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Chairperson’s Statement

Dear Reader of 2013 Annual Report,

In 2013 it can be said that for the AFSA began a new cycle in the exercise of its
functions of supervising and regulating the financial markets under supervision.
AFSA is supervising and regulating markets showing high extension dynamics,
with rapidly changing structures and increasingly more complex features. In
2013, the total assets in those markets reached the amount of ALL 73 billion
(5.36% of GDP), or twice as much as the year before; the number of financial
market operators increased; and the market structure changed.

The activity of investment funds-in both ALL and EUR-dominated the
development of the financial markets due to their extension. Total assets under
management reached the amount of ALL 50.3 billion, accounting for 69% of
total assets in the financial markets under supervision. In less than two years Enkeleda Shehi,
of operation, the number of fund members increased to more than twice than in the Chairperson, Financial Supervisory Authority
previous year.

Overall, the insurance market demonstrated a situation similar to the one in 2012, with the
main issue still being the compulsory motor insurance market. As indicated in the assessment
conclusions made by the FSAP Mission experts, the insurance market was involved in fierce
competition, which was also reflected in the constant fluctuations of MTPL product selling
premiums. The volume of gross written premiums shrank by about 4.6% from 2012, while no
changes were seen in the market structure. With regard to the performance of the applied premium
and risk premium, in 53% of the period September 2011-March 2014 the tariffs were applied
below the risk premium level Constant pricing below the risk premium level has significantly
affected the insurers’ liquidity and profitability, thus endangering their financial soundness
and, in turn, the quality of the claim settlement process. The Authority has strengthened its
regulatory requirements on the provisioning of compulsory motor insurance policies.

As I underlined in the 2012 Report, the Authority gave priority to the issues related to the
Albanian Insurance Bureau (AIB) and, especially, the progress of the compensation fund
financing, and the claims handled under that fund. The liabilities for unpaid claims settlement
under the compensation fund rose significantly. In this respect, in addition to the high number
of uninsured vehicles in circulation-which at the end of 2013 was estimated to be about 27%
of registered vehicles-this issue was also affected by the payment delays and ineffective
management by the AIB. For this reason, the AFSA in 2013 decided to set a much higher level
of the compensation fund, and required the respective recognition of liabilities for pending
claims.

A new development in the process of insurance market supervision was the inclusion for the
first time of the AFSA in the colleges supervising the Austrian financial groups operating in
Albania, because the Austrian-owned capital in the Albanian insurance market accounts for a
significant share of 35%.

The pension market, too, has shown a high extension pace. Total net assets of private pension
funds increased by about 57%, and the number of their members increased by 8% compared
with one year before. However, the market extension rates have been inconsistent in the
past two years because the market development was not supported with the appropriate tax
incentives, as is the case in other (mainly European) markets.

Based on the above, the Authority’s regulatory and supervisory activity is being rearranged in



order to be adapted to the quantitative increase in the activity of markets, increase of complexity
and to the change in market risk profile. The transformations that the supervised markets are
experiencing have shaped the AFSA medium-term strategy toward markets, work objectives,
and AFSA administrative capacity building. The tasks set for all supervised markets aim at
stabilizing them and promoting their development.

The package of stabilization actions for the insurance market has already been adopted;
the actions include: immediate restoration of the compensation fund financing, by requiring
that insurance companies fund any unpaid liabilities, and the setting of requirements for
holding and funding a cash reserve in an escrow account that may only be used for claims
payment. Long-term actions are related to promoting the development of the insurance market
through the introduction of requirements on the insurance of liability in various professional
services or the insurance against catastrophes, the appropriate tax treatment of products, and
the application of risk-based supervision.

In the private pension fund market, the objectives are related to the strengthening of AFSA
supervision capacities and institutional strengthening as preconditions for the implementation
of the pension second-pillar reform and for encouraging the development of the third pillar.

In the case of investment funds, transparency and communication of information to investors
need to be further improved, and risk management rules need strengthening on the basis of EU
directives and international standards. The current period is held as conducive to promote the
development of capital markets in Albania, so that the investor need for a variety of products in
this market is matched with a suitable supply of such products.

An important challenge remains the strengthening of the Authority’s administrative capacity,
which would lead to increased effectiveness of the supervisory and regulatory processes,
implementation of risk-based supervision, promotion of market development, and improvement
of consumer protection.

I hope that readers will find this Report a useful source of information and education.

Sincerely,

ZMQ&O@ Sl

Chairperson



Mission, Objectives & Fundamental Functions

The Financial Supervisory Authority (AFSA) was established pursuant to Law No. 9572
of 3 July 2006 “On the Financial Supervisory Authority”, as an independent public legal
institution reporting to the Parliament of Albania.

The AFSA is an integrated supervisory and regulatory authority of the financial markets
of insurance, securities and private voluntary pensions in Albania, which are hereinafter
referred to as the “supervised financial markets”.

Our Mission

AFSA mission is to contribute to promoting stability and secure development in the
supervised financial markets.

Objectives

In the context of performing its legally sanctioned functions and responsibilities, the
AFSA is guided by the following objectives:

= Protect consumers’ interests;
= Promote supervised financial market transparency and reliability;
=  Ensure legal compliance.

AFSA Main Functions

AFSA main functions are the regulation and supervision of:

= Insurance market and its activity, including all insurance, reinsurance and brokerage
activities and related operations;

= Securities market and its activities, including the securities-investment-related
activities of persons operating in this market;

= Voluntary pension market and its activities, including all voluntary pension insurance
activities provided by entities that have been licensed to operate in this market;

= Other non-banking financial activities in accordance with the provisions of the relevant
special laws.

ALBANIAN FINANCIAL SUPERVISORY AUTHORITY |7



AFSA Board

AFSA Board is its governing
and decision-making body. All
Board members are appointed
by the Parliament of Albania for
a five-year term. AFSA Board
composition in 2013 is shown
below:

Enkeleda SHEHI ~ Chairperson

Mati PEPA Deputy Chairperson

Enkela IDRIZI Deputy Chairperson

Miranda RAMAJ Member

Ricard MARKU Member

Kestrin KATRO Member

Astrit HADO Member
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Chapter 1
Performance of supervised financial markets

1.1 Financial Stability

Overall, the financial markets supervised by the AFSA maintained the same level of activity
in 2013 both in terms of pursuit of business and in terms of the number of operators.
The rapid dynamics of extension continues to be seen in the investment fund and the
voluntary private pension markets. The main reason for this extension is due to the fact
that these markets began their development in the last two or three years and are still in
their expansion phase. On the other hand, the insurance market shrank, mainly due to
the compulsory motor insurance price liberalization. This process led to price fluctuations
in the market, with a falling trend in the past two years, from the companies’ efforts to
retain their market share. Combined with the limited market extension to other insurance
products, this led to the general shrinkage of the market.

An analysis of the performance of the supervised markets shows that their risk profile has a
relatively low impact on the financial system. Therefore, in the current state of development,
the financial markets supervised by the AFSA cannot turn into serious systemic risks
for the financial system as a whole.

Nevertheless, the ASFA, as the authority supervising and regulating the financial markets
of insurance, securities and private voluntary pensions, contributes to the promotion of
financial stability. This is due to the already proven fact that the financial system is the
cornerstone of a modern economy and extensively affects the overall development of the
economy. The lessons learnt from the various financial crises have led to increased emphasis
on the process of regulating and supervising this sector and focusing the attention not only
on the good performance of the individual financial institutions but also the promotion of
the financial stability of the markets as a whole, increased coordination of domestic and
foreign regulators’ actions, and the strengthening of supervision and regulation standards
in line with the best international practices.

If insurance, voluntary private pension fund or securities markets are well developed they
turn into important elements of an effective and sound financial system. They serve as a solid
basis for capital formation and economic growth and prosperity through their contribution
to the expansion and deepening of the financial system in the country.

Despite their early stage of development, the financial markets supervised by the AFSA are
important to the Albanian financial system, and because of this the key word in the financial
system for a medium-term period will be their stabilization.

Stabilization of the supervised financial markets means a package of measures to be taken
by AFSA in the medium-term period (2014-2016) aiming at developing the financial markets,
expanding the range of financial products, educating and protecting consumers, supporting the
financial reforms, and increasing the effectiveness of market supervision and regulation.
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This package of stabilization measures was discussed and consulted on with the joint
expert team from the World Bank (WB) and the International Monetary Fund (IMF)
under the Financial Sector Assessment Program (FSAP) in October-November 2013.
After assessing the AFSA activity, in cooperation with the Authority, the Mission set a series
of objectives which were materialized in several key lines of action, aiming at supporting
medium-term development and achieving the stabilization that AFSA aims for the supervised
markets:

= Strengthen AFSA independence, especially its operational and financial
independence, as an indispensable condition for improving the effectiveness of the
regulatory and supervisory process.

= Improve the functioning of the insurance market by setting well-designed
standards in relation to the minimum reserves, liquidity, risk-based supervision or the
taking of measures with a longer-term impact, such as development of programs for
the insurance of liability in various services and risks against natural catastrophes.

= Protect consumers, by setting measures that increase the transparency and
streamline information disclosure to customers by financial institutions. In addition,
consumer protection is intended to be ensured by promoting sound competition in
the financial market, which means the provision of products at a reasonable cost to
customers, without harming or endangering the continuation of those products and
the benefits customers expect of the financial institutions, such as claims payment
by insurance companies, real return on investment in funds, or receipt of pension
benefits from private pension funds.

= Exercise of consolidated supervision, which implies a new stage in the process
of supervision of financial institutions by combining the supervision powers of AFSA
and Bank of Albania (BoA) on banks and investment funds. This requires a fortified
cooperation, with the goal to supervise more effectively market and liquidity risks.

= Promote the development of the third pension pillar, and build the second
pillar as part of the pension reform. In this respect, AFSA has a significant role, which
implies strengthened supervisory capacities in order to ensure prudent supervision
of the pension funds and their stability.

The whole stabilization strategy is naturally being implemented by AFSA not through
segregated efforts, but in close cooperation with other institutions, especially with WB and
IMF and the Bank of Albania (BoA), the Albanian Deposit Insurance Agency (ADIA) and
the Ministry of Finance (MoF) in the framework of the Financial Stability Advisory Group
(FSAG).

Following an assessment of the AFSA-supervised financial market risk impact on the
financial sector as a whole, the AFSA developed an insurance-market-focused crisis
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management strategy in 2013. The development of that strategic document fulfilled the
commitment taken by AFSA in the framework of FSAG for developing a strategic plan as
part of a national plan for coordinating institutional actions in potential crisis situations that
could affect the financial markets.

1.2 Insurance Market

Albanian is characterized by a relatively small insurance market in terms of the number of
insurance companies operating therein and the total volume of its gross written premiumes.
In 2013 the number of companies operating as insurers remained the same, but their activity
shrank. Gross written premiums in 2013 were ALL 8.54 hillion, falling by nearly 4.61%
compared! with 2012.

Graph 1: Gross written premiums and gross claims payment performance (million ALL)

2013
2012
2011
2010
2009
2008
2007
2006
2005
2004

1

1,000 2,000 3,000 4,000 5,000 6,000 7,000 8,000 9,000 10,000

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

élGrossPaidClaimS 1,038 1,227 1,287 1,294 1,571 1,733 2,299 2,228 2,808 2,696

%IGrossWrittenPremiums 4,151 4,011 4,542 5,948 7,076 7,877 8,200 8,215 8,950 8,538.

Note:

' The comparative figures are from the 2012 insurance company audited reports.
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Table 1: Insurance companies licensed, by insurance product, 2009-2013 (number)

Description 2009 2010 2011 2012 2013
Non-Life Insurance? 7 7 7 8 8 :
Life Insurance 2 2 2 2 2
 Mixed (Life and Non-Life)’ 1 1 1 1 5

In terms of its structure, the market remained oriented towards Non-Life insurance, which
brought in about 88.13% of the total volume of gross written premiums in this market. Life
insurance accounted for 11.24% of the total volume of gross written premiums. In 2013,
voluntary insurance accounted for 54.72% of total gross written premiums in the insurance
market, and compulsory insurance 45.28%.

Graph 2: Insurance Market Structure, 2013

11.24%

54.72%
45.28%

88.13%

M Life Insurance

[/ Non-Lifelnsurance M Compulsory Insurance
| Reinsurance "'Voluntary Insurance

Even in 2013 the shrinking of the insurance market was mainly influenced by the
compulsory motor insurance drop dynamics.

Note: 2 One of the insurance companies also carries on reinsurance business. (SIGAL Uniga Group Austria sh.a.)
3 INSIG sh.a. - The only entirely Government-owned company, which has operated for more than 20 years in the Albanian
market, carries on business in both Non-Life and Life insurance classes.
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Table 2: Gross written premiums, and annual change, 2011-2013

Type Gross Written Premiums Change (in %)
(million ALL) (thousand EUR)* (ALL) :
: 2011 2012 2013 2011 2012 2013 2012/2011 2013/2012
Life 941 880 960 6,707 6,329 6,844 -6.48 9.08
Non-Life 7,256 8,042 7,524 51,717 57,837 53,643 10.83 -6.44
Reinsurance 18 28 54 131 202 383 52.91 91.12
Total 8,215 8,950 8,538 58,555 64,369 60,870 8.94 -4.61

Distribution of the insurance

Insurance Geographic Distribution premiums by prefecture

A look at geographic distribution of gross written
premiums shows that the insurance market is

. . Malési Tropojé
concentrated in the bigger prefectures. e iadhe =
Shk::dér
3.96%
Lezhé
An important indicator of this market is the premium 1.89% Mirdité
per capita, which in 2013 was about ALL 2,929 per P
Kurbin 1.12%

capita, or ALL 272 less than in the previous year.

m Bulqizé

Du:rés
32 Tirang

Tirana Prefecture is ranked first with ALL 7,233 per 67.23%
capita, followed by Gjirokastra with ALL 2,705 per
capita, then Durres Prefecture with ALL 2,265 and
Vlora Prefecture with ALL 1,525 per capita. Lushnje

Regarding the premium per capita by prefecture,

Pogradec

Kugové

Fier

Berat

.
1.48%

Korge
Devoll

.
Skrapar 3.35%

Gjirokastér
.
5%

Note: 4 Average annual Euro exchange rate is based on Bank of Albania website, www.bankofalbania.org (2011, 1 EUR = 140.30; 2012, 1 EUR =
139.04; 2013, 1 EUR = 140.26 ALL).

Kolonjs
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Graph 3: Paid claims by prefecture
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Financial Analysis

Pursuant to the current regulatory framework, the AFSA continued to supervise and analyze
the insurance market in 2013, evaluating the financial position, results and technical
indicators of insurance companies. The AFSA constantly monitored the compliance with
the statutory guarantee® fund requirements and investment requirements.

Insurance companies must own a guarantee fund invested in “earmarked deposits” at
commercial banks, with a maturity term no longer than 1 year, and Treasury Bills. The total
guarantee fund for the market was ALL 4.70 billion as of 31.12.2013. The insurance market
was well-capitalized, which is illustrated by the capital adequacy ratio of 114.10%, thus
facilitating the coping with a relatively difficult year characterized by volatile technical
results.

Note: 5 The Guarantee Fund means an amount of cash (the amount of which is specified in Article 98 of Law no. 9267 of 29 July 2004)
deposited by insurance or reinsurance companies in a specific bank account with the same name, in one of the banks in the territory
of the Republic of Albania, where the company has its own main seat, obligatory to be disposed by the insurer from the moment of
starting the activity and on.
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Table 3: Structure and dynamics of assets and liabilities on the insurance market®

Item 31.12.2011 31.12.2012 31.12.2013
structure (in %) :
 Deposits 45.90 41.38 37.81
* Land and buildings 9.32 9.56 9.25 -
Shares and participation 13.65 12.90 12.11
Treasury Bills 4.89 6.44 7.41
Receivables 8.66 10.02 10.21
Other assets 17.58 19.70 23.22
Total Assets 100.00 100.00 100.00
Gross technical provisions 39.44 40.14 41.23
Other liabilities 7.79 9.72 13.38
Equity 52.77 50.14 45.39
Total Liabilities and Equity 100.00 100.00 100.00
Item 31.12.2011 31.12.2012 31.12.2013
dynamics (in %) previous year = 100
Deposits 96.94 96.43 97.94
Land and buildings 97.82 109.80 103.69
Shares and participation 157.41 101.10 100.60
Treasury Bills 107.04 140.90 123.24
Receivables 110.03 123.82 109.22
Other assets 116.07 119.86 126.32
 Total Assets 107.37 106.98 107.18
Gross technical provisions 123.76 108.89 110.08
Other liabilities 103.76 133.42 147.61
Equity 98.16 101.65 97.03
Total Liabilities and Equity 107.37 106.98 107.18
Note: ¢ The balance sheet information in the table covers both Non-Life and Life insurance companies. Insurance companies prepare their

financial statements in accordance with the International Financial Reporting Standards (IFRSs) and the AFSA legal basis.
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An assessment of the financial position of insurance companies for 31.12.2013 showed the
following:

Compared with 31.12.2012, insurance market assets increased by ALL 1.49 billion (7.18%),
a relatively high increase compared with the previous years. The rise in the market assets
was reflected in a rise in liquid investment such as deposits in credit institutions and T-Bills,
receivables, advance payments and accrued income and reinsurer technical provisions.
Investment in deposits with credit institutions and T-Bills dominated insurance company
assets at 45.22%.

Insurance market equity fell by 2.97% compared with 31.12.2012 due to the considerable level of
carried forward losses, the losses in the current period and increased other liabilities. The rise in
other liabilities by 47.61% or ALL 958 million compared with 31.12.2012 resulted from the rise in
contracts and other relations between insurers and reinsurers. Gross technical provisions as of
31.12.2013 increased by 10.08% or ALL 838 million compared with 31.12.2012.

Table 4: Insurance market data

 Period 2009 2010 2011 2012

(million ALL)

 Total assets 16,227 18,039 19,368 20,720
: Life 2,919 2,473 2,884 3,207

Non-Life 13,308 15,556 16,484 17,513

Total Investment 10,830 11,855 12,839 14,209

Life 2,101 1,832 1,992 1,996

Non-Life 8,729 10,023 10,847 12,213

Gross technical provisions 6,229 6,171 7,638 8,317

Life 361 644 853 942

Non-Life 5,868 5,527 6,785 7,375

Total Equity 8,546 10,413 10,221 10,389

Life 1,754 1,764 1,791 1,899

Non-Life 6,792 8,649 8,430 8,490

Total Subscribed Capital 5,787 6,684 7,607 8,617
: Life 1,097 1,278 1,283 1,284

Non-Life 4,690 5,406 6,324 7,333

Total Foreign Investment 1,985 3,587 3,472 3,597
: Life 355 347 380 398

Non-Life 1,630 3,240 3,092 3,199

Net Earned Premiums 6,092 6,680 6,792 6,736
: Life 496 636 819 823

Non-Life 5,596 6,044 5,973 5,913
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The early warning indicator system has shown the following:

Net Retention Ratio in the Albanian Non-Life insurance market was 67.45%. This ratio
plummeted compared with the previous periods due to the relations and contracts between
insurers and reinsurers; more specifically the quota share reinsurance agreements of
significant values for foreign capital insurance companies.

Combined Ratio in 2013 had an increasing trend, from 92.05% to 129.81%, which reflects
the losses from operational activities in the Non-Life market. The rise in this ratio resulted
from both the increased expense ratio and the increased net claims ratio.

Net Claims Ratio in the Albanian Non-Life Insurance market was 49.87%. The factor
affecting the rise in this ratio include the increased level of provisions for pending claims,
with a direct impact on the increased level of net expenses for unpaid claims, and the
decreased net earned premiums. The fall in the gross written premiums in the Non-Life
market, which resulted mainly from the application of lower compulsory insurance tariffs,
and the increased ceding to reinsurance from some of the foreign capital companies
affected the descend in the net earned premiums.

The Expense Ratio, which was 79.94%, had a rising trend in 2013 and exceeded the
internationally set norms. The biggest share of expenses was taken by operating expenses
of the Non-Life segment at 69.11%.

The factors contributing to the increased level of this ratio in the Non-Life insurance market
include the increased amount of total expenses and reduced net written premiums compared

with the previous period.

Table 5: IRIS tests for the Non-Life insurance market (%)

: Limit

. Ratio 31.12.2011 31.12.2012 31.12.2013

: MIN MAX

Premium growth rate -1.06 10.94 -6.10 -40 40

. S S 80

i e 80
62.78
97.05
6.37 4 8:
88.76 Cn/a 100
o0 s 50

. o e 30

 Solvency ratio 333.30 H 346.00 150 300
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Graph 4: IRIS 2013 indicators (for Non-Life insurance companies)
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Given the dynamics of early warning indicators in the past years, it can be noted that, while
within the allowed limits, the premium growth rate has shown a falling trend. The drop
in the gross written premiums in the Non-Life insurance market by 6.10% and in the net
earned premiums resulted mainly from the fall in the motor insurance product prices.

The capital to technical provisions ratio in the Non-Life market plummeted last
year. It was 43.67% as of 31.12.2013 compared with 55.30% as of 31.12.2012.

The fall in net earned premiums contributed to the rise in the investment income ratio, net
claims ratio and expense ratio.

Inspections in insurance companies

Throughout 2013, the AFSA conducted 26 on-site inspections in Life and Non-Life insurance
companies, of which 13 inspections were carried out of insurance company agents and 13
other inspections of insurance companies.

Inspections in insurance companies included issues related to verifying financial statement
elements, reviewing company internal policies and procedures pertaining to insurance
underwriting, and risk bearing limits, specified by type of insured product, analyzing liabilities
that insurance companies underwrote in the closed financial year, reinsurance, and reinsurers’
payments. In addition, the inspections verified the calculation of reinsurers’ reserves, the
effectiveness intermal controls and the security of information systems.

In the context of consumer protection, and in order to ensure their fair and due treatment,
the inspections also verified the procedures followed for the handling of unpaid and
pending claims (including claims under court proceedings and rejected claims), claims
adjustment, management and provisioning practices.

The following issues were found during the inspections in insurance companies:

= [naccurate insurance company reporting on the electronic register of insurance
claims in relation to compulsory motor insurance health claims in court
proceedings;

=  Management of underwritten risks by insurance companies;

= Unfair and untimely treatment of policy-holders;

= (Close links financial transactions;

= Internal controls of the companies, including information system security.

The AFSA stays in constant touch with insurance companies, and forwards them the
relevant inspection findings and recommendations through the inspection report, which is
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sent to the insurance companies in the form of a Management Letter, where it also sets the
deadlines for the implementation of the recommendations laid down in the report.

After the findings, the AFSA takes measures in the form of both Board decisions and
individual letters sent to insurance companies; such measures consisted of:

=  FKlimination of violations of the obligation for accurate and detailed reporting;
=  Compliance with the claims handling deadlines;
= FElimination of violations in relation to ungrounded rejection of claim applications;

= Completion of any lacks in the claim case documentation in order to achieve an
expedited compensation of the damaged parties.

Implementation of those measures resulted in improvements in the areas of underwritten
risk management, accurate reporting of claims in court proceedings on the insurance
company claim registration database, and reduction of close links financial transactions.

The AFSA carried out nine planned inspections and four unplanned ones of insurance
agents in 2013. The scope of those inspections consisted of on-site verification of TPL
insurance policies sold and reported on the AFSA online sales system, including data on
bank transactions of compulsory motor insurance policies sold and reported to AFSA under
the Project on the integration of registration of policies sold through the banking system.
Bank transactions for TPL insurance policies are verified constantly by AFSA, checking
insurance agents and commercial banks where those transactions take place.

The inspections of insurance agents displayed issues related to inaccurate and untimely
reporting of compulsory motor insurance policies on the online sales register, incorrect
AFSA reporting codes and bank transaction codes in the hard copies of TPL insurance
policies.

In the framework of cooperation with the Bank of Albania and the supervision and regulation
of financial markets, AFSA and BoA carried out three joint thematic inspections in several
commercial banks in 2013. The objective of those on-site inspections was to identify the
aggregate exposure of insurance companies for credit guarantee insurance products, verify
blocked deposits, loans taken out by insurance companies from commercial banks, and the
collateral secured by them.

The joint inspections found issues related to inaccurate reporting to the AFSA in terms of
data on fire and other auxiliary risk insurance policies, the beneficiary being banks. More
specifically:

= Jssues related to the insured amount, reporting a value smaller than the value
specified in the hard copy of the insurance policy;
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= Insurance contract coverage period;

= Serial numbers of insurance policies and the value of insurance premiums.

Based on the above, AFSA instructed insurance companies to take action to eliminate the
specific violations.

Technical Provisions

In the framework of financial analysis, the AFSA assesses whether the technical provisions
are adequate and are in line with the level of risk undertaken by the companies. The
adequacy of technical provisions is assessed in accordance with the legal basis in power
and any noncompliance with this obligation is a violation of risk management rules.

The market performance of technical provisions has shown an increasing trend over time.
The biggest share in terms of exercised activity is held by gross technical provisions of
Non-Life companies, which also reflects the structure of the insurance market in Albania.

Technical Provisions

A technical provision is a sum calculated on the basis of an expectation and in accordance
with the set actuarial methods, which is kept by an insurer in order to cover the liabilities
stemming from insurance contracts.

Technical provisions include:

= Provisions for unearmed premiums;
= Provisions for bonuses and rebates;
= Provisions for claims;

= Other technical provisions.

Mathematical provisions must be held by insurance companies operating in the Life
insurance market. In addition, mathematical provisions are kept by Non-Life insurance
companies for those products under which premiums are accumulated in the form of
savings or assets used to cover risks in future years under long-term insurance contracts.

Other technical provisions are established in reference to expected liabilities and risks
for such large potential claims such as: insurance of nuclear liability, pharmaceutical
products, earthquakes, floods, and provisions for other risks that are not included in
any of the abovementioned provisions.
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Graph 5: Gross technical provisions
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Market data, which are shown in the graph above, illustrate an increasing trend of the claims
and premiums technical provision indicator, also reflecting the constant efforts the Authority
has made for improving this indicator. The AFSA has constantly given recommendations
for improving the technical provision indicator. Those recommendations were based on the
analysis of insurance company data, the on-site inspection findings, and the information
received from third parties (courts, in the case of claims in court proceedings) in relation to
the liabilities and risks insurance companies are exposed to.

Compulsory Motor Insurance
Even though the Non-Life insurance market marked an annual fall of 6.47% in gross
written premiums in 2013, motor insurance continued to account for the largest weight

in the market. It brought in the largest share of revenues-59.27% of total gross written
premiums of Non-Life insurance.

Graph 6: Non-Life market structure, gross written premiums, 2013
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In 2013, gross written premiums reached the amount of ALL 4.38 billion, compared with
ALL 5.12 billion in 2012. The drop of 14.39% in motor insurance premiums mainly came from
the domestic MTPL product.

Graph 7: Gross written premiums, motor insurance, 2004-2013 (million ALL)
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Liberalisation of Compulsory MTPL Insurance

In cooperation with the World Bank, the AFSA implemented the Project on liberalisation of compulsory MTPL
insurance, which enabled the transition to more effective tariffing in the calculation of compulsory motor
insurance premiums, which is risk-based.

The fundamental goals of the Strategy for developing the compulsory motor insurance market are to:

= HEnsure risk-based pricing of compulsory motor insurance;

= Build accurate mechanisms for data collection;

= Reduce fraud by building the appropriate mechanisms to combat it;
= Build insurers’ capacities for managing their accounts;

=  Minimize the number of uninsured persons.

AFSA has considered the liberalisation of compulsory motor insurance as premature

However, regardless the initiated project, the market was liberalised at a delicate moment, when not all the
players were prepared. The liberalisation was going to be made with the WB cooperation and assistance, after
the necessary infrastructure was in place. The AFSA views on the stages of the process were not taken into
account. What the AFSA wanted to avoid, by proposing a gradual liberalisation process proceeded by the
regulatory and technological infrastructure, was the frequent fluctuation of prices and especially the application
of low prices for market share purposes. By not taking into consideration the views of the AFSA the executive
and legislative went on with an expedited process of liberalisation, which resulted exactly in the aftermath
that this market has experienced in the past two years.

Given the current situation, with the applied insurance tariffs fluctuating frequently and falling below the normal
levels in relation to the risks characterising those products, the AFSA has emphasized the need to apply the
Bonus-Malus system.
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A comparison of average compulsory motor insurance premium with other countries in
the region shows that Albania has the lowest premium in the region.

Graph 8: Average compulsory motor insurance premium’ (EUR)
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Claims

In 2013 insurance companies paid out ALL 2.70 billion in claims-about 3.97% less than
in 2012. Most of gross claims paid were related to compulsory motor insurance with
ALL 2.21 billion (81.51% of total claims).

Albanian Insurance Bureau (AIB)

In 2013 AFSA continued to constantly monitor the fulfilment of financial obligations of AIB.

Note: 7 The data are from the website www.xprimm.com
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Albanian Insurance Bureau

AIB is a non-for-profit legal person, which had nine insurance companies as its members
as of the end of 2013. The Bureau is the national representative on the Council of Bureaux
(International Association of National Motor Insurers’ Bureaux) and is responsible for all the
obligations deriving from membership in the Green Card system.

The Bureau has the task to carry out the functions, obligations and powers stemming
from the provisions of Law no. 10076 of 12 February 2009 “On Compulsory Insurance in
the Transport Sector”, Law no. 9267 of 29 July 2004 “On the Activity of Insurance, Re-
insurance and Intermediation in Insurance and Reinsurance”, the Internal Rules of the
Council of Bureaux and its Statute.

In the context of AIB supervision and in order to protect consumer interests, the Authority
gave priority to monitoring the obligations of insurance companies toward the Bureau
under the AIB Compensation Fund and the payment of claims under that Fund.

Compensation Fund

The purpose of establishing and maintaining the CF is to pay out property and non-property
damages related to damages that have been caused in the territory of the Republic of
Albania in the course of using an uninsured or unidentified vehicle and in those cases
where an insurance company has gone bankrupt or has been winded up. The fund is
established by:

=  Annual contributions from insurance companies operating in the market of
compulsory motor insurance (funded proportionately to gross written premiums
for this type of insurance in the previous year);

= (Collections in the form of reimbursement of damages to the Bureau from liable
persons;

=  Fines imposed on vehicle owners who have not concluded compulsory
insurance policies;

= (Other sources that are not prohibited by law.

Based on the data from various years, the Compensation Fund has risen significantly due
to the numerous accidents caused by uninsured vehicles. At the end of 2013 the number
of uninsured vehicles® was 120,027, or 26.9% of the total number of registered vehicles.

8 According to the data of Directorate General of Road Transportation Services.
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In 2013 AIB was inspected twice by AFSA. The first inspection was an unplanned thematic
one which was related to the verification of the payment of a health claim that was
subject of the Compensation Fund. The other inspection was a full planned one, which
covered the period 2012-2013.

The goal of the planned inspection was to verify the procedures of:

= Handling unpaid claims, pending claims at CF and unpaid claims for which
there was a final court ruling;

=  Following up on subrogation claims and their collection;

= Handling unpaid Green Card claims for vehicles bearing foreign licence plates
which are involved in accidents in Albania, and reimbursement of their payment;

=  Compliance with legal obligations in relation to claims under Border Policies.

The planned inspection found issues in relation to delays in the payment of claims by
insurance companies beyond statutory deadlines, which refers to claims in relation to the
Compensation Fund and the Green Card Fund, and failure to follow the right turn of the
claims to be paid as per the year of accident, since first claims from 2013 were paid, while
earlier claims remained unpaid. For these claims were also delays in filing subrogation
claims against parties causing accidents who were not insured on the day of the accident.
The inspection also found considerable inadequacies in the payment of the subrogation
claims, even for those claims which the court issued a winning decision.

Another issue determined by the planned inspection was related to the incorrect handling
of Border Policy claims in noncompliance with the legal framework in force, under which
those claims have to be handled by the responsible insurance company issuing the
insurance contract and not by AIB. The on-site verification of the cases for those claims
showed that AIB had proceeded to handle those claims following the same procedure as
that of Compensation Fund claims, while they should have been handled by the insurance
companies themselves and been reported to the Authority like the rest of cases when
claims are paid by insurance companies.

The following graph shows the total of obligations for claims payment under the Compensation
Fund, for 2009-2013.
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Graph 9: Obligations under the Compensation Fund, 2009-2013 (million ALL)

1,600
1,400
1,200
1,000
800
600
400
200

2009 2010 2011 2012 2013

Pursuant to Article 45 of Law no. 10076 of 12 February 2009 “On Compulsory Insurance
in the Transport Sector”, AFSA approves, with proposal from AIB, the amount of the
Compensation Fund on annually basis. The Compensation Fund for 2013 was approved at
ALL 265,000,000. Even though the Fund was paid by insurance companies in 2013, the
obligations under it are still at a considerable amount. The obligations referred to above,
which were subject of the Compensation Fund as of 31.12.2013, are intended to be fully
settled in 2014-2016, by following their order paying the earliest insurance events, while the
insurance events after that date are going to be funded by another fund.

The AFSA constantly monitored the fulfilment of AIB obligations under the Uniform
Agreement and Internal Regulations of the Council of Bureaux. The Council of Bureaux
took a decision to monitor the Albanian Insurance Bureau in October 2013. On 7 November
2013, the AFSA attended an official meeting at the Council of Bureaux in Brussels to clarify
the technical details on the cases determined in the monitoring decision concerning the
Albanian Insurance Bureau. The Council of Bureaux asked for compliance with the financial
requirements addressed to AIB, requirements which were complied with by the end of
December 2013.

Gross technical provisions for compulsory motor insurance

Gross technical provisions for MTPL held the highest specific weight in the total amount
of technical provisions in the Non-Life market. This indicator increased on an annual basis,
reaching 74% as of 30.09.2013 from 66% in 31.12.2012.
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Table 6: Technical provisions for compulsory insurance (million ALL)
Item 31.12.2012 31.12.2013
Gross technical provisions - MTPL 4,903 5,546
Gross technical provisions - Non-Life 7,375 7,980 .
Table 7: Gross technical provision structure for compulsory insurance (%)
 item 2011 2012 2013
ﬂ_rrcgi éleacir:sical provisions - 62 56 52
Jcietlinf i 5 “ 5
Gross technical provisions - 100 100 100

© MTPL

National Compulsory Motor Insurance Database Centre

Maintaining the service infrastructure and enriching the IT systems with new elements
have always been among the technological goals of AFSA, in the context of contributing to
more effective market supervision and analysis. Thus, in the framework of the cooperation
with the World Bank and the Road Ahead for Albanian TPL Market Project, the electronic
sales register was fully integrated into the banking system by the National Centre of
Compulsory Motor Insurance Data in 2013. As a testing phase the integration began in the
last month of 2012, but which later spread out mainly throughout 2013. By compulsorily
including the payment transaction in the insurance policies it is possible to develop and
control the motor insurance market and set standards on the financial transactions starting

with the issuance of compulsory motor insurance policies.
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National Compulsory Motor Insurance Database Centre at AFSA, consists of

= The Online Electronic Register of Compulsory Motor Insurance, which is a
reporting platform that is used to identify TPL, Green Card and Border Insurance

policies in real time.

= Compulsory Motor Insurance Claim Register, which is a reporting platform for claims
covered by compulsory motor insurance. To facilitate the implementation of the third
phase of the Project, which is the establishment of the Bonus-Malus System, the
Claims Register contains historical claims data since 1 January 2006.

In addition, AFSA IT systems are in constant interaction with the systems at insurance
companies in order to check their compliance with the supervision manual requirements

on insurance market IT systems.

Information Management System
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AFSA and insurance companies operating in
the market have constant access at the AMF
In-Reg system which consists of a web-based
reporting platform, through which operators
from supervised entities report the required
data to the Authority electronically online.

In 2013 AFSA clarified the method of operation
and worked on designing new parts of the
system. Thus, the reporting formats for the
supervised entities were completed, and new
analytical reports were designed on the basis
of the data submitted to the system by the
companies.



Licensing in the Insurance Market

The insurance market developments as a significant part of the supervised financial markets
has made this an attractive market for new professions and investments. In 2013 AFSA
continued with the licensing and training of insurance intermediaries: brokers and agents;
and licensing of claim adjustors.

Insurance Intermediation

In 2013 the AFSA approved a new licence in brokerage, and the addition of insurance classes
in the licence of an already licensed company. The number of individual brokers increased
from ten at the end of 2012 to 13 at the end of 2013.

Table 8: Data on licenced insurance brokers (number)
N . . . . 9
Broker’s Licensees at New licences reﬁf;gi:in Exp ;,rg r‘iJg dlt;;’ense L;:Z’:::Z;
Status end of 2012 in 2013 2013 2013 2013
Brokerage companies 7 1 - 8
Individual brokers 10 4 3 4 13

Pursuant to the regulatory legal framework, the brokerage business may be carried on by
a brokerage company, while legal persons brokers operate on behalf and for brokerage
companies. The following table shows a classification of brokerage companies by the type

of licence:

Table 9: Brokerage companies, by insurance product (number)
2009 2010 2011 2012 2013

: Non-erg brokerage 3 7 5 5 5

: companies

" Life and Non-Life

: . - - 1 2

: brokerage companies

: Non-Life and reinsurance

: . 1 1 1 1 1

: brokerage companies

: Total 4 8 6 7 8

Note: 9 In 2013 a brokerage company and three individual brokers expanded their brokerage business and received a new licence

for insurance classes that had not been included in their previous licences. The expansion of business did not change the
number of market operators. The total number of licensed brokers at the end of 2013 is calculated as the number of licensed
brokers at the end of 2012 plus new licences in 2013 plus licence renewals in 2013 less the number of licences expiring in
2013.
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The business of brokerage companies consists of intermediation of such Life and Non-Life
insurance products as travel health insurance, offer and contract security, CASCO insurance,
TPL, Green Card, border insurance, fuel insurance, insurance against fire, CAR insurance and
Life insurance “Today for Future”, etc.

The reports from brokerage companies in relation to statistical data on their business show
that at the end of 2013 the total amount of gross written premiums in the insurance market
that was sold through brokerage was about 7.2% of the total premiums in the market.

Insurance agents

In 2013 natural persons continued to be licensed as Non-Life insurance agents acting on
behalf of two insurance companies: Sigal Uniga Group Austria sh.a. and Insig sh.a.

Table 10: Data on licensed agents (number)

. Agent’s Licensees at r’;'nc:v’\11275 licli:les licgr);spe'*rze?irod ’;ii‘;zlézg Licensees

Status end of 2012 in 2013 in 2013 in 2013 2013 at end of 2013

Legal entities 3 - - - - 3

Natural persons 279 13 33 9 1 315
Claim Adjusters

In 2013, AFSA licenced seven additional claim adjustors, and renewed three existing
licences.

Note: 19The total number of licensed agents at the end of 2013 is calculated as the number of licensed agents at the end of 2012 plus new licences
and licence renewals in 2013 less the number of licences expiring in 2013 as well as licence revocations.
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Table 11: Data on licensed claim adjustors, by type of licence and status

(number)

. New Licence Expiry of . .
. . Licensees at . . . Licensees in :
Claim adjustors end of 2012 licenses renewals license period 2013
2013 in 2013 in 2013
By claim adjustor’s status
Independent 17 7 1 5 20
Employed 41 2 19 24
Inactive licences 7 - 2 5
By type of licence
Material claims 5 2 - 1 6
Health claims 5 3 - 2 6
MaFerial and health 55 2 3 23 37
claims

Total licensed claim adjustors 65 7 3 26 49

Professional examinations for insurance-related professions

One of the licensing requirements for the insurance professions is the successful passing of
knowledge tests in the relevant professional and legal areas. The purpose of the examinations
was to put an emphasis on the applicants’ professionalism. The examination commissions
include reputable and experienced representatives from the academia and the market.

Based on the regulatory requirements, five tests were organized in 2013, with the
participation of 35 applicants for claim adjusters or insurance brokers. The participants in
the tests also included professionals who had applied for renewal of existing licences. The
testing programmes included requirements on the knowledge of the legal basis and
technical issues adapted in case studies according to the issues requiring solutions by the
market.

Reinsurance

In 2013 insurance companies underwrote risks pertaining to voluntary insurance and
compulsory motor insurance for vehicles both in the territory of the Republic of Albania and
in other member countries of the Green Card system, as well as liabilities of the dealers of
petroleum, gas and their by-products. In the case of special insurance portfolios, the
companies transferred the risk in order to mitigate any financial implications of large claims.
This transfer was made through coinsurance, ceding whole insurance portfolio to reinsurers,
and choosing facultative reinsurance under individual contracts.
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Facultative Reinsurance

Facultative reinsurance is the transfer of a
portion of a specific insured risk from an
insurance company to a reinsurance company

under e specific reinsurance contract.

In 2013 there was a rise by 9% in the market gross
written premiums in the Life insurance, compared
with 2012. Non-Life gross written premiums
accounted for 89% of the market gross written
premiums.

Pursuant to regulatory requirements, insurance
companies report their reinsurance program to the
Authority. Based on its supervisory function, AFSA
monitors the performance of those programmes and
any specific concluded contracts, with the aim to

ensure the constant financial stability in relation to the standards of risk retention by those
reinsurance companies and the criteria related to the quality of reinsurers.

Reinsurance agreements on Non-Life insurance portfolios were both of Excess-of-Loss type
and of Quota-Share and Surplus type. Reinsurance of Life insurance portfolios was done
through proportional reinsurance agreements of the Surplus type and Quota Share type.

Ceded premiums in 2013 were:

= For over ALL 2.49 million (29.42% of gross written premiums) in total for the

insurance market;

= For ALL 2.44 million (32.48% of gross written premiums) for Non-Life insurance;

= For ALL 54.51 million (5.63% of gross written premiums) for Life insurance.

In 2013 ceding to reinsurance rose compared with 2012:

= At market level, ALL 591.48 million, or 23.71%;

= For Non-Life insurance, ALL 575.31 million, or 23.57%;

= For Life insurance, ALL 16.16 million, or 29.65%.
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The performance of the ratio of premiums ceded to reinsurance over gross written premiums
in 2011-2013 is shown below:

Graph 10: Premium ceded to reinsurance/gross written premiums, total market (%)
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Graph 12: Premium ceded to reinsurance/gross written premiums, Non-Life (%)
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Major participants in the reinsurance programmes included VIG Re, Munich Re, Hannover
Re, Swiss Re, Partner Re, Scor, Lloyd's Syndicates, etc. In the case of Life insurance, the
only reinsurance company involved in the programme was Scor Global Life. More than
90% of reinsurance partners of insurance companies had a Standard & Poor’s rating of
above BB-, with 50% of them with a rating of above A.
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1.3 Securities Market

Investment Funds

The market of collective investment undertakings experienced a significant increase in
2013. Two investment funds operate in this market: Raiffeisen Prestigj Investment Fund,
which was licensed on 31.12.2011, and Raiffeisen Invest Euro Investment Fund, which was
licensed on 26.09.2012; both funds are managed by Raiffeisen Invest. The investment funds
that AFSA has licensed so far provide an investment return by maintaining the required
level of capital and liquidity.

An analysis of the data on the investment fund market as of 31.12.2013 shows that their net
asset value was about ALL 50.33 billion, with an increase of ALL 34.32 billion or 214.40%
more than in 31.12.2012.

This market is mainly dominated by investment in government bonds, which accounted
for 83.97% of the fund assets. Investment in government bonds only increased by 268.71%
compared with 31.12.2012. The number of unit-holders investing in investment funds was
28,442 as of 31.12.2013, with 99.96% of them being individual investors.

Table 12: Number of investment funds and unit-holders, 31.12.2013

Net asset value

: Description No. (million ALL) In%

Number of investment fund management companies 1

Number of investment funds 2

Number of fund members 28,422 50,328.54 100.00

: Individuals 28,417 50,308.93 99.96
Legal entities 5 19.61 0.04 :

Table 13: Investment fund unit indicators (ALL)

: . Net asset value Net asset value

Description In:f;ﬂ::ifiﬁg per unit per unit

: 31.12.2012 31.12.2013 :

Raiffeisen Prestigj 1,000" 1,061.72 1,147.69

Raiffeisen Invest EURO" 14,000" 14,069.20 14,537.91

Note: " Initial value as of 31.03.2012.

2" Raiffeisen Invest EURO amounts were translated with the exchange rate of ALL 140 to the Euro.
® Initial value as of 22.11.2012.
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Table 14: Detailed indicators of investment fund assets

Description 31:1.2.2012 31:1?.2013 Cha.nge Share in total vqlue
: million ALL million ALL in% in% :
31.12.2012  31.12.2013

Fund net assets 16,007.90 50,328.54 214.40
Total fund assets 16,061.31 50,506.80 214.46 100.00 100.00
of which: .
Government bonds 11,502.27 42,410.25 268.71 71.61 83.97
Treasury Bills 2,074.59 4,639.99 123.66 12.92 9.19
Cash 2,138.10 2,582.67 20.79 13.31 5.11
Other assets 346.35 873.90 152.32 2.16 1.73
Total fund liabilities 53.42 178.25 233.71 0.33 0.35

Government Securities Retail Market

The retail market of Government securities in 2013 was dominated by transactions in
short-term instruments (T-Bills) at 53.52% and long-term instruments (bonds) at 46.48%.
With regard to the number of transactions, 96.10% of all transactions in the retail market of
Government securities were in T-Bills.

Transactions under “Purchases on the primary market” and “Payment of nominal value
at maturity” dominated the Government securities retail market in 2013. Their respective
shares of the total volume were 64.82% and 23.71%.

Individual investors dominated over institutional investors, performing 99.37% of all
transactions in the Government securities retail market.
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Table 15: Government Securities Retail Market

Type of Transaction Nominal value (million ALL) Change (in %)
: 2012 2013 1317121
A Purchases in the primary market 19,991 46,342 131.82
Individuals 10,896 8,310 (23.73)
Legal entities 9,095 38,031 318.18
B  Sales from financial intermediary portfolio 7,066 5,217 (26.17)
Individuals 5,873 4,912 (16.36) -
Legal entities 1,193 305 (74.45)
C  Purchases from individuals prior to maturity 5,663 2,876 (49.21)
Individuals 5,021 2,442 (51.37)
Legal entities 642 435 (32.33)
D  Pledging Government securities as collateral 97 105 7.23
Individuals 54 78 44.21
Legal entities 43 26 (39.16)
E  Payment of nominal value at maturity 12,578 16,955 34.79
Individuals 11,041 14,696 33.10 -
Legal entities 1,537 2,258 46.93

In 2013 AFSA began operating its electronic reporting system-AMF In-Reg-for the licensed
companies operating in the Government securities retail market. The system aims at
computerising the reporting process in the Government securities retail market, increasing
the effectiveness and ensuring the security and reliability of their analysis.

The electronic reporting forms on the activities in the Government securities market were
tested by the entities and also by AFSA until December 2013 AFSA intends to fully extend
the use of this system to generating reports on the market in 2014.
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Government Securities Retail Market (GSRM) Platform

In 2013 the GSRM Platform continued to function and perform its role, ensuring
increased transparency in the quotes and transactions on the Government securities
retail market. Ten operators licensed by AFSA to trade in Government securities operate
in the market. In the context of better protecting investor interests, AFSA monitors the
activity of those operators and takes care that the information is up to date and in real
time. The Platform also includes an historical database which assists all the persons
who need such data for personal, statistical or academic reasons.

The GSRM Platform provides complete up-to-date information to the public and
institutional investors on the daily demand and supply in the Government debt
securities retail market.

Upon the first ever issue of the Government ten-year bond in October 2013, the transactions
related to that issue were recorded on the GSRM system, following an adjustment to the
reporting forms.

In 2013 the GSRM Platform was clicked 11,594 times, accounting for 4% of all visits to AFSA
official website.

Capital Market

As the regulator and supervisor of the capital market, AFSA has constantly advocated
for this market and its role in the development of the economy.

The capital market is still undeveloped. Tirana Stock Exchange-entirely owned by the
Government as its sole shareholder-possesses all the structures of a joint-stock company,
but it has not started to trade in any securities and no companies are listed on it.

Given the current capital market conditions, in 2013 AFSA, in cooperation with experts
selected by USAID FSVC, took the initiative to develop a strategy for capital market
development. The strategy contains medium-term and long-term directions for potential
developments in the capital market. The following were taken into consideration in the
development of the strategy:

= Assessment of the current legal and regulatory environment;
= Relevant stakeholder assessments;

= Priorities and potential issues in the development of the capital market.

The strategy clarifies that the implementation of its components requires Government
and private stakeholder support, as essential elements in the development of a capital
market.
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In the absence of a regulated market, shares continue to be traded among shareholders by
means of recording ownership changes in the joint-stock companies registers. On the other
hand, some joint-stock companies have registered their shares with the Share Registration
Centre, which is a company specialized in keeping the share register. By the end of 2013,
101 companies had registered with that Centre, while the number of traded shares as a
portion of registered shares was very low, with only 0.16% of total shares being traded.

Licensing activity in the securities market

A novelty in respect of licensing in the securities market in 2013 was the approval of the first
licence in securities investment advisory services.

Under the current legislation,
an investment advisor works
on behalf of and for an
advisory/brokerage  company. It includes the following services:
The profession of investment .

Advisory business includes constant counselling for profit-making purposes

or the offer of such services.

advisors requires more specific
experience relative to the
profession of brokers. The
regulatory framework developed
by AFSA clearly stipulates that

providing advice regarding securities and trading in securities,
public offers, acquisition of control shares, creation of portfolios, and
other similar operations;

. organizing purchase, sale or exchange of securities through

brokerage companies;

. carrying out studies, preparations, oversight and implementation of

an investment advisor applicant investment plans:
must, in addition to other
requirements, meet one of the
following conditions:

legalizing it.
=  Complete a post-university course in financial investments or financial analysis for
at least one year; or

= Have professional experience in Albania or abroad for at least three years in the
area of securities advisory services.

At the end of 2013, 13 brokerage companies, 18 individual brokers employed by brokerage
companies, one licensed broker's agent, eight securities custodians and one share registrar
were operating in the securities market.

The most active part of the securities market is the Albanian Government securities retail
market. Operators in this market mainly include banks that have been licensed by AFSA.
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Table 16: Entities licensed to operate in the securities market (number)

: Entities 2010 2011 2012 2013
Brokerage companies 12 13 13 13
Individual brokers in brokerage companies 16 17 18 18
Custodians of Republic of Albania Government securities 7 8 8 8
Share registrars 1 1 1 1
Securities investment advisory company 0 0 0 1
Securities investment advisor 0 0 0 1

Approval of the private offer of bonds

In 2013, AFSA approved the respective prospectuses for four bond issues with private offer
by two companies, at the amount of ALL 1,360 million.

Private Offering of Bonds

Under Law no. 9879 of 21 February 2008 “On Securities”, a private offer of securities is the issuance
in which the offer to subscribe securities has been extended only to institutional investors, issuer's
shareholders or employees and up to 100 external investors, who address the issuer directly. The
issuing company has to prepare a prospectus and submit it to any potential investors only after it the

prospectus has been approved by AFSA.

Inspections at collective investment undertakings

Collective investment undertakings are developing rapidly and manage considerable
amounts of assets. These reasons have been significant determinants in the setting of
AFSA priorities in relation to the onsite inspection at the management company and its
depositary. The inspection focused on three key areas:

= FEffective supervision of the company operations, focusing on its investment
policies, investment type selection and approval procedures, functioning of
automated systems that the management company uses to calculate the net
assets of the investment funds and method of calculating the unit price, pay-out
of members withdrawing from the investment fund, the method of calculating the
paid amount and the unit price applied at pay-out;

= Transparency to investors, focusing on the management of collective investment
funds, structuring and division of internal company functions, methods and
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conditions applied to the selling of investor units by the management company,
and customer grievance procedures;

= Compliance with the legal requirements on money laundering and financing of
terrorism, focusing on the internal rules, guidelines or procedures that are related
to money laundering, the various audits conducted by the internal auditors of the
company and their recorded conclusions, reporting of suspicious transactions and
transactions in cash as per the legislation in power.

The findings of the inspections were communicated to the collective investment
undertaking management company and its depositary in the wrap-up meeting with
their management.

Based on the findings AFSA gave relevant recommendations, which are related to
transparency to investors, the determination of the value of collective investment
undertaking assets and the calculation of the net value of assets per unit or share, by
reconciling the investment fund net asset value and share price for the investment fund
on a daily basis.

1.4 Private Voluntary Pension Market

The number of private voluntary pension market operators did not change in 2013. Three
voluntary pension funds operated in this market, managed by three different management
companies: Raiffeisen Invest sh.a. managing Raiffeisen Voluntary Pension Fund, Sigal
Life Uniga Group Austria sh.a. managing Sigal Voluntary Pension Fund, and SiCRED sh.a.
managing SiCRED Voluntary Pension Fund.

An assessment of private voluntary pension market shows that at the end of 2013 the
amount of total managed assets was ALL 436.03 million, with an increase of about ALL
152.44 million (53.75%).

The number of pension fund members was 7,887 at the end of 2013, marking a rise of 8.32%
compared with the end of 2012.
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Table 17: Pension Fund Indicators

Description Amount (million ALL) Change (in %)
 Year 2012 2013 2013/2012
 PF net assets 283.01 434.82 53.64 -

Pension Fund Number of PF members Net Assets (million ALL)
- SIGAL 3,503 202.19 -
RAIFFEISEN 2,548 174.49
 SICRED PENSION 1,836 58.14
© TOTAL 7,887 434.82

SiCRED
Pensions

23.28%

Raiffeisen
32.31%

Sigal
44.41%
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Graph 14: Market shares in terms of pension fund net asset value, 31.12.2013

SiCRED
Pensions
13.37% ‘
Sigal
46.50%

Raiffeisen
40.13%

Pension fund assets have been invested in Republic of Albania Treasury Bonds and bank
deposits. Total investment at 31.12.2013 was ALL 421.68 million, marking an increase of
53.13% compared with end of 2012.

Table 19: Pension fund market investment amount (million ALL)
Year 2011 2012 2013
* Total PF investment 152.91 275.38 421.68

Articles 88-91 of Law no. 10197 of 10 December 2009 “On Voluntary Pension Funds” provide
for tax incentives for contributors as members of private voluntary pension funds. So far
private voluntary pension funds have not managed to attract many members because the
tax incentives provided for in the Voluntary Pension Funds Law are not entirely implemented
by the tax legislation.
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1.5 Corrective and Administrative Measures

The legislation governing the activity of the financial entities that are supervised by AFSA
and the Law on the Financial Supervisory Authority provide for corrective and administrative
measures aiming at preventing and eliminating any violations on a timely fashion, enabling
the disruption of any actions contrary to the law, the protection of consumers and the
strengthening of AFSA role.

AFSA escalated the preventive and corrective measures several times in 2013. On other
occasions AFSA requested acceptable plans on the prevention of problems. Such plans
included detailed steps to address any found issues within specified time-limits. In the
case of companies operating in the insurance market, in 2013 AFSA Board took a total of
16 decisions on administrative measures based on the findings of the financial indicator
assessment and the onsite inspections carried out by the Authority. Compared with
2012 there was an increase in the number of corrective and preventive measures against
insurance companies, which indicates an increased degree of AFSA intervention in the
context of preventing and eliminating violations in a very short period of time.

Table 20: Administrative measures imposed by AFSA, 2013 (number)

Administrative measure

Market Order to Financial  Capital Order to stop  Recommendation Licence

: eliminate action increase transactions to supervisory revocation
noncompliance plans order board :

Insurance

© Market 16 2 2 ! !

Pension 1 1

: Market

: Securities 3 1

. Market

In 2013, AFSA Board took four decisions on administrative measures against operators in
the securities market. Three of those decisions ordered correction of noncompliance. The
other decision, which was taken in November 2013, revoked the licence of Easy Trade
Consulting sh.p.k. to operate as a securities broker’s agent.

In 2013 AFSA Board took a decision on companies operating in the private voluntary
pension market, providing for measures to eliminate noncompliance and increase capital.
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No new measures were appealed against at Tirana District Court in 2013; therefore, all court
proceedings were related to measures from previous years. Four court cases were decided
in 2013, three of which for AFSA.

In one of the cases, in which a Board decision imposing a fine was appealed, the Court
dismissed the case because the company withdrew its appeal, and AFSA Board decision
was executed.

In another case, in which the Board had decided to revoke a licence to operate as insurance
claim adjustor, Tirana District Court decided to dismiss the case because the complainant
did not show interest in proceeding with it. The case had previously been returned for
re-adjudication by the Court of Appeal.

In the third case, Tirana District Court and the Court of Appeal dismissed the lawsuit
application flled by an insurance company. The company had appealed against a fine that
AFSA Board had imposed.

The case decided against AFSA was related to an appeal against its Board decision to
impose a fine on an insurance company. The fine had been imposed because the company
had failed to submit to AFSA detailed information in compliance with the time-limits,
form and list specified in the provisions of Regulation no. 10 of 8 February 2007 “On the
list of annual and periodic statutory reporting documents for insurance and reinsurance
companies.” Tirana District Court and the Court of Appeal decided for the complainant and
repealed AFSA Board decision. AFSA submitted an appeal to the Supreme Court, which
decided to dismiss it.

Table 21: Court cases related to AFSA administrative measures, as of 31.12.2013  (number)
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Chapter 2
Regulation of supervised financial markets

2.1 AFSA Board Activity

In the context of performing its functions, AFSA Board conducted 13 meetings and took
135 decisions in 2013. The following table shows the number of AFSA Board decisions
grouped by type of decision:

Table 22: Classification of AFSA Board decisions, by type of decision

Type of decision Number
Decisions on companies operating in the insurance market 95
Decisions on companies operating in the securities market 7
Decisions on companies operating in the private voluntary pension market 2
Decisions imposing administrative and corrective measures on supervised entities 21
Decisions on AFSA regulatory framework 10
Total number of decisions 135

2.2 Regulatory Activity

In the context of further improving the regulatory framework, AFSA finalized and submitted
the following draft laws to the Ministry of Finance in 2013:

= Draft Law on Insurance and Reinsurance, and

=  Draft Law amending Law no. 9572 of 3 July 2006 “On the Financial Supervisory
Authority”.

In addition, in 2013 the AFSA worked with WB experts’ assistance for amending Law
no. 10197 of 10 December 2009 “On Voluntary Pension Funds” in order to approximate it
with EU Directives and EU Progress Report recommendations.

Draft Law on Insurance and Reinsurance

In 2013 AFSA worked to reflect the recommendations from the Council of Ministers and the
Ministry of Justice and the suggestions from IMF and WB in the Draft Law on Insurance
and Reinsurance. In addition, following the recommendations left by the FSAP mission
in November-December 2013, which underlined the importance of applying risk-based
supervision, implying changes to the current supervision philosophy, AFSA revised the
Draft Law on Insurance and Reinsurance, which was submitted to the Ministry of Finance.
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The purpose of the Draft Law is to strengthen and develop the Albanian insurance industry
by putting the emphasis on ensuring effective protection of consumer interests.

The Draft Law lays down the principles and specifies the activities and procedures in
relation to the establishment, organization, management, operation and supervision
of insurance, reinsurance and intermediation businesses, so that the insurance market
functions in a safe, stable and transparent environment, and in order to protect the rights
and interests of consumers involved in an insurance contract. The development of the Draft
Law is also in line with AFSA goal to further increase compliance with and observance of
IAIS Insurance Core Principles (ICPs).

Amending Law no. 10197 of 10 December 2009 “On Voluntary Pension Funds”

In 2013, the AFSA, in cooperation with WB experts, worked on amendments to Law
no. 10197 of 10 December 2009 “On Voluntary Pension Funds.” The legal amendments aim
at approximating it with the EU Directives, the IOPS private pension supervision principles
and the OECD Guidelines.

As aresult of several months of work, AFSA managed to finalize the first draft of the Bill and
is now working on reflecting stakeholder comments and suggestions.

Regulations in the area of insurance

In the context of legal regulation of the insurance market, in 2013 AFSA developed and
adopted Guideline no.4b of 24 April 2013 “On the criteria, procedures and time-limits for
renewing professional licences/authorizations in the insurance market”. The purpose of the
Guideline was to lay down the criteria, procedures and time-limits for renewing licences/
authorizations for all professionals in the insurance market (agents, brokers, claim adjustors,
actuaries) possessing a licence/authorization with a specified validity period and applying
for its renewal.

In addition, in the context of more effective supervision of the market and its operators, the
following regulations were amended:

= Regulation no. 2 of 29 January 2010 “On Albanian Insurance Bureau reporting
and supervision standards”. The amendments were adopted with the purpose of
improving the supervision of insurance companies and the Bureau by further regulating
their periodic reporting.

= Regulation no. 9 of 8 February 2007 “On the basis, accounting methods and ways
of keeping non-life insurance technical provisions”. The adopted amendments
aimed at regulating the database with the information that must be reported to AFSA
and be taken into consideration in the calculation of technical provisions.

ALBANIAN FINANCIAL SUPERVISORY AUTHORITY

49



= Regulation no. 6 of 8 February 2007 “On the rules, methods and conditions for
company insurance reporting to AFSA”. The amendments introduced additional
documents to be submitted to the Authority by insurance companies.

= Regulation no. 18 of 27 March 2008 “On the organization of claim adjustor
examinations”. The purpose of the amendments is to improve the method and
procedure of organizing insurance claim adjustor examinations.

= Regulation no. 110 of 28 July 2011 “On setting the level of technical provisions
for compulsory motor insurance”. The amendments were made in cooperation
with WB experts, also reflecting compulsory motor insurance market analysis in terms
of the method of calculating insurance premiums for compulsory motor insurance, and
introducing additional actuarial elements in their assessment in order to improve the
current practice. Amendments to Regulation no. 110 of 28 July 2011 aim at preventing
frequent changes to the tariffs applied in the MTPL insurance market.

Regulations in the area of private voluntary pensions

In order to further approximate the legal framework in force with EU Directives, AFSA
adopted Regulation no. 112 of 25 November 2013 “On prospectus approval fees”, the
purpose of which is to specify the service fees applied to the approval of prospectuses for
public and private offers and the approval of investment fund and voluntary pension fund
prospectuses.

2.3 Approximation with EU Directives on the markets

One of the main goals for the Authority since its establishment has been the development
and adoption of regulatory and supervisory legislation in the area of the supervised financial
services that would enable further development of the market and consumer protection.
This completed legal framework aims at the approximation with the international
standards in the context of meeting the commitments of the institution and Albania for the
implementation of the Stabilization and Association Agreement with EU.

The AFSA coordinates Chapter 9 “Financial Services” in the framework of Progress
Report of European Commission on Albania. In cooperation with the Bank of Albania, the
current developments are clearly reported in terms of legal framework approximation,
implementation activities, developments and reforms in the financial sector in relation to
the markets supervised by AFSA. In 2013 the AFSA prepared and submitted information
to the European Commission (EC) in the framework of the periodic meetings between
Albania and EU, such as the fourth meeting of the EU-Albania Stabilization and Association
Committee in March 2013 and the meeting of the EU-Albania Subcommittee on Internal
Market and Competition in April 2013.
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On 16 October 2013 the EC published its Progress Report on Albania, which described the
progress made by Albania from October 2012 till September 2013. Chapter 9 “Financial
Services” of the Report positively evaluated some of the progress in the non-banking
financial area in relation to the AFSA activity.

European Commission - Albania 2013 Progress Report

(Chapter 9- Financial Services)

In the area of securities markets and investment services, the AFSA took measures to
strengthen supervision and management of securities market and collective investment
undertakings.

Conclusion

There has been some progress in financial services, in the field of banking. Additional efforts are
needed to align legislation with the acquis in the areas of insurance and occupational pensions,
financial market infrastructure and securities market and investment services. Supervisory
capacity needs to be strengthened. Overall, preparations are moderately advanced.

Alignment of the regulatory framework with EU legislation and
international standards

The alignment of the regulatory framework with the international standards in the area
of the supervised financial markets continued to be in the focus of the Authority in 2013.
A number of projects aiming at full harmonization of the Albanian legislation with the EU
Directives and international standards were finalized last year.

Completed projects

=  Amendments to Law no. 9572 of 3 July 2006 “On the Financial Supervisory
Authority” were developed based on the international core principles and
standards (ICPs 1 and 2) of IAIS a member of which AFSA is;

= The Draft Law on Insurance and Reinsurance was developed so as to be
approximated with the Solvency I European regulatory framework: Directives
73/239/EEC, 73/240/EEC, 87/344/EEC, 87/343/EEC, 88/357/EEC, 92/49/EEC,
2002/13/EC, 98/78/EC, 2002/92/EC, 2005/68/EC, 2002/83/EC, 2001/17/EC and
84/641/EEC.
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During 2013 and still ongoing, the AFSA is working on:

=  Amendments to Law no. 10197 of 10 December 2009 “On Voluntary Pension
Funds”, in line with Directive 2003/41/EC of the European Parliament and of
the Council of 3 June 2003 on the activities and supervision of institutions for
occupational retirement provision. The Draft Law is going to also be approximated
with Directive 98/49/EC, Directive 2006/54/EC, Directive 2008/94/EC, Directive
2002/83/EC, Directive 2004/39/EC, Directive 2009/65/EC, and with IOPS and
OECD principles.

= Development of amendments to Law no. 10076 of 12 February 2009 “On
Compulsory Insurance in the Transport Sector”, in line with Directive 2009/103/
EC of the European Parliament and of the Council of 16 September 2009 relating
to insurance against civil liability in respect of the use of motor vehicles, and the
enforcement of the obligation to insure against such liability.

The Solvency II Directive (Directive 2009/138/EC)

On 2 October 2013 the EC proposed a second quick regulation of the Solvency II Directive, to
postpone the effective date of this Directive to 1 January 2016.

In October 2013 EIOPA published the Guidelines on preparing for Solvency II. The purpose of
the Guidelines is to guarantee that the national competent authorities ensure that insurance
undertakings and groups take active steps for sustainable and coordinative implementation of
the key elements of Solvency I, covering the following areas:

= (Governance systems;
=  Preliminary assessment of the risks undertaken by the undertakings;
= Disclosures;

=  Preliminary application of internal models.

A plenary vote was held in the European Parliament on 21 November 2013 to change and finalize
the implementation and transposition dates for the Solvency Il Directive. The Parliament approved
the 31 January 2015 as the transposition date and 1 January 2016 as the implementation date.
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The Omnibus II Directive

On 13 November 2013 an agreement between the European Parliament, EU and European Council on
the “Omnibus II" Directive was reached.

The so-called Omnibus II Directive will complement the Solvency II Directive and the Regulation
establishing the European Insurance and Occupational Pensions Authority (Regulation (EU) No
1094/2010), thus establishing a modern regulatory and supervisory risk-based framework on the

insurance industry.

The Directive is called Omnibus II because it followed a previous directive, known as the Omnibus
1 Directive, which introduced technical amendments to 11 various directives in order to clarify the
powers of European Supervisory Authorities. Due to technical reasons, however, those amendments
did not cover the Solvency II Directive on the insurance sector, for which the competent supervisory
authority is the European Insurance and Occupational Pensions Authority (EIOPA), nor did they cover
the Prospectus Directive (Directive 2003/71/EC), for which the competent supervisory authority is the
European Security and Market Authority (ESMA).

The Omnibus II Directive contains a series of changes to the Solvency II Directive and the Prospectus
Directive. Those changes include the specification of special tasks for EIOPA and ESMA. In particular,
the Draft Directive clarifies EIOPA’s role in ensuring the harmonisation of technical approaches to the
calculation of technical provisions and capital requirements. It also contains a package of measures for
ensuring clarity in the treatment of insurance products with long-term guarantees in order to reduce
the effects of artificial fluctuations.

The UCITS Directive (Directive 2009/65/EC)

The EC approved the proposal for Directive UCITS V on 3 July 2012. The proposal focused on adding
and improving the rules on deposits, payments and bonuses, sanctions, and mainly aims at ensuring the
alignment of the UCITS Directive with the AIFMD Directive (Directive 2011/61/EU).

The European Parliament voted on the content of the Draft Directive UCITSV on 3 July 2013. A number
of debatable proposals that had been put forward by the EP Economic and Monetary Affairs Committee
(ECON) on 24 April 2013 were not taken into consideration.

The European Parliament will soon begin negotiations on the exact content of the proposed UCITS V
Directive with the European Council and EC.

Insurance Mediation Directive (IMD) (Directive 2002/92/EC)

In July 2012, EC approved a proposal for revising the IMD 2 Directive. The Commission proposed
to extend the scope of IMD2 to entities selling insurance products, especially insurance companies,
and to include additional rules on disclosures and rules on a higher standard of sales for investment
insurance products such as those specified in MiFID. The proposal is currently being discussed at the
European Parliament and Council.
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Chapter 3
Governance and Consumer Protection

3.1 Governance and Market Behaviour

In 2013, the Authority approved changes or reappointments in the composition of the
Supervisory Boards of two insurance companies, and approved appointments to governing
bodies of one insurance company and of the Executive Director of AIB.

Graph 15: The current governing structure of insurance companies

SHAREHOLDERS' GENERAL MEETING

MANAGEMENT INTERNAL AUDIT

Departments:

Salesand Marketing, Legal Affaris, Underwriting, Claims,
Actuarial, Finance and Accountingetc.

2007 2008 2009 2010 2011 2012 2013

: Average number of shareholders 6.0 4.5 4.2 4.4 4.2 3.7 3.6 :
5 Average number of supervisory 5.0 3.6 3.4 36 4.0 4.2 41"
. board members :
Average number of supervisory
- board members who are not shareholders 2.0 2.8 27 3.1 3.5 3.7 3.6 :
© Number of executive directors with 3.0 3.0 2.0 2.0 3.0 3.0 3.0

© qualified holding over 10%
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Table 24: Data in insurance company shareholders

Description

. Insurance companies

Total shareholders

Classification of shareholders by capital ownership:

under 10%

from 10% to 20%

from 20% to 33 % 3
from 33% to 50% 1
over 50% 10 :

Classification of shareholders by country of origin:

Foreign shareholders

Domestic shareholders 37
Classification of shareholders by status:

Individual shareholders 31
Company shareholders 8
Government shareholder 1
Graph 16: Shareholder data, by qualifying holding (%)

2.50%  p— 55.00%
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Graph 17: Shareholder data, by country of origin (%)

Foreign shareholders
7.50%

Domestic shareholders
92.50%

Government shareholders
2.50%

Corporate shareholders ‘
20.00%

Individual shareholders
77.50%

Foreign capital in insurance companies

There were no changes in terms of the number of foreign shareholders owning shares in
Albanian insurance companies in 2013. The following operate in the Albanian insurance
market:

= Vienna Insurance Group AG Wiener Versicherung Gruppe, with its head office in
Vienna, Austria;

= Uniga International Beteiligungs —Verwaltungs GmbH, with its head office in
Vienna, Austria;

= Albanian-American Enterprise Fund.
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Approval of statutory changes to insurance companies

AFSA approved the following insurance company applications for changes to their articles
of association in 2013:

= Approval of new articles of association in observance of legal amendments,
and approval of amendments to the articles of association, for two insurance
companies;

= Approval of amendments to articles of association resulting from increased share
capital for three insurance companies;

= Approval of amendments to articles of association resulting from changes to
shareholding structure for two insurance companies.

Table 25: Data on approvals of articles of association changes (number of companies)
Reason for Statute Amendment 2008 2009 2010 2011 2012 2013
New statute and other changes 2 2 2 6 6 2
Capital increase 9 4 2 4 4 3
Changes in the shareholder structure 2 2 5 3 2 2

3.2 Consumer Protection and Education

A very important goal for the AFSA is to protect consumers in the financial markets
supervised by AFSA. In order to achieve this goal, the Authority has a specialised unit that
deals with the issues facing consumers, in compliance with the legal regulatory framework
in power.

In 2013 the Authority handled 48 complaints, which were mainly related to issues about
payment of insurance claims resulting from compulsory insurance contracts, and requests
of interpretation. 11 complaints were interpretations of insurance contracts, and 36 ones
were related to the claim handling system. In 2013 there was only one complaint related to
the pension fund and collective investment undertaking management company.
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Graph 19: Complaints and resolutions, 2007-2013 (number)

2013

2012

2011

2010

2009

2008

2007

Resolved complaints B Reviewed complaints

AFSA uses various forms of consumer communications and information, the constant
perfecting of which is aimed at encouraging and increasing consumers’ trust in AFSA role.

58|~

AFSA Mechanisms for Ensuring Transparency, Effective Public Communications
and Financial Literacy

= Consumer Helpline. This system includes the landline communication number (355 4 2257
557), the consumer helpline toll-free number (0800 6969), the free SMS contact number (355
694060671) and the email address (konsumatori@amf.gov.al);

= AFSA website (www.amf.gov.al) constantly gives information on the up-to-date legal basis
on the supervised markets and news on the Authority Board decision-making;

=  The website gives information on the entities operating in the supervised markets, covering
both their form of organization and executive staff ;

= Special sections in the website provide consumer educational information and updates on
the latest developments in the countries in the region regarding the markets, through a
monthly newsletter.
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Chapter 4
Transparency and Institutional Cooperation

4.1 Transparency and Public Relations

The public was provided with extensive information on the supervised financial markets
in 2013. The printed media, mainly those with large circulation, regularly covered AFSA
activity. The most reported topics included public sensitivity to compulsory motor
insurance prices and the overall development of the insurance market; information on
private voluntary pensions; and the performance of the securities market. This was covered
in over 140 presentations on daily newspapers and about 30 appearances on national and
regional television networks.

Special attention was also paid to the Authority Chairperson’s communications with the
market, stakeholders and the general public in the context of presenting the strategies for
AFSA development. AFSA organized several meetings with insurance company managers,
focusing on the performance of the compulsory motor insurance market, tariffs and claim
payment. A number of actions for the future performance of the market were put forward
during the meetings. The efforts for the implementation of the Bonus-Malus system and
the technical progress on the introduction of the risk-based tariffing were covered both in
the meetings and subsequently on the media.

In March 2013, following the joint work with WB experts, specific proposals to amend
the laws, regulations and guidelines governing the private voluntary pensions in Albania
were prepared. The entire regulatory framework is going to be aligned with the changes
in the European legislation of the recent years, and their implementation in the specific
conditions of the Albanian voluntary pension market. This process was extensively covered
in a special television programme on the topic.

The completion of the compulsory insurance liberalisation project in April 2013, which
was implemented with WB support, was extensively covered on the printed media and
the national and local television networks. The media coverage included both news
reports and special programmes
on the process. The media and
the public were introduced to
the improvements that the new
scheme is going to bring about,
and how it will also affect the
promotion of safer driving.

AFSA Publications

=  Annual Report

= Supervision Report

=  Insurance Geography

= Official Bulletin

= Brochures on supervised markets

In addition to media
AFSA Electronic Publications
communication, AFSA also uses
) =  Monthly newsletter
a variety of forms and methods o ;
=  Insurance Market Statistical Bulletin

to achieve the most effective " - .
= Securities Market Statistical Bulletin

communication possible with the = Private Supplementary Pension Market Statistical Bulletin

public. It includes communication
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through the official website, monthly informational newsletters for the three supervised
markets, annual publications, brochures, etc.

Special attention was paid to AFSA website (www.amf.gov.al) in 2013, enriching it with
useful up-to-date information on the latest market developments. Such information
is of great use to both insurance companies and the users of their services.

The website is in two languages, Albanian and English, thus also benefiting foreign
investors or researchers as a source of information on the structure and development of the
financial markets of insurance, pensions and securities in Albania. AFSA official website
also publishes information on all AFSA Board decisions. There were 288,538 clicks on AFSA
website in 2013, with over 90% of them in relation to the news posted on the homepage,
periodic announcements and statistical newsletters.

4.2 Institutional Cooperation

Cooperation with domestic institutions

Increased cooperation with various economic and financial regulators has been in the
focus of the processes promoting the sound growth of financial markets. Based on this
view, AFSA closely cooperated with other economic institutions in Albania, the region and
beyond in the context of developing and regulating the markets of insurance, securities
and private voluntary pensions.

In the context of strengthening the insurance market, more specifically that of compulsory
motor insurance, AFSA closely worked with the Ministry of Interior, the Ministry
of Public Works and Transportation and the Directorate General of Road
Transportation Service. Also thanks to the memorandum of understanding, the
cooperation enables compulsory insurance law enforcement, accurate identification of
vehicles circulating in the Republic of Albania and provision of those vehicles with the
required legal documentation.

In the framework of the compulsory motor insurance market liberalisation, AFSA provided
the Competition Authority with all the requested information in order to help with the
investigation into the insurance market.

In 2013 AFSA continued to be in constant contact with the Ministry of European
Integration, which is the institution coordinating all the efforts in Albania towards
European integration. In its reports AFSA described the progress made in the area of
legislative and implementation activities within the timeframes laid down in the National
SAA Implementation Plan, and the concordance with the Acquis of the legal acts adopted
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in the area of non-banking financial market.

In 2013 AFSA continued its work under the processes initiated by the Ministry of
European Integration with regard to the online inter-institutional system to specify Acquis
communautaire thatis related to the markets supervised by the Authority. In addition, the
legal actions under the National SAA Implementation Plan 2012-2015 continued to be
reflected in the online system.

Experts from the Directorate General of Money Laundering Prevention trained AFSA
supervision experts in relation to the Authority’s legal responsibilities and its specific role
in the fight against money laundering and financing of terrorism in the institutions that are
subject to the relevant legislation. This further deepened the cooperation between AFSA
and that institution.

In addition, in its onsite inspection programme in 2013 AFSA cooperated with the
Directorate General of Money Laundering Prevention in the case of one of the supervised
entities and included for the first time some issues that were related to the verification of
the compliance with the legal provisions common to both institutions.

European Cooperation

A very important portion of the international cooperation with AFSA in 2013 continued to
be the cooperation with EU Member States and EU regulators.

AFSA signed a Memorandum of Understanding with 23 European regulators operating in
securities markets, specifically in relation to alternative investment funds in July 2013. The
signing of the MoU was coordinated by ESMA pursuant to EU Directives. The bilateral
agreements with each counterpart regulator aim at ensuring cooperation in terms of
consultations and information exchange in relation to supervising Alternative Investment
Fund Management Entities. They also specify the scope of cooperation, the procedures
to be followed in the case of cross-border visits, the rules of information confidentiality,
etc. While the activities of such funds are not developed in Albania, yet, the signing of the
agreements is considered as a significant step towards increasing supervisory cooperation
between AFSA and EU Member States.

In the framework of EU Technical Assistance and Information Exchange Programme (TAIEX)
in 2013 AFSA was assisted by an expertise mission on the approximation of EU directives in
relation to compulsory motor insurance. The purpose of the mission was to assist the Authority
in the process of amending the Law “On Compulsory Insurance in the Transport Sector”, in
order to achieve full approximation with the EU legislation.
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The main areas in which AFSA is going to be supported with expertise by the TAIEX
instrument are related to legislation approximation, further increasing public awareness of
the private voluntary pension system, the establishment of a central Securities Depositary,
insurance group supervision, and risk-based supervision of private pension funds.

Membership in International Organizations

AFSA has been a member of the International Association of Insurance Supervisors
(IAIS) since 2001. In 2013 it continued to actively participate in IAIS. AFSA Chairperson is
a member of the Financial Inclusion Subcommittee, which especially promotes developing
markets and economies in relation to the implementation of the Insurance Fundamental
Principles in support of the regulation and supervision of insurance markets and other
special forms of insurance.

Key Activities in Cooperation with IAIS
= JAIS Working Subcommittee meeting, March;
u Financial Inclusion Subcommittee meeting, April;
= Seminar “Key supervisory issues”, April;
= Seminar “Insurer flexibility in a changing world"”, April;
. Seminar “Application of risk management techniques and understanding internal
risks in insurance”, October;

= 2013 Annual Conference “Building sustainable insurance supervision in a changing
world”, October.

AFSA is a full member of the International Organization of Securities Commissions
(IOSCO), and signed I0SCO’s Multilateral Memorandum in 2009. AFSA is also an active
participant in IOSCO European Regional Committee (ERC) and Growth and Emerging
Markets Committee (GEM).

Key Activities in Cooperation with IOSCO
= Meeting of the European Regional Committee, March, June;
=  Training programme “Regulatory issues”, May;
= 2013 Annual Meeting “Connecting global finance”, September;
= Working committee meetings, October;

= Seminar “Corporate governance issues related to securities companies and the
sanctions for abuse of markets”, October;

= Seminar “Trading book issues and market infrastructure”, November.
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AFSA has been a member of the International Organization of Pension Supervisors
(IOPS) since 2006.

AFSA participation in those activities consists of engagement in the preparation of policy
and research papers. In 2013 AFSA gave inputs to several research papers prepared by
1I0PS, and was involved in the improvement of the policy paper on Good Practices for
Governance of Pension Supervisory Authorities.

Key Activities in Cooperation with IOPS
=  Executive and technical committee meetings, March.
=  Experience exchange - Macedonia, the Czech Republic “Pension supervision” in
the region, March;
= HExecutive and technical committee meetings, June;
= World Forum “Pensions in Asia - global lessons”, November;

=  Annual General Meeting and adoption of the paper “Good practices for governance
of pension supervisory authorities”, November.

Cooperation with International Financial Institutions and Donors

Effective cooperation and relations with international financial institutions and donors
continued to help implement strategic projects and AFSA institutional capacity
building.

The Financial Services Voluntary Corps (FSVC) has been one of the important
support organizations in the past and continues to be one of the main partners for AFSA
in terms of the technical assistance it has provided our institution in the past few years.

In 2013 FSVC supported the project on the development of the Strategy for the Development
of the Securities Market in Albania. The Project aims at assessing the current legal and
regulatory framework; determining the current level of development, and the major factors
impacting it; and identifying any potential barriers and potentials for further developing
this market. The drafting of the Securities Market Development Strategy is important in the
current stage of development in the country.
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Main institutional cooperation activities

CESEE - “Regional Central, Eastern and Southeast European Initiative on Insurance Market
Supervision”

= 5™ meeting - Focus on separation of Life and Non-Life insurance, financial

intermediation costs, enforceability of supervisory authority decisions, Sarajevo,

May;
= 6™ meeting - Focus on insurance contracts, and the role of external auditors, Budva,
October.
USAID/FSVC

= Workshop “Risk-based Supervision”, January;
=  Drafting the Securities Market Development Strategy, February;
= Drafting the Crisis Management and Resolution Strategy, June.

WB
= Workshop on the actuarial aspects of compulsory motor insurance in Albania,
February;
= Experience exchange “Experience in MTPL and Green Card insurance”, Turkey,
Italy, February-March;
= Workshop “Completion of the Compulsory MTPL Insurance Liberalisation Project”,
Apiril.

The World Bank remains an important strategic partner in the context of fulfilling AFSA
fundamental mission. So, with World Bank First Initiative Programme support the
Authority completed the Project on liberalisation of compulsory MTPL insurance in 2013.
The Project, which had started in 2011, aimed at determining the supervision strategy
and compulsory MTPL insurance pricing in Albania. The Project also included the
development of a strategy for the management of the number of uninsured persons and
the establishment of a database against insurance fraud in the future. AFSA and World
Bank experts presented to representatives from insurance companies their proposals for
the options of risk-based pricing of compulsory motor insurance premiums in the Albanian
market integrating the Bonus-Malus approach.

In January-March 2013, the WB International Development Agency implemented the
project on aligning the legislation on private voluntary pensions with EU Directives and
OECD Principles. The need for the full alignment of the legislation also results from the
commitments that AFSA has undertaken in the process of EU integration. The project also
contributed to the unification of third-pillar practices and processes, paving the way for the
building of the supervisory infrastructure. The project presented a set of recommendations
for improving such regulation aspects as investment policies for pension fund assets,
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taxation of such funds, the methods of designing occupational pension funds, etc. AFSA is
working to materialize the recommendations into legislative proposals.

Regional cooperation

For years now the Austrian Financial Market Authority (FMA) has been a very
important partner for AFSA in the consolidation of the supervised financial markets.
The Director for Financial Market Supervision at the FMA, Mr. Peter Braumiller, who
is also a member of EIOPA Management Board and Chair of the Executive Committee
of the International Association of Insurance Supervisors (IAIS), conducted a working
visit to AFSA premises. The meeting covered topics that were related to the latest
developments in the area of legislation and supervision of respective insurance markets,
and the identification of areas in need of further strengthening of relations between both
institutions. The meeting contributed to the continuity of joint supervision of Austrian
insurance groups with a dominant presence in the Albanian insurance market. AFSA
Supervision Department experts also attended the meeting of the Supervision College for
UNIQA Insurance Group (UIG). The meeting helped make a risk assessment for UNIQA
under the relevant regulators, focusing on specific risk categories, such as macroeconomic
risk, legal risk, sovereign risk, etc. This cooperation is going to be extended to all Austrian
insurance companies operating in Albania.

In 2013 the cooperation contacts with the Central Bank of the Republic of Kosovo
(BQK) were extended to the discussion of the joint strategies and projects for further
development. The reason for this is that Albanian insurance companies have a significant
presence in the Kosova's market. During their official visit to AFSA the BQOK Delegation,
headed by its Deputy Governor, discussed issues related to the supervision and regulation
of the respective markets and other specific topics such as the insurance bureaux. Such
meetings contribute to further promotion of cooperation between both institutions, and
exchange of information and professional experience.

AFSA has had close cooperation with the Macedonian Insurance Supervision
Agency (ISA). The Memorandum of Understanding between both institutions, which has
been in place for years, has had a positive impact on the efficiency of the supervision
and regulation of the insurance industry in both countries, also in the context of Albanian
insurance companies operating in the territory of Macedonia.

In the private voluntary pension market AFSA also cooperated with the Agency for
Supervision of Fully Funded Pension Insurance in Macedonia (MAPAS). The
Memorandum of Understanding on Technical Cooperation that was signed with that
Agency last year provides for exchange of experience of both institutions in the area of
private voluntary pension market supervision and regulation and the legal framework
governing it. A high level delegation from AFSA visited MAPAS in March 2013. In the
meetings, both managers and experts exchanged the experience they had gained in the
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area of private pensions and the relevant legislation, the activity of pension funds, and the
mechanisms supervising those funds, etc.

In the framework of the Regional Initiative for the Supervision of the Insurance Market in
Central, East and Southeast Europe (CESEE), AFSA participated actively in two meetings.
In 2013 the fifth and sixth meetings of the Initiative took place in Sarajevo and Budva,
respectively. The fifth meeting, which took place at the Insurance Agency of Bosnia-
Herzegovina in May 2013, focused on the topics of establishing an effective supervisory
structure, exchange of experience in the area of alternative insurance grievance
mechanisms, Life and Non-Life insurance products, experience with Solvency I and issues
related to Solvency II, etc.

The sixth meeting was hosted by the Austrian FMA in cooperation with the Montenegrin
Insurance Supervisory Agency (ISA) in October 2013. The topics discussed in the meeting
included issues related to the specific requirements to be complied with by insurance
companies, the fight against money laundering, the role of insurance supervisors and
the role of external auditors in insurance. The participants in the meeting underlined the
importance that supervisory authorities should pay to the approval of insurance company
managers, focusing on the requirement for them to be more qualified and of a higher moral
standing.

The CESEE initiative is considered as a successful one, based on the ongoing interest and
active participation from the countries in the region by investing and encouraging the
spirit of effective cooperation on shared issues encountered in the regulation of insurance
markets in the region.

The cooperation with homologue institutions in the area of pensions was materialised
with meetings with senior officials from the Czech National Bank (CNB) and private
pension funds. The programme was implemented with WB support under the Project on
the exchange of experience in the area of private voluntary pensions. Key discussion topics
were related to the design of a pension system reform in line with European Union rules.

The cooperation with the Insurance Association of Turkey, the Turkish Motor
Insurers’ Bureau and the Insurance Information Centre of Turkey was materialised
with high-level official meetings and visits in 2013. The programme was implemented
with WB support under the Project for the Liberalisation of Compulsory Motor Insurance
in Albania. Turkey has a developed motor insurance market, and embarked upon the
liberalisation of compulsory motor insurance prices a long time ago. The experience of
Turkish specialised institutions was of great value to AFSA in such aspects as design of
compulsory motor insurance management database, monitoring of compulsory motor
insurance tariff system, the role of actuaries in the calculation of claims reserve, the
Guarantee Fund role, the activity of the Green Card Bureau, the role of insurance arbitration
offices, etc.
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Chapter b
Internal Organization

5.1 Financial Statements

Auditing

AFSA annual financial statements have been audited by statutory auditors since 2007,
although the Law does not require such an audit. In general, the certified auditor’s reports
state that: ..."The financial statements give a fair presentation, in all material aspects, of
AFSA financial position and financial performance.”

The internal audit function was carried out by an auditing expert holding a certificate
as a Public Sector Internal Auditor and reporting to AFSA Chairperson and Board. The
Internal Audit Unit performed all its planned tasks in 2013. Based on the audit findings in
2013, 28 recommendations were given to the audited units and submitted to AFSA Board.
Chairperson’s Orders were issued on all the recommendations made by the Internal Audit,
and more than 93% of them were implemented.

Budget

AFSA has self-financed its operations entirely since 2009. Total revenues in 2013 were
ALL 139.72 million, 1.97% less than in 2012. Almost all the revenues (ALL 139.42 million)
came from the fees paid by the supervised entities, with the rest coming from fines and
bank interest.

The main contribution to the operational revenues came from revenues from insurance
operators’ fees (86.48% of total revenues). The level of revenues from those fees was about
10.35% less than in 2012 due to the decrease in the volume of gross written premiums in
that market.

Table 26: Source of AFSA Funds (thousand ALL)
Item Amount

1. Operating Revenues 139,420
1.1 Revenues from insurance market 120,841
1.1.1 Revenues from insurance company contributions 119,176

1.1.2 Revenues from licencing in insurance market 1,665

1.2 Revenues from securities and investment fund market 18,384
13 Revenues from contriputions of private voluntary pension fund 5
: management companies 195 :
2. Revenues from fines and bank interest 306
 Total (1+2) 139,726 :
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Table 27: Use of AFSA funds (thousand ALL)

: Item Amount
1. Operating expenses 110,430

1.1 Salaries, bonuses, social insurance 70,888
: 1.2 Operational expenses 39,542
2. Investment 3,446
2.1 Purchase of computer hardware and software 3,025
2.2 rchase of other fixed tangible assets 56
2.3 Other (archive expenses) 365
3. Funds carried forward to future periods 25,850
 Total (1+2+3) 139,726 :

Total used revenues in 2013 were ALL 113.87 million, almost the same as the previous year
(0.53% more). Operating expenses were the main use of revenues in AFSA, with 96.97% of
total expenses. In 2013 they were executed at the amount of ALL 113.87 million, or 0.52%
more than in 2012. The investment expenses in 2013 were executed at the amount of ALL
3.44 million, or 16.95% more than in 2012.

In 2013, pursuant to the Council of Ministers’ Decree no. 366 of 24 April 2013 “On
transferring the management of some premises from the Financial Supervisory Authority
to the Ministry of Finance for the benefit of the Gaming Supervision Unit, AFSA” vacated
a portion of its premises, where its archives were located. This resulted in a fall by about
ALL 16.5 million in AFSA's fixed tangible assets, which together with the adjustments to
the depreciation fund, is recorded in the 2013 financial statements™.

AFSA adapted a part of its other buildings for hosting its archives, making an investment
of ALL 365,000.

Under its investment plan AFSA also developed and implemented the 2013 procurement
plan which contained five procurement cases, with the rest of the needs being covered by
small-value procurement cases. All the planned procurement procedures were executed.

Note:

* Annex D: Independent auditor’s report on AFSA activity.
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5.2. Organizational Structure and Staff Training

AFSA operates under the staffing structure adopted by the Albanian Parliament Decision
no. 98 of 30 April 2007 “On the Approval of the Structure and Staffing of the Financial
Supervisory Authority”, following an Authority Board proposal. It has 58 employees. At the

end of 2013, the occupancy rate of the AFSA approved staffing structure was 87%.

The number of AFSA staff that were appointed to units performing core functions, such as
licensing, regulating, and supervising, accounted for 80% of the total number in 2013. This
also included senior management staff. The remaining 20% of the staff was engaged in

support functions that facilitate the day-to-day functioning of AFSA.

Graph 20: AFSA core function staff structure, by unit
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Given the developments in the domestic financial non-banking market and the supervisory
and regulatory challenges, especially in the context of the global financial crisis, the
World Bank and the European Commission have constantly put the emphasis on AFSA
human capacity building. The recommendations in the FSAP mission reports and EC 2013
progress report point to ensuring a flexible organizational structure that is suitable with the
development trends in the supervised market by attracting, keeping and training capable
employees with personal integrity. Based on the recommendations, AFSA prepared and
submitted a package of the required legal amendments with the goal to increase its
operational independence.

Graph 22: AFSA staff structure, by age-group (number)
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AFSA continued to take care to maintain optimal ratios in the structure of its employees,
based on their characteristics, including their education and age in 2013. Special attention
was paid to employing young graduates with high educational attainment level, in order
to enrich the professional environment with new expertise and help further develop the
Authority’s work. In addition, having an average staff age of 39 for several years has
resulted in the best combination of qualities of various generations and has ensured
constant transfer of knowledge and experience.

Human Resources Policies

The development of AFSA human resources contributes to the building of staff
professional capacities in line with the Authority mission and strategic goals. In 2013
attention focused on:

=  HEncouraging and motivating employees;
= Constantly training staff;

=  Employing increasingly high-quality human resources.

The supplementary occupational plan for the AFSA staff was first designed and implemented
in 2013; it is a mechanism that aims at increasing staff motivation and allowing for better
performance of institutional tasks and objectives. In addition, economic assistance and
differentiated performance bonuses were applied under a human resource promotional
and motivational policy.

The total number of AFSA staff increased by one in 2013 as a result of hiring four new
employees and dismissing three employees at their request. Based on the FSAP mission
recommendations and the EC 2013 progress report, the package of required legal
amendments which was prepared and submitted by AFSA contains provisions that aim at
strengthening the financial independence of the Authority so that it does not only attract
but also retain skilled staff with moral integrity.

Vocational Training

In order to raise the professional skills, the efforts for specialising staff in accordance with
their profiles were generally maintained in 2013. About 70% of the technical staff attended
training events, combining their personal interest in professional development with the
institutional objectives to train employees.

A large number of trainings in 2013 were mainly related to the insurance market and
especially to compulsory motor insurance, which is the most dynamic part of that market.
Forinstance, AFSA with World Bank support organized the training on the actuarial aspects
of compulsory motor insurance in Albania. The participants in the training included experts
from the actuarial area, including from underwriting departments and claims handling in
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insurance companies. The training presented new methods for calculating risk premiums
in compulsory insurance contracts. Other important events and trainings continued in
2013.

AFSA used the online FSI Connect training programme for the third consecutive year.
By making use of five user positions of this online programme, the intention is to provide
new knowledge and in-depth understanding for employees across levels of AFSA staff in
relation to insurance supervision.

Main training topics in 2013

=  (Capital markets and new financial instruments;

= International Financial Reporting Standards;

=  Assessment of internal models in the insurance market: quantitative and qualitative
approaches;

=  Developments regarding the Pension Law and supervision;

=  Main principles of insurance supervision;

= Prevention and detection of insurance fraud;

=  Consumer protection in the insurance market;

= KU legislation in the area of financial services.

5.3 AFSA Regulatory Framework

In 2013 AFSA worked on amending Law no. 9572 of 3 July 2006 “On the Financial
Supervisory Authority”.

The Bill was drafted by AFSA in cooperation with the FSVC expert team, also taking
into consideration the recommendations and comments made by the World Bank in its
Aides Memoire over time, the European Commission in its Progress Reports on Albania,
the IMF in its evaluation report on the establishment of structures and strengthening
of fight against the laundering of the proceeds of illegal activities and the financing of
terrorism, as well as the international criteria and principles developed by IAIS, IOPS
and IOSCO.

The main driving force behind the amendments was the establishment of the legal
conditions to observe the initially recognized AFSA independence, provide for the necessary
statutory mechanisms protecting AFSA independence in the future, and strengthening the
institutional accountability.

Pursuant to the FSAP November-December 2013 mission recommendations, the
Authority submitted to the Ministry of Finance the final Bill amending Law no. 9572
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of 3 July 2006 “On the Financial Supervisory Authority”. In addition to that,
AFSA also proposed amendments to Law no. 152/2013 “On Civil Servants”, and Law
no. 9584 of 17 July 2006 “On Salaries”. The proposals were based on the IMF and WB
recommendation.

FSAP Mission Recommendations

The FSAP Mission recommended amending and adoption by the Parliament of the AFSA Law, as a
package together with amending the Civil Servant Law and the Law on Salaries, Bonus Payments and
Structures in Independent Constitutional Institutions and Other Independent Institutions Specifically
Established by Laws. The recommendation on the legislative package aims at strengthening the
operational and financial independence of the Authority. According to the recommendations,
those Laws should be amended to:

= repeal the legal provisions requiring that AFSA organizational structure be approved
by the Parliament;

= exempt AFSA from the government employee compensation and benefit structure, so
that it is able to attract and retain staff with adequate technical experience;

= give AFSA Board members and AFSA staff sufficient legal protection in the exercise of
their functions and powers in good faith.

In the context of regulating the overall administrative activity of the Authority in 2013, AFSA
Board took Decision no. 12 of 30 January 2013 approving the Regulation on drafting,
monitoring, approving and executing the Financial Supervisory Authority
budget. The purpose of the Regulation is to improve the revenue and expenditure planning
process, provide for better monitoring of the revenue collection process, and improve the
use of revenues.

Pursuant to AFSA commitment to protect personal data during their processing, in line with
the recommendation issued by the Personal Data Protection Commissioner, Regulation
no. 93 of 25 September 2013 “On the protection, processing, maintenance
and security of personal data” was drafted and adopted by the Board. The purpose
of the regulation is to lay down the organizational and technical procedures, personal
data protection measures and data protection security, maintenance and management
measures to be observed by AFSA structures. The Regulation was developed pursuant to
the provisions of Law no. 9887 of 10 March 2008 “On Personal Data Protection”, and the
laws and regulations governing the organization and operation of AFSA. It is part of the
internal rules of the Financial Supervisory Authority, adopted by Board Decision no. 7 of 30
August 2007.
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5.4 Information Technology

AFSA Information Technology (IT) has been in constant development in line with
the National Digitalisation Strategy, as an inseparable part of the whole institutional
developments. Its scope is to develop, maintain and improve the IT structure.

In 2013 the main ICT systems continued to function constantly, ensuring support for
such basic functions of the Authority as supervision and regulation. AFSA IT systems
also ensured coordination of its work with other institutions with which it cooperates
to exchange information. Another goal was to extend and enhance the internal services
installed at AFSA.

The project on documentation management and collection of AFSA Board meeting
materials was implemented in 2013.

In addition to the functional tasks closely related to the functions of supervision, inspection
and regulation, AFSA IT systems have had the following tasks since 2013:

= Constant maintenance and improvement of the technical infrastructure of the
National Centre of Compulsory Motor Insurance Data (Online Electronic Register
of Compulsory Motor Insurance Sales, Claims Register, adjustments to apply the
Bonus-Malus strategy and system);

= Maintenance and improvement of the infrastructure for the inter-institutional
services AFSA provides;

= Preparation and further configuration of the internal infrastructure of AFSA
services;

= Monitoring and updating AFSA official website;

=  Extension and maintenance of internet access and exchange of AFSA data in the
framework of increased use of IT systems;

= Development and implementation of security programmes, preserving AFSA
information confidentiality, integrity and reliability.

In 2013 a quality investment in AFSA server hardware was designed, since it is the core of
its I'T systems that is closely related to market development and strengthening. The project
will be implemented in the first quarter of 2014. It will apply the latest hyper technology
generation in all its components. This improvement in internal activities ensures constant
management at hardware, application, database and security level, in order to achieve one
of AFSA main goals: better serve consumers in the supervised markets.
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Future Challenges and Projects: 2014-2016

Achievements so far have established a suitable basis for setting some of the important
lines of development in the medium-term period (2014-2016), pertaining to:

= Strengthening AFSA independence and accountability;

= Improving the quality and effectiveness of supervise financial market supervision
and regulation;

=  Promoting supervised financial market development and stability.

The fundamental goal for AFSA institutional development remains the
strengthening of its independence and accountability. In the context of achieving
this goal AFSA has submitted to the Government the legislative package on strengthening
AFSA independence, especially in financial terms, and introducing new provisions
that will serve as a mechanism safeguarding independence in the future.

The first step in the achievement of the goal to enhance supervision and regulation
quality and effectiveness is the stabilization of the supervised financial markets.
This means the taking of measures for strengthening the financial stability of supervised
entities, mainly in the insurance market, which also contribute to the strengthening of
overall market stability, and increased consumer awareness of investment risk. In 2014 the
measures will mainly focus on:

= Improving the management of the Compensation Fund;
=  Funding arrears of the Compensation Fund,;
= Improving the practices for the creation of MTPL reserves and their funding;

= Developing and implementing a strategy for educating the clients of collective
investment undertakings and private pension funds.

Based on the importance of financial stability and the recommendations under the
special action plans developed by the Financial Stability Advisory Group, AFSA, with
FSVC support and BaFin experts'®, has designed a special action plan on extraordinary
situations as part of a broader plan to coordinate actions with the Ministry of Finance,
Bank of Albania and Albanian Deposit Insurance Agency in potential crisis situations.

A core element of this document is the establishment of a guarantee fund for the
Non-Life insurance market, because of the correlation between certain products and
insurers’ solvency, in order to cover the Non-Life insurers'’ liabilities in times of crises. First
an assessment will be made whether it is appropriate to establish a compulsory motor
insurance guarantee fund, since this is the most significant class of insurance with the
strongest correlation with Non-Life insurance company performance.

'® Bundesanstaltfirfinanzdienstleistungsaufsicht — Federal Financial Supervisory Authority of Germany.

ALBANIAN FINANCIAL SUPERVISORY AUTHORITY

75



Promotion of supervised financial market development implies the taking of
measures leading to increased product supply in the markets; approximation with
international supervision standards or extension of risk-based supervision methodology
to other markets. As a result, AFSA, in cooperation with the market operators, is making
efforts for:

= Increasing the range of compulsory insurance of professional liability;

=  Providing tax treatment of services in the insurance and private pension markets
in line with international best practices;

= Capacity building for the supervision of AML/CFT;

= Improving the assessment of prospectuses.

In the longer run, work is being made on the securities market development strategy.
Given the current situation of the Albanian capital market, the strategy notes that there
is only one solution for the development of this market. Therefore, a participatory
approach should be adopted, taking into consideration all stakeholders and an
inter-institutional coordination task force should be established to facilitate the
implementation of the strategy. The strategy includes several specific recommendations
on promoting Tirana Stock Exchange, e.g. the establishment of the Government securities
trading platform, allowing for subsidiaries to be listed on the Stock Exchange and, on that
basis, amending the listing criteria, or the establishment of trading platforms for reselling
private offer securities, etc.

Enhancement of the legal and regulatory framework by drafting or amending
laws and regulations: the aim remains to increase the degree of approximation with EU
directives and international financial supervision standards and principles. In 2014 AFSA
work is going to focus on:

= Adoption of legal amendment package on AFSA, Civil Service and salary
structures in independent institutions in order to increase the independence of
the regulatory authority and the relevant regulatory framework;

=  Adoption of the new Law on Insurance and Reinsurance and the relevant
regulatory framework, which implies the development and adoption of 53
regulatory documents;

= Adoption of amendments to the Law on pensions and collective investment
undertakings;

=  Adoption of amendments to the Law on Mandatory Insurance in the Transport
Sector.

Risk-based supervision of insurance companies, and extension of the methodology to
the securities and pension markets. Upon entry into force of the Insurance Law, AFSA is
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going to have the appropriate legal framework to commence the gradual implementation
of risk-based supervision, in line with FSAP recommendations.

Management Information System. The main goal is for AFSA to extend the electronic
reporting platform to other segments of the financial markets under AFSA supervision,
more specifically to the pension and securities markets. It should be noted that this system
is already the core of reporting and supervising the insurance market and in the longer
run it is going to be the only reporting platforms for the entities supervised by AFSA.
In strategic terms, the system offers assurances for the implementation of Solvency II
reporting packages, when EC requires full compliance with its Directive.'”

Design of an early warning system for the insurance market. AFSA is working to
design a unique early warning system for the securities market, through which high-risk
areas for insurers will be identified, in addition to identifying and avoiding issues before
they become real. Such a system is in place only in some consolidated regulators, and is
also part of the crisis prevention strategy that AFSA has also consulted with the Financial
Stability Advisory Group.

Technological development in support of the supervisory activity consists of:

=  Making changes to the Sales Register in order to enable automatic display of key
vehicle data, vehicle owner data and risk classification at sale agents as well, and
accessing in real time vehicle and owner data and basic elements of the Bonus-
Malus certificate for each insurance policy and each driver;

= Displaying through the Insurance Company Service Portal of the real-time search
results to be verified by such partner institutions as the Directorate General of
State Police, thanks to the integration of verification of policy validity on the online
verification system in the “eGjoba” operations centres, and the basic elements of
the Bonus-Malus Certificate, which enables the classification of risk.

Effectively regulate the compulsory motor insurance market. Inmediate statutory
revocation of the fixed tariff regime in the MTPL insurance market is a challenge to the
effective regulation of that market. Thus AFSA Is mainly focusing on the following lines of
action:

= Develop processes towards risk-based pricing of compulsory motor insurance
products;

= Approximate the current legal framework on the compulsory motor insurance
with EU Directives;

= Increase actuarial capacities in the context of prudential provisioning and risk-
based tariffing;

7 Similar modern systems exist in a handful of countries, with the financial regulator in England being the first one to implement
a similar system.
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= Develop the IT systems to support the risk-based tariffing and prudential
provisioning process.

The shift towards a sustainable compulsory motor insurance system cannot be made
immediately and smoothly. Insurers should build a specific database, therefore for both
AFSA and the insurers a critical condition is the enhancement of their IT systems and the
development and retention of their staff. Albanian insurers should gradually move toward
a balanced system, where prices are set sustainably and in such a way as to encourage
safe driving.
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SHTOJCA D
Certified External Auditor’'s Report and Financial
Statements for the year ended at 31 December 2013

Independent Registered Auditor’s Report

To the Board of the FINANCIAL SUPERVISORY AUTHORITY

We have audited the accompanying financial statements of the Financial Supervisory
Authority, comprising its balance sheet as of December 31, 2013 and the statement of
revenues and expenses for the same year, as well as a summary of the accounting policies
and other disclosures.

Management’s Responsibility for the Financial Statements

The Management is responsible for the preparation and fair presentation of the financial
statements in compliance with the Accounting Manual on Economic Budgetary
Classification, Chart of Accounts for Budget Institutions and Minister of Finance
Instructions no. 14 of 28.12.2006 and no. 26 of 27.12.2007 and for the internal audit,
which, to the extent specified by the Management, is necessary in order to enable the
preparation of the financial statements without any material misstatement resulting from
fraud or errors.

Registered Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with the standards of the International Standards
on Auditing. Those standards require that we comply with rules of ethics and plan and
perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement.

An audit includes carrying out auditing procedures aimed at obtaining evidence
supporting the amounts and disclosures in the financial statements. The selection of audit
procedures is subject to our judgment, which is based on assessment of risks of material
misstatements resulting from mistakes or fraud. In the course of risk assessment, we have
examined the internal control system that ensures the preparation and reliability of the
financial statements, for the purpose of selecting appropriate audit procedures but not for
the purpose of expressing an opinion as to the efficiency of the internal control system.
The audit also included the examination of appropriateness of the accounting principles
applied and the estimates made by the Management, and an assessment of the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained give us sufficient and appropriate
grounds to express our opinion.
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Opinion

In our opinion, the financial statements present a true and fair view, in all material respects,
of the financial position of the Financial Supervisory Authority as at 31 December 2013, and
the results of its financial performance for 2013 in accordance with the effective accounting
rules and policies on budgetary and similar institutions.

Tirana, Albania
31 March 2014
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Adresa; Rr”Adem Seit Kruja, Nr.6/1, 1, 5.
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Balance sheet for the year ended at 31 December 2013 and 31 December 2012

BALANCE SHEET ASSETS

Year ended at 31
December 2013

Year ended at 31
December 2012

FIXED ASSETS 74,918,988 90,086,273
I. INTANGIBLE
Studies and research
Concessions, patents, licences and similar rights
Depreciation of fixed intangible assets (-)
Expenses on increasing fixed intangible assets
Il. FIXED TANGIBLE ASSETS 74,918,988 90,086,273
Land
Buildings and structures 50,708,505 66,821,105
Technical installations, machinery, equipment and working tools
Vehicles 6,450,000 6,450,000
State reserves
Livestock
Economic inventory 43,466,180 50,400,168

Depreciation of fixed tangible assets

Expenses in progress on increasing fixed tangible assets

(25,705,697)

(33,585,000)

Ill. FINANCIAL ASSETS

Lending and sub-lending

Participation in equity

CURRENT ASSETS 31,798,899 35,866,631
I. INVENTORY 6,543,017 4,411,854
Supplies 3,962,589 1,851,596
Inventory items 2,580,428 2,560,258
Products, works and services in progress
Products
Goods
Provisions for impairment of inventory (-)
1. Accounts receivable 20,748,667 22,898,818
Suppliers from advances and partial payments
Receivables and similar accounts 15,019,575 14,235,636
Personnel from advances, deficits and fines 229,092 163,182
Taxes to be paid
Other debtors 5,500,000 8,500,000

Provisions for impairment (-)
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1ll. FINANCIAL ACCOUNTS 4,507,215

8,555,959 :

Bank accounts 4,507,215

Available funds in the Treasury

8,555,959

. Petty cash

Bank guarantee

| OTHER ASSETS

Translation differences (assets)

Expenses to be accounted for in several periods

Future period expenses

© CURRENT PROFIT OR LOSS

TOTAL ASSETS 106,717,887

ALBANIAN FINANCIAL SUPERVISORY AUTHORITY
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BALANCE SHEET LIABILITIES

Year ended at 31
December 2013

Year ended at 31
December 2012

OWN FUNDS

66,700,524

83,182,536

I. OWN FUNDS

66,700,524

83,182,536

Basic funds
Domestic capital grants
Foreign capital grants
Reserves from revaluation of fixed assets
Il. OTHER OWN FUNDS
Reserves
Allocation to investment out of current profit

Revenues from sale of fixed assets

66,700,524

83,182,536

lll. CARRIED-OVER PROFIT OR LOSS
IV. EXTRAORDINARY SUBSIDIES

V. PARTICIPATION OF INSTITUTION IN THIRD-PARTY INVESTMENT

VI. PROVISIONS FOR RISKS AND EXPENSES

LIABILITIES

I. LONG-TERM DEBT

Domestic and similar borrowing

Foreign borrowing

Il. SHORT-TERM LIABILITIES

8,666,924

4,933,409

Creditors (clients), partial advance payments

Accounts payable related to suppliers

Accounts payable related to personnel

Tax liabilities

Taxes collected by national government on behalf of local government
Government, natural disasters

Other operations with the government (as a creditor)

Social insurance

Health insurance

Other creditors

6,689,594
26,407
826,169

1,124,754

3,010,314
55,652
801,998

1,065,445

OTHER ACCOUNTS

31,350,439

37,836,958

Revenues to be recorded in future periods
Translation differences (liabilities)
Revenues to be classified or adjusted

Revenues collected prior to issuance of securities

31,350,439

37,836,958

CURRENT PROFIT OR LOSS

TOTAL LIABILITIES AND EQUITY

106,717,887

125,952,904
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Revenues and expenses statement for the year ended at 31 December 2013
and 31 December 2012

CURRENT EXPENSES

Year ended at 31
December 2013

Year ended at 31
December 2012

A. OPERATING EXPENSES (I-111) 111,744,334 113,080,193

I. Current outlays 113,717,705 113,166,023
Salaries, bonuses and personnel 60,211,975 57,689,713
Salaries, permanent staff 49,476,882 48,767,557
Salaries, temporary staff 2,303,282 1,640,995
Bonuses 7,993,837 7,281,161
Other personnel expenses 437,974
Social and health insurance contributions 10,675,885 7,377,074
Social and health insurance contributions 7,750,319 7,377,074
Voluntary pension fund contributions 2,925,566
Goods and other services 42,829,845 48,099,236
Office and general supplies 1,278,174 1,682,571
Special supplies and services 721,200 482,200
Services provided by third parties 5,784,816 5,164,793
Transport expenses 1,966,175 898,853
Travel expenses 13,311,110 14,113,269
Ordinary maintenance expenses 828,096 814,164
Rent expenses 0
Expenses for legal compensation 2,956,479
Other operational expenses 18,940,274 21,986,908
Subsidies

Il. Changes in inventory (+-) (2,131,163) -516,469

lll. Depreciation allowances and provisions
Operating depreciation allowances
Remaining value of decommissioned and sold fixed assets

B. FINANCIAL EXPENSES (1+I1) 157,792 430,639
Interest on Treasury Bills and direct loans
Interest on long-term borrowing
Foreign exchange expenses 157,792 430,639

ALBANIAN FINANCIAL
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C. EXTRAORDINARY EXPENSES

Losses from allowed errors in previous periods

Other extraordinary expenses

TOTAL EXPENSES 111,744,334 113,080,193

D. PROFIT OR LOSS ADJUSTMENT OPERATIONS

Cancelled securities

Allocation of functional revenues to investment

Transfer of revenues to the State Budget

Transfer of unused revenues to the State Budget

Transfer of revenues within the system :
Transfers for change of balance 2,131,163 516,469
Transfer to accrued debtors and similar
TOTAL OPERATIONS 113,875,497 113,596,662
OPERATING PROFIT OR LOSS :

. TOTAL 113,875,497 113,596,662
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- CURRENT REVENUES

Year ended at 31
December 2013

Year ended at 31
December 2012 :

A. OPERATING REVENUES

113,869,514

113,596,662 :

I. NON-TAX REVENUES (a+b+c)

113,869,514

113,596,662

a) From enterprises and holdings

From non-financial public and private entities

From financial public and private entities

b) Administrative services and secondary revenues
Revenues from claim assessment

From sale of goods and services

Fines and late payment interest, seizures and damages

c) Other non-tax revenues

113,869,514

113,569,514

300,000

113,589,163

113,369,163 :

220,000 :

0:

Il. CURRENT GRANTS

a) Domestic current grants
From the same level of government

From other levels of government

B. FINANCIAL REVENUES

5,983

7,498 :

From interest on domestic lending
Deposit interest revenues

Revenues from foreign exchange

5,983

7,498 :

C. EXTRAORDINARY REVENUES

From closed operations and other strategic changes
From allowed errors in previous periods
Adjustments from previous years

: Other revenues

. TOTAL REVENUES

113,875,497

113,596,662

D. PROFIT OR LOSS ADJUSTMENT OPERATIONS

Cancelled or prescribed expense order
Transfer of balance changes

 TOTAL OPERATIONS

OPERATING PROFIT OR LOSS

113,875,497

0

113,596,662 -

. TOTAL

113,875,497

113,596,662
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