion or 6.7%, while operating costs rose ALL 0.38 billion or 1.31%.

Table 20 Performance of efficiency indicator in ALL million

SXF;Z;"S“G”S@’(” 20,5307 29,143.1 139447 28,530.1 13,4863 27,0017 12,9635 262232 12,6609 25930.6 12,2647
%pe“’””g INCOME 5/ 1855 57799.8 28098.5 499950 25267.0 43,6597 20,0961 449743 22,3263 39,328.6 17.277.2
[E]H)‘;i(‘;’]‘cy rafio 54.5% 50% 50% 57% 53% 62% 65% 58% 57% 66% 71%

Source: Bank of Albania.

6.4.7 CAPITAL ADEQUACY RATIO
6.4.7.1 Shareholders’ equity
As at end-2017, the shareholder's equity of the banking systfem amounted

fo ALL 146.95 billion, up ALL 10.47 billion (or 7.67%), y-oy, compared to the
higher increase, ALL 11.3 billion {2.01%), in 2016.
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Shareholder's equity decreased in 2017 Q2
[-1.04%). The growth during the rest of the year
ranged between 2.07 and 3.78%. It grew most in

the third quarter, and less in the first quarter.

The paid in capital provided the largest material
confribution to shareholders’ equity growth, up by
around ALL 5.29 billion (or 4.3%) and the fall of the
revaluation surplus down by around AlL 6.99 billion
[or 147.60%) compared to the same period a year
earlier. These developments are positive indicators
for sustaining the banking activity with the necessary

sources of income generated by banks.

Chart 22 Shareholder’s equity
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Table 21 Shareholders’ equity structure and its components’ performance

Shareholders’ equity 146,953.0  100.0
Paid-in capital 128,713.8 87.6
Share premium 6,479.8 4.4

Reserve 12,918.5 8.8

Revaluation difference (2,255.5) (1.5)
Earnings/refaired loss (20,977.5)  (14.3)
Earnings/loss for the period ~ 22,073.8 15.0

Source: Bank of Albania.

6.4.7.2 Capital adequacy ratio

Against the minimum regulatory benchmark of
12%!°, the Capital Adequacy Ratio (CAR), as a key
supervision indicafor stood at 16.6% at end-2017.
This indicator was up by 0.58 percentage point,
compared to end-2016, and 0.74 percentage

point compared to end-2015.

6.4.7.2.1 Regulatory capital

The banking system's regulatory capital totalled
AlL 143.14 billion, up by ALL 0.8 billion {0.56%)

compared fo 2016.
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Banking sysfem’s core capital is the main component of the regulatory
capital of the system, accounting for 91.07%, up by 2.93 percentage pointfs,
compared fo the previous year, hence providing evidence for a qualitatively
sound and stable regulatory capital.

Supplementary capital of the system, which consists mainly of the subordinated

debt, was AlLL 12.78 billion, from ALL 16.97 billion at end-2016.

6.4.7.2.2 Total risk-weighted assets and off-balance sheet items

Total risk-weighted assets and off-balance sheet items fell compared to the
previous year, by ALL 26.14 billion or 2.94%. Capital requirement for credit
risk by 83.6% has the highest share in tofal risk-weighted assets and off-balance
sheet items, followed by the capital requirement for operational risk by 9.65%
and capital requirement for market risk by 1.66%. The additional element of the
package of measures for actions with non-esidents in the total of risk weighted
assefs accounts for 5.03% of the total.

6.5 NON-BANK FINANCIAL INSTITUTIONS AND SAVINGS
AND LOAN ASSOCIATIONS

6.5.1 NON-BANK FINANCIAL INSTITUTIONS
6.5.1.1 Overview
In December 2017, there were 31 non-bank financial instfitutions, up by 3

institutions, compared to December 2016. Table 20 shows their categorization
according fo the financial activities for which they are licensed.
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Table 22 Activity of non-bank financial ins’ritutions

Financial Union Tirana

FIRST ALBANIAN FINANCIAL
DEVELOPMENT COMPANY — FAF SH.A.
AKANVEST

Fondi Besa

NOA

Easypay

Posta Shqjiptare

2 << =<
<
<

NO 0w N

Tranist
M-Pay

Platinium Investment \

= < < < <

Raiffeisen Leasing
FIN - AL N
Llandeslease

Porshe Leasing

Albania Leasing

Crimson Finance Fund Albania (CFFA)

Mogo Albania

AGRO & SOCIAL FUND SH.P K.

Capital Invest

Micro Credit Albania N
21 lutecredit Albania

22 Agro Partner

23  Kredo Finance

24 Albanian Facforing Services

25  Omnifactor

26  Tirana Factoring & lease \
27 Albanian Financial Institution N N
28  Kastrati

29 Pay &Go

30  RAEA FINANCIAL SERVICES SH.P.K.

31  Vodafone M-Pesa
Source: Bank of Albania.

— === === 90w
< <2< << <

O 0O NO 0w — O

N
o
< < < < <

L << =<

= < =< =<
=
<_

6.5.1.2 Assets of non-bank financial institutions

Tofal assets for non-bank financial institutions in December 2017 reached
AlL 38.15 billion, increasing by ALL 3.14 billion or 8.97%. Non-bank financial
institutions' assets account for about 2.6% of fotal banking sysfem assets, almost
unchanged from the previous year.

Table 23 Total assets of NBFls, (in ALL billion)
______

Total assets of NBFls* 35.01 35.21 5.10 36.32
Source: Bank of Albania.

*The tofal of NFBI's assets does not include data for Albanian Post Office (Posta Shqiptare) as
its balance sheets presents data for other non-financial activities as well.

@ Bank of Albania
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Credit porffolio accounts for the main share in the assets” structure of non-
bank financial institutions by about 57.10%. The rest of the assefs are oriented
towards liquid assets (17.4%), variable-income securities (12.7%).

NBFls are mostly financed through borrowing (52.7% of liability) and own
capifal (39.2% of liability). Loans consist of loans from other financial institutions
- non-residents {38%), domestic - banks (36.7%) and other resident sources?°

(13.5%).

In 2017, most NBFls were well capifalised.

6.5.1.3 Outstanding loan portfolio developments and activity volume

At the end of 2017, the gross portfolio of NBFls reached ALL 24.21 billion,
up by ALL 3.33 billion (or 15.9%) compared to the previous year. Credit
institutions have the biggest confribution to this growth, by about ALl 2.82

billion (or 20.0%). The portfolio of factoring and leasing insfitutions, this year,
increased by ALL 54.88 and ALL 453.66 million, respectively.

Table 24 NBFls' loan portfolio, net and gross, December 2016-December
2017, in ALL billion

Total loan portfolio of NBFls (nef) 19.26 19.69 20.14 20.85 21.78

Total loan portfolio of NBFls (gross) 20.89* 2146  21.92 22.82 24.21
Source: Bank of Albania.

* The change in value compared fo the 2016 report is a result of accurate reporting by the entities

The major part of the NBFls loan portfolio consists of credit and microcredit
institutions (69.8%), followed by the portfolio of leasing institutions (27.1%)
and the portfolio of factoring insfitutions (3.1%). The loan portfolio for these
institutions accounts for 4.1% of the banking system's portfolio.

Table 25 Gross portfolio by activity, December 2016- December 2017
~ Toil all bln) December ‘16

~ Total fall bin) December 17
Lending 13.46 15.55
Financial leasing 6.10 6.56
Microcredit 0.63 1.35
Factoring 0.69 0.74
Gross Portfolio 20.89 24.21

Source: Bank of Albania.

At the end of 2017, the activities of lending and financial leasing insfitutions
remain  business-oriented, by about 78.8% and 83.9%, respectively.
Meanwhile, the factoring portfolio is entirely carried out for business purposes,
oriented towards the "other" sectors (57.20%).

20 Albanian Government or funding from related parties.
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The most financed sectors are "trade, repair of motor vehicles and household
goods" (25.6%), "other" (22.4%) and "agriculture, hunting and silviculture"
(19.3%). Meanwhile, for the financial leasing activity, in addition to the "trade,
repair of motor vehicles and household goods" and "other" sectors, which
account for 17.3% and 16.8% of the activity, the other most funded sector is
"real estafe, renting, efc. ", which accounts about 16.4% of this activity.

The total NBFls portfolio is oriented foward financing in local currency (67%)

and midterm maturity (72.5%).

With regard fo the object of financing, the leasing portfolio is dominated by
financing for personal transport vehicles [55.1%) and work transport vehicles
(26.1%). Compared to December 2016, the portfolio reached ALl 453.66
million, driven by fransport vehicles for personal and work purposes.

Table 26 Financial leasing portfolio, by funded institution, December 2017
leasing  NewEquipmen' Used Equipment Toial December 17 [ALL min]-

Personal transportation vehicles 2,375.92 1,241.20 3,617.12
Work fransportation vehicles 1,122.03 504.46 1,716.49
Work equipment/ production lines 675.05 248.56 923.61
Real estate 36.32 Q4.25 130.56
Other 81.02 Q5.46 176.48
Total 4,290.33 2,273.92 6,564.26

Source: Bank of Albania.

The balance of factoring activity amounted at ALL 744.56 million at the end
of 2017, up by ALL 54.88 million from the previous year.

The annual circulation of the factoring portfolio is realized in the domestic
market at 98.9% and for guaranteed financing (98%).

Table 27 Annual factoring volume and balance in December 2017
Fodoing  December2017
-~ (Cicdaion  Ousianding porfolio

No. of invoices Value (ALL min) Value (ALL min)

Total 1,292 3,117.79 744 .56
Source: Bank of Albania.

At the end of 2017, the ratio of non-performing loans for non-bank financial
institutions was largely unchanged from the previous year, though there was
fluctuation (increase by about 0.1 pp).This result was influenced by the higher
increase in non-performing loans by 16.6% (or ALL 412.28 million), despite the
growth of the gross loan portfolio, which grew by about 15.9%, in this period.

Table 28 Indicators of loan portfolio quality for December 2017 (in per cent

Non-performing loans/

11.92 12.63 12.44 12.54 11.98
outstanding loans (gross)
Non-performing loans/
oufstanding loans (nef) 5.65 20l 271 0 242

Source: Bank of Albania.
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Regarding the payment services activity provided by non-bank financial
institutions, in 2017 incoming transfers and outgoing payments (in terms of
both volume and value) have increased. Their activity is as follows:

Table 29 Volume of annual fransfers and payments 20177!

Outgoing transfers 672,716 18,008.05
Incoming transfers 3,210,963 112,914.47
Outgoing payments 1,841,612 5,029.44

Source: Bank of Albania.

6.5. 1.4 Financial Result

During 2017, non-bank financial instituions generated a positive result of
ALL 1.16 billion, down by about ALL 51.92 million (or 4.3%) compared to
the previous year. Credit insfitufions had the main contribution to this slight
decrease. Meanwhile, the result of NFBIs accounts for 5.3% of the banking
system's result.

6.5.2 FINANCIAL UNIONS AND SAVINGS AND LOAN ASSOCIATIONS

6.5.2.1 Structure of unions and SLAs' network

Following the consolidation of savings and loan associations (SLAs) and their
unions, af the end of 2017, the sfructure of savings and loan associations and
unions consists of 13 SLAs and 1 Union, as below:

Jehona Union, ofter the approval from the Bank of Albania, has been
fransformed info the "UniFin" Savings and loan Associafion. This SLA was
included in the deposit insurance scheme in June 2017; in total there are six
SLAs in this scheme.

Meanwhile, the Supervision Department of the Bank of Albania continues to
monitor the SlAs, which are licensed but are not yet members in the deposit
insurance scheme, in order to undertake relevant measures visc-vis them |
according fo legal definitions.

6.5.2.2 SLAs and unions assets

At the end of 2017, fofal assets of Saving and Loan Associations (SLAs),
amounted to ALL 8.20 billion, up by ALL 1.63 billion from the previous year.
The total SlAs assets account for only 0.57% of total assets of the banking
system. With regard to the two Unions, Jehona Union completed its liquidation

The data do not include the transactions of Albanian Post.
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process in July 2017, while the Albanian Savings and Loan Union continues to
report the financial data.

Table 30. Unions and SlAs assets, December 2016-December 2017, in ALL

billion

Unions 2.08 1.89 1.28*

SlAs 6.57 7.45 8.20
Source: Bank of Albania.

*Consists only of data from SLAs

6.5.2.3 Outstanding loan portfolio of unions and SLAs

In December 2017, the SlAs gross loan portfolio amounted to ALL 6.31
billion, increasing by ALL 786.3 million compared to the previous year. The
SlAs gross loan portfolio accounts for only 1.05% of the banking system.

Table 31. Gross and Net Loan portfolio, total for Unions and SLAs, December
2016- December 2017 (in ALL billion)

Unions 0.25 0.08*

SlAs 552 6.31

Netloans
Unions 0.20 0.00

SlAs 5.26 6.06

Source: Bank of Albania.
*Consists only of data from SlAs

In December 2017, the rafio of non-performing loans for SLAs was at 4.60%,
improving by about 0.87 pp compared to the previous year. This improvement
comes as a result of the growth of the gross portfolio (14.2%) and the decline
of non-performing loans (3.9%).

6.5.2.4 Financial result of unions and SLAs network

During 2017, savings and loan associations experienced a positive financial
result amounting to ALL 78 million. Compared fo the previous year, this result

increased by about ALL 48.56 million.

6.6 CREDIT REGISTRY

December 2017 marks 10 year since the Credit Registry System started
fo operate. During this year, the main challenge was the start of the project
"Improving the Credit Registry" after evaluating and analysing proposals and
requests from representatives of reporting enfities. The new system envisages an
improved fechnical infrastructure, which will positively affect data processing,
process automation, and the reduction of operational risk. VWithin the promotion

@ Bank of Albania

2017/



20 ] 7 Annual Supervision Report

of fransparency goal, the direct access by individuals and electronically
providing the Borrower Report will be the main innovation introduced by the
new system.

The inclusion of new reporting entities in the Credit Registry System, aiming
fo reduce the information asymmetfry among enfities operating in the banking
and financial system, continued to have due attention during this year. The
Credit Registry includes three new reporting entities, totalling now 42 entities,
categorized as below:

Table 32 Entities that report to the Credit Registry

RAIFFEISEN BANK SH.A. 1 FONDI BESA SH.A. 1 SLA UNIFIN
FIRST ALBANIAN FINANCIAL
2 UNITED BANK OF ALBANIA SH.A. 2 DEVELOPMENT COMPANY — FAF 2 SIA ALB-PROGRES
SH.A.

3 VENETO BANK 3 TRANZIT SHPK 3 SIA PARTNER PLUS
4 NATIONAL COMMERCIAL BANK SH.A. 4 NOA SH.A. 4 SLA PETRELE
5 TIRANA BANK SH.A. 5 AGRO & SOCIAL FUND SH.P.K. 5 SIA ALB CREDIT
e} lsi\"_IEARNAﬂONAL GBI BN 6 CAPITAL INVEST SH.A. 6 SLA FED INVEST
7 INTESA SANPAOLO BANK ALBANIA SHA. 7 AKINVEST SH.A. 7 Albanian Savings and Loan Union
8 PROCREDIT BANK SH.A. 8 |UTECREDIT ALBANIA SH.A.
9 American Bank of Investments 9 AGRO PARTNER SHPK
10  CREDIT BANK OF ALBANIA 10 MICRO CREDIT ALBANIA SH.A.
11 CREDINS BANK SHA. 1 ALBANIAN FINSA|_I|\I|§::?L INSTITUTION
12 SOCIETE GENERALE BANK ALBANIA SHA. 12 KREDO FINANCE SHPK
13 UNION BANK SH.A. 13 RAIFFEISEN LEASING SH.A.
14 SN@;T\ONAI_ BANK OF GREECE, ALBANIA 14 LANDESLEASE SHA.
15  ALPHA BANK — ALBANIA SH.A. 15 FINAL SH.A.
16 FIRST INVESTMENT BANK, ALBANIA SHA. 16 PORSCHE LEASING SH.P K.

17 ALBANIA LEASING SHA

18 CRIMSON FINANCE FUND ALBANIA

SH.P.K.
19 MOGO ALBANIA SHPK

In 2017, the volume of requests increased from legal persons and individuals
for the Borrower's Report and requests from special units of the Bank of Albania
for information processed by the Credit Registry in order to carry out the relevant
acfivities.

In this regard, ensuring the accuracy and complefeness of the datfa
disseminated through this system, as well as their use in accordance with the
regulatory framework and legislation in force for the protection and use of
personal data, continues to be a key priority.

Bank of Albania Q




Annual Supervision Report 20 ] 7

7 ANNEXES
1- ORGANISATIONAL STRUCTURE OF THE SUPERVISION DEPARTMENT

HEAD OF DEPARTMENT

DENIZ DERALLA
DEPUTY HEAD
JONIDA KACANI
INDI\JIDUAL ENTITIES SUPERLSION
RISK SUPERVISION DIVISION SUPERVISION DIVISION DEVELOPMENT DIVISION
S ] MANJOLA MANGE ERMIRA TEPELENA
(DYRMISHI)
CREDIT RISK LARGE BANKS REGULATION
———  SUPERVISION UNIT __ SUPERVISION UNIT I U
GEROND ZIU ILIR PUSTINA IRINI KALLUCI
(1+7) ELDA DEMNERI (1+3)
(2 PM+4)
MARKET RISK LINCENSING UNIT
— LINDITA SHEHI
AND LIQUIDITY MEDIUM BANKS (1+3)
J— SUPERVISION SUPERVISION UNIT
UNITT MATILDA KRISTO
ARZANA HAXHIAJ
SADILSEICS 2 PMI+4 METHODOLOGY UNIT
(1+3) ( )
L ELVIS PONARI
(1+2)
OPERATIONAL RISK SMALL BANKS AND
——  SUPERVISION UNIT NBFIS
ALMA THIMO (VANI) —— SUPERVISION UNIT
(1+3) VIVJAN JUPI
(1PM+3)
REPUTATIONAL RISK
__ SUPERVISION UNIT CREDIT REGISTRY
MIRJANA GOXHARAJ UNIT
(1+2) ANA DYLGJERI
(1+2)

2- SHARE OF BANKS IN THE BANKING SYSTEM

Rolffelsen Bank ]7 3 20 8 . 4

United Bank of Albania 0.6 0.7 O.Q O.7 044 - - 0.5
Veneto Bank 2.0 2.6 2.6 1.1 1.5 - 0.2 1.7
National Commercial Bank 27 .9 24.2 26.1 21.6 13.9 323 36.0 27 .3
Tirana Bank 5.1 59 6.6 4.4 Q.0 6.9 2.9 5.1
International Commercial Bank 0.8 0.7 0.8 0.9 0.6 0.4 0.9 0.7
Intesa SanPaolo Bank Albania 10.6 10.5 12.1 8.1 5.5 20.3 12.6 11.0
Procredit Bank 2.4 2.7 2.6 4.0 2.6 2.2 0.1 2.1
American Bank of Investments 2.9 2.7 2.7 1.7 0.5 1.2 4.8 3.0
NBG Bank Albania 2.5 2.9 3.0 3.7 55 3.9 1.0 2.6
Alpha Bank Albania 52 53 4.7 5.5 4.1 0.0 4.1 53
First Investment Bank of Albania 1.4 1.3 1.6 1.7 1.5 1.0 1.7 1.5
Credit Bank of Albania 0.1 0.5 0.6 0.1 - 0.2 - 0.0
Credins Bank 12.5 11.9 Q4 18.3 25.6 10.0 6.4 12.9
Société Générale Albania Bank 5 () 5 O 5 7 8 (‘) 5 5 5 4 5 9
Union Bank
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5- BANKS' SHAREHOLDERS

RAIFFEISEN BANK Raiffeisen SEE Region Holding GmbH Private Foreign A
2. [B\‘:[I:I?NAL COMMERCIAL Calik Finansal Hizmetler A.S. 100 Private Foreign Ty
Banka Islamike e Zhvillimit (IDB) 86.70 Private Foreign Saudi Arabia
lthmaar Bank BSC 4.63 Private Foreign ngdom 2l
Bahrain
3 UNITED BANK OF ALBANIA Dallah Albaraka Holding 2.32 Private Foreign Saudi Arabia
Business Fokus SDN BHD 1.47 Private Foreign Malaysia
15 individuals 4.30 Private Foreign Saudi Arabia
Saudi Brothers Commerce Co. 0.58 Private Foreign Saudi Arabia
4 H;imsANPAOLO EAA Infesa Sanpaolo S.p.A 100.00 Private Foreign ltaly
Piroeus Bank SA 28.83 Private Foreign Greece
2 TIRANA BANK 1 Individual 1.17 Private Foreign Creece
6 NBG BANK ALBANIA National Bank of Greece 100.00 Private Foreign Greece
7 ALPHA BANK ALBANIA Alpha Bank 100.00 Private Foreign Creece
8 VENETO BANK Infesa Sanpaolo S.p.A. 100.00 Private Foreign ltaly
9 PROCREDIT BANK ProCredit Holding AG & CO, KgaA 100.00 Private Foreign Germany
10 l(I:\J(;'IE\/R\/\[\/I\égglL\IlABlANK Financial Group ICB Holding 100.00 Private Foreign Sulieid
1 MEE'TCA/X'E\'N%ANK Of TRANZIT sh.p.k 100.00 Private  Domestic Albsinie
z. Fauzi AKarafi 3333 Private Foreign Kuwait
z. Marzoug N.M.A. Al. Khardfi 7.3 Private Foreign Kuwait
12 CREDIT BANK OF ALBANIA z. Bader N.M.A Al. Kharafi 7.3 Private Foreign Kuwait
z. Faisal N.M.A Al. Kharofi 7.3 Private Foreign Kuwait
1 individuals 44.74 Private Foreign Kuwait
B.F.S.E. Holding B.V. 14.63 Private Foreign Netherlands
SIFEM AG 2.09 R
Private
Albanian Savings and Credit Union 2.77 Private Domestic Albania
EDRO shpk 0.96 Private Domestic Albania
13 CREDINS BANK AF.C. 2.16 Private Domestic Albania
AK - INVEST 0.96 Private Domestic Albania
Prima sh.p.k. 3.22 Private Domestic Albania
Renis Térshana 24.54 Private Domestic Albania
Aleksandér Pilo 16.85 Private Domestic Albania
35 individuals 31.82 Private Domestic Albania
14 SOCIETE GENERALE ALBANIA SOCIETE GENERALE 88.89 Private Foreign France
BANK 7 individuals 11.11 Private Domestic Albania
European Bank for Reconstruction and : : England
Development (EBRD) 10.12 Private Foreign
15 UNION BANK Unioni Financiar i Tiranés 86.34 Private Domestic Albania
2 individuals 3.54 Private Domestic Albania
FIRST INVESTMENT BANK Bulgaria

16 ALRANIA First Invesiment Bank 100.00 Private Foreign

Source: Bank of Albania.

C) Bank of Albania
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7- BANK BRANCHES AND AGENCIES IN ALBANIA, BY REGION
-_---------

1 Tirana 210 210 212 203 204 207 197
2 Durrés 51 54 54 55 53 51 51 49 49
3 Fier 45 44 44 43 42 42 41 39 38
4 Elbasan 29 30 30 30 30 28 29 29 27
5 Korga 38 38 37 37 38 35 35 34 31
6 Shkodra 24 25 25 25 24 22 22 22 22
7 Vlora 39 41 41 42 41 37 37 35 32
8 lezha 26 25 26 25 24 23 23 23 22
Q Berat 21 20 21 21 22 20 20 20 20
10 Gijirokastra 24 24 24 23 23 20 20 18 17
11 Kukés 9 Q 10 Q 9 9 9 8 8
12 Dibra 8 Q 10 10 10 Q Q Q Q

TOTAL 524 529 534 538 529 499 500 493 4772
Source: Bank of Albania.

8- EBANKING PRODUCTS APPROVED BY THE BANK OF
ALBANIA

Debit cards
Credit cards

ATM

POS

Infernet banking
Phone banking
Mobile banking /
SMS banking
Prepaid Card 1

POS Virtual (eCommerce) 2

PayBox 1
Source Bank of Albania.

*There has been no licensing of these activities in 2016

1

— (=8 FGON [N INDN [IND!
N — N

Q- E BANKING PRODUCTS/SERVICES, BY COMMERCIAL BANKS, AS AT
END OF 2017

RAIFFEISEN BANK

NATIONAL COMMERCIAL BANK

TIRANA BANK

NBG ALBANIA BANK

ALPHA BANK ALBANIA.
PROCREDIT BANK

FIRST INVESTMENT BANK ALBANIA
CREDINS BANK

UNION BANK

SOCIETE GENERALE BANK
ALBANIA

INTESA SANPAOLO BANK
ALBANIA

VENETO BANK
INTERNATIONAL COMMERCIAL
BANK

AMERICAN BANK OF
INVESTMENTS

UNITED BANK OF ALBANIA
Source: Bank of Albania.

LS R S N S
<. < < <
<
RS S UL .
<
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Bank of Albania
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10- LUST OF ENTITITES LCENSED BY THE BANK OF ALBANIA BY YEAR

Banks and branches of foreign banks 17 17 16 16 16 16 16 16 16 16 16 16
2 Nonbank financial institutions 7 6 6 7 13 17 19 21 21 22 27 28
3 Foreign exchange bureaus 58 60 112 189 221 284 301 322 333 356 397 428
4 Savings and loan Associations 131 125 130 133 135 126 126 126 121 113 111 13
5 Unions of savings and loan associations 2 2 2 2 2 2 2 2 2 2 2

Source: Bank of Albania.

11- DATA ON BANKING SERVICES AS AT THE END OF 2017

16
31
426
13
1

Number of banks
Number of employees 4,189 5155 6,493 6,404 6,384 6714 6,836 6,686 6,819 6,819
Number of branches/ 294 399 511 524 529 534 538 529 499 500

agencies in the country

Average number of
employees per

-Bank 246 322 406 400 399 420 427 418 426 426

- Banking unit 14 13 13 12 12 13 13 13 14 14
ngﬁ’e“ el fpe. it 2982 2,958 2,936 2919 2,907 2,902 2,899 2,896 2,893 2,886
Number of population per:

-Bank 175412 184,875 183,500 182,438 181,688 181,375 181,188 181,000 180,813 180,375
- Banking unit 10143 7,414 5746 5571 5495 5434 5388 5474 5798 5772
- Bank employee 712 574 452 456 455 432 424 433 424 423

Source: Bank of Albania and INSTAT

*Population data after 2011 are calculated based on projection.

12- BANKS NETWORK AS AT THE END OF 2017

6,949
493

434
14

2,876

179,750
5,834
414

6,877
472

430
15

2,870

179,375

6,081
417

Raiffeisen Bank

1
2 National Commercial Bank 64 3 1
3 United Bank of Albania 4 2
4 Veneto Bank 15
5 Tirana Bank 36 3
6 NBG Albania 26 1
7 International Commercial Bank 5
8 Alpha Bank - Albania 34
9 Infesa Sanpaolo Bank Albania 29 3
10 ProCredit Bank 9 6
11 Amerian Bank of Investments 12 7
12 Credit Bank of Albania ] 1
13 Credins Bank 47 11
14 Société Générale Bank Albania 38
15 Union Bank 16 14
16 First Investment Bank Albania 1 8
TOTAL 385 87 1

Source: Bank of Albania.

@ Bank of Albania

68
6
15
39
27
5
34
32
15
19
2
58
38
30
Q
473
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13- SUPERVISION REGULATIONS IN FORCE, AS AT 31 DECEMBER 2017

Regulation “On the bank’s investments in the equity of commercial companies”

Approved by the Supervisory Council Decision No. 42, dated 06.06.2001

Guideline on “Certificates of deposits” Approved by the Supervisory Council
Decision No. /9 dated 03.10.2001

"Manual on corrective actions to banks and branches of foreign banks in the
Republic of Albania”, approved by the Supervisory Council Decision No.5 1,dated
26.06.2002.

Guideline “On reporting of foreign exchange operations”, approved by the
Supervisory Council Decision No. 69, dated 30.07.2003.

Regulation “On supervision of electronic banking fransactions”, approved by the

Supervisory Council Decision No. 28, dated 30.03.2005

Regulation “On use of information and communication technology in entities
licensed by the Bank of Albania”, approved by the Supervisory Council Decision
No. 32, dated 03.05.2006

Regulation “On licensing, organization and supervision of foreign exchange
bureaus”, approved by the Supervisory Council Decision No. 31 dated
06.06.2007 and amended by Decision No. /3 of 27.11.2007, decision no.
82, dated 14.12.2011, decision no. 31, dated 30.04.2014 and decision
no. 48 dated 30.03.2016.

Regulation “On the management of risk in the activity of branches of foreign
banks”, approved by the Supervisory Council Decision No. 57 of 15,/10,/2007
and amended by Decision No. 62 of 29,/08,/2008.

Unified Reporting System on Branches of Foreign Banks, approved by the
Supervisory Council Decision No. 58 of 15.10.2007

Regulation “On electronic payment instruments”, approved by the Supervisory
Council Decision No. 11 of 06.02.2008 and amended by Decision no.03,
dated 17.01.2013 and by Decision no. 122, dated 09.11.2016

Regulation “On transparency for banking and financial products and services”
approved by the Supervisory Council Decision No. 59 of 29,/08,/2008
amended by Decision No. 14 of 09/03/2011 and decision no.25, dated
3.5.201

Regulation “On the minimum requirements for disclosure of information by banks
and branches of foreign banks”, approved by the Supervisory Council Decision
No. 60, dated 29.08.2008 and amended with the Decision No. 25, dated
10.04.2015

Document on “Reporting Methodology and content of financial reports” approved

by the Supervisory Council Decision No. 95, dated 24.12. 2008

Document on “licensing policy of banking entities”, approved by the Supervisory

Council Decision No. 12, dated 25.02.2009

Regulation “On granting the license to banks and branches of foreign banks fo
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conduct banking business in the Republic of Albania” approved by the Supervisory
Council Decision No. 14, dated 11.03.2009 and amended by Decision No.
33, dated 11.05.2011, Decision No. 28, dated 16.05.2012, Decision No.
55, dated 01.10.2014 and Decision No. 15, dated 03.02.2016

Regulation “On prevention of money laundering and financing of terrorism”
approved by the Supervisory Council Decision No. 44,dated 10.06.2009
and amended by Decision No.55 dated 28.08.2013 and by decision no.22,
dated 05.04.2017

Regulation “On reporting fo the Bank of Albania according fo the Unified Reporting
System”, approved by Supervisory Council decision no. 45, dated 10.06.2009
and amended by decision no. 61, dated 06.08.2015, decision no.80 dated
06.07.2016 and by decision no.58 dated 03.10.2017

Regulation “On foreign exchange activity”, by Supervisory Council decision no.
/0, dated 30.09.2009 and amended by decision no. 07, dated 28.01.2015.

Regulation “On liquidity risk management”, approved by the Supervisory Council
Decision No. /1 of 14,/10/2009 and amended by Decision No. /5 dated
26.10.2011 and the Decision No.28 of 2/7.03.2013

Regulation “On defining the decision-making level in the supervision of banking
and financial activities”, approved by the Supervisory Council Decision No. 36,
dated 26.05.2010 and amended by decision no. 54, dated 12.09.2012 and
by decision no. 29, dated 07.06.2017.

Regulation “On the open foreign exchange positions risk management”, approved
by the Supervisory Council Decision No. 48, dated 14.07.2010.

Regulation “On the content of information and functioning of Credit Registry at
the Bank of Albania”, approved by the Supervisory Council Decision No. 67
dated 13.10.2010

Guideline "On the procedure for issuing a report on the borrower and reviewing
data retained at the Credit Registry”, approved by the Supervisory Council
Decision No. 68 dated 13.10.2010

Decision “On the approval Fees charged with regard fo the use of information
retained at the Credit Registry of the Bank of Albania”, approved by the
Supervisory Council Decision No. 69, dated 13.10.2010

Manual “On conservatorship and liquidation”, approved by the Decision of the
First Deputy Governor of the Bank of Albania dated 31.12.2010

Regulation “On operational risk management”, approved by the Supervisory
Council Decision No. 03 dated 19.01.2011

Regulation “On authorized chartered auditors of banks and branches of foreign
banks”, approved by the Supervisory Council Decision No. 42 dated 15.06.201 1

Regulation “On the management of credit risk from banks and branches of
foreign banks” approved by the Supervisory Council Decision No. 62, dated
14.09.2011 and amended by decision no.27, dated 27.03.2013, decision
no.22, dated 27.02.2014, decision no. 26, dated 01.04.2015 and by
decision no. 50 dated 30.03.2016
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Regulation “On the establishment, licensing and functioning of the bridge bank”
approved by the Supervisory Council Decision No. 27 dated 16.05.2012

Regulation “On core management principles of banks and branches of foreign
banks and the criteria for approving their administrators”, approved by the
Supervisory Council Decision No. 63, dated 14.11.2012 and amended by
decision no. /3, dated 6.12.2017

Regulation “On the granting of license to non-bank financial institutions"”, approved
by the Supervisory Council Decision No. 1, dated 17.01.2013 and amended by
decison no. 47, dated 30.03.2016, by decision no. 121, dated 09.11.2016
and by decision no. 47, dated 06.09.201/

Regulation “On risk management in the activity of non-bank financial institutions",
by the Supervisory Council Decision No.2, dated 17.01.2013 and amended
by decision no. 46, dated 06.09.2017

Guideline “On managing inferest rate risk in the banking book”, approved by
the Supervisory Council Decision No. 33, dated 30.04.2013

Regulation “On capital adequacy ratio”, approved by Supervisory Council
Decision No. 48, dated 31.07.2013, amended by Decision No. 43, dated
30.07.2014, Decision No./0, dated 18.12.2014, Decision No. 49, dated
01.07.2015 and Decision No. 91, dated 02.12.2015 and Decision No. 49,
dated 30.03.2016 and decision No.5, dated 01.02.2017

The reporting system for non-bank financial institutions, approved by the
Supervisory Council Decision 65, dated 30.10.2013

The document “Supervision Policies”, approved by Supervisory Council Decision
No. 09, dated 26.02.2014

Regulation “On managing risk arising from large exposure of banks”, approved
by Supervisory Council Decision No. 10, dated 26.02.2014, amended by
Decision No. 20, dated 04.03.2015 and Decision No. 50, dated 01.07.2015
Regulation “On regulatory capital”, approved by the Supervisory Council
Decision No. 69, of 18.12.2014 and amended by the Decision No. 19, dafed
04.03.2015

Document “On recognition of ECAls”, approved by Order of the First Deputy
Governor of the Bank of Albania. No. Prot./ 1883, dated 22.04.2015

Regulation “On consumer and mortgage loans to households”, approved by the
Supervisory Council Decision No. 48, dated 01.07.2015.

Regulation “On the internal control system”, approved by the Supervisory Council
Decision No. 67, dated 02.09.2015, and amended by decision no. /4, dated
06.12.201/.

Regulation “On minimum security requirements regarding premises where banking
and financial activities are conducted and transportation of monetary values”,
approved by Supervisory Council Decision No.67, dated 01.06.2016 and
amended by the Decision No. 107, dated 05.10.2016.
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Regulation “On licensing and exercising of the activity of savings and loan

associations and their unions” approved by Supervisory Council Decision No.
104, dated 05.10.2016

Regulation “On management of risk in the activity of savings and loan associations
and their unions” approved by Supervisory Council Decision No. 105, dated
05.10.2016

The reporting system of savings and loan associations and their unions, approved
by the Supervisory Council Decision No. 106, dated 05.10.2016

Regulation “On consolidated supervision”, approved by Supervisory Council
Decision No. 04, dated 01.02.2017

Guideline "On the internal capital adequacy assessment process’, approved by
Supervisory Council Decision No 26, dated 03.05.2017

Guideline “On recovery plans in banks”, approved by Supervisory Council
Decision No.72, dated 06.12.2017 [entry into force on 05.01.2018)
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