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INDEPENDENT AUDITOR’S REPORT
To the shareholders and management of Union Bank sh.a.
Report on the Financial Stafementy

We have audited the accompanying financial statements of Union Bank sh.a (the “Bank”), which
comprise the statement of financial position as at December 31, 2010, and the statement of
comprehensive income, statement of changes in equity and statement of cash flows for the year then
ended, and a summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

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 International Standards on Auditing. Those standards require that
we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the {inancial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the bank’s preparation
and fair presentation of the financial statements in order to design audil procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the bank’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is suflficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of
Union Bank sh.a. as at December 31, 2010, and of its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards.

az_-ﬁ Al s

Tirana, Albania
March 30, 2011

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a8 UK prvate company limited by
guarantee, and its network of member firms, each of which |5 a legally separate and independent entity.
Please sea http://www.deloitte al/about for a detailed description of the legal structure of Deiocitte
Touche Tehmatsu Limited and Its member firms.

Member of Deloitte Touche Tohmatsu Limited



Union Bank sh.a

Statement of financial position as at December 31, 2010

(Al amounts are expressed in thousand LEK, unless otherwise stated)

Assets

Cash and balances with Central Bank
Placements and balances with banks
Short term investment securities
Loans and advances to customers. net
Intangible assets, net

Property and equipment, net

Assets held for sale

Long term investment securities
Other assets

Deferred tax asset

Total assets

Liabilities

Due to banks and financial institutions
Due to customers

Other liabilities

Deferred tax liability

Total liabilities

Subordinated Debt

Shareholders’ equity
Share capital

Share premium
Accumulated loss

Total shareholders’ equity

Total liabilities and shareholders’ equity

Notes

h

o8 1

11
12
13
27

14
15
16
27

17

18

Asat As at
December 31, 2010 December 31, 2009
2.584.238 2.346.737
4.273.041 1,862,149
1.882.550 1.860.481
10,351,805 9.829.680
78.546 97.997
224,179 252,592
29,397 29,397
1.855.210 169,987
46,932 266,290
17.789 28,212
21,343,687 16,743,522
2,454,160 1,827,327
16.857.231 12,747,859
73.666 286,195
20.060 -
19,405,117 14,861,381
1,041 1,035
2,049,331 2,049,331
175.600 175,600
(287,402) (343,825)
1,937,529 1,881,106
21,343,687 16,743,522

These financial statements have been approved by the management of the bank on March 17, 2011 and

signedn its behalf by:

zmend Kadriu
el Executive Officer

The Statement of financial position i§:
these financ

be read i

n comjunction with the notes to and forming part of

Adela Haxhiu
Chiel Accountant



Union Bank sh.a

Statement of comprehensive income for the year enddecember 31, 2010

(Al amounts are expressed in thousand LEK, urddssrwise stated)

Notes
Interest incom 19
Interest expense 20
Net interest income
Fee and commission incol 21
Fee and commission expenses 22
Net fee and commission income
Net foreign exchange gain 23
Other income, net
Operating income
Allowances for losses on loans and
advances 8
Other charges for provisions 24
Amortization for intangible assets 9
Depreciation of property and equipment 10
Personnel costs 25
Other operating expenses 26
Total operating expenses
Profit before taxes
Income tax 27

Profit of the year

Other Comprehensive income, net of
income tax

Total comprehensive income for the year

Year ended
December 31, 2010

Year ended
December 31, 2009

1,324,38 970,29
(677,880) (463,853)
646,501 506,438
145,78! 141,60¢
(28,871) (37,663)
116,914 103,945
108,815 306,674
524 1,638
109,339 308,312
872,754 918,695
(85,213) (153,905)
- (36,572)
(24,115) (30,721)
(48,434) (55,421)
(261,958) (230,747)
(366,128) (293,869)
(785,848) (801,235)
86,906 117,460
(30,483) (328)
56,423 117,132
56,423 117,132

The Statement of comprehensive income is to beimeamhjunction with the notes to and forming pairt

these financial statements set out on pages 8-52



Union Bank sh.a

Statement of Changes in Equity for the year ended €&ember 31, 2010

(Al amounts are expressed in thousand LEK, urddssrwise stated)

Balance as aJanuary 1, 200!

Share premium

Increase in share capital

Total comprehensive income for the year
Balance as at December 31, 2009

Share premium
Increase in share cap

Total comprehensive income for the year

Balance as at December 31, 2010

Share Share premium Accumulated Total
capital Loss
1,557,30. 175,60( (460,957 1,271,94
492,026 - - 492,026
- - 117,132 117,132
2,049,331 175,600 (343,825) 1,881,106
- - 56,423 56,423
2,049,331 175,600 (287,402) 1,937,529

The Statement of Changes in Equity is to be re@dmjunction with the notes to and forming parth@se financial statements set out on pages 8-52



Union Bank sh.a

Statement of Cash Flow for the year ended Decembai., 2010
(Al amounts are expressed in thousand LEK, urddssrwise stated)

Notes Year ended Year ended
December 31, December 31,
2010 2009
Cash flows from operating activities
Netresul for the period before taxati 86,90¢ 117,46(
Adjustments to reconcile net loss to net cash flows
from operating activities:
Interest income (1,324,381) (970,291)
Interest expense 677,880 463,853
Depreciation of property and equipment 48,434 55,421
Amortization of intangible asst 24,11" 30,72
Impairment los 85,21 153,90!
Revaluation effect of cash and cash equivalents (77,281) (350,621)
Revaluation effect of subordinated debt 6 -
Other charges for provisions - 36,572
(479,108) (462,980)
Changes in operating assets:
Increase in placements and balances with banks (654,701) (270,216)
Increase in loans and advances to customers (550,200) (3,505,069)
Decrease / (Increase) in other assets 219,358 (19,601)
Changes in operating liabilities:
Increase in due to banks and financial instihgio 618,401 674,388
Increase in due to custom 4,01552¢ 2,764,67.
(Decrease) / Increase in other liabilities (212,529) 39,552
3,435857 (316,272
Interest received 1,233,239 883,056
Interest paid (575,603) (401,547)
Cash generated (used in ) from operating activities 3,614,385 (297,743)
Cash flows from investing activities
Purchases of intangible assets 9 (4,664) (1,706)
Purchases of property and equipment 10 (22,890) (41,648)
Purchases of assets held for sale - (29,397)
Proceeds from disposals of property plant and
equipment 2,869 37
Purchases of treasury bills 163,857 (1,127,669)
Purchases of government bo (1,653,161 100,00
Cash used in investing activities (1,513,989) (1,100,383)
Cash flows from financing activities
Subordinated debt - -
Proceeds from capital injecti - 121,66:
Cash generated from financing activities - 121,661
Net increase / (decrease) in cash and cash
equivalents 2,100,396 (1,276,465)
Cash and cash equivalents at the beginning of the
year 28 3,243,032 4,168,876
Revaluation effect of cash and cash equivalents 77,281 350,621
Cash and cash equivalents at the end of the year 5,420,709 3,243,032

The Statement of Cash Flows is to be read in catipmwith the notes to and forming part of these
financial statements set out on pages 8 - 52



Union Bank Sh.a
Notes to the Financial Statements for the year endeDecember 31, 2010

(Al amounts are expressed in thousand LEK, urddssrwise stated)

1. INTRODUCTION

Union Bank Sh.a. (the “Bank”) is a financial ingtibn registered as a commercial bank on January 9,
2006 based on Decision no. 101, dated Decembe2@ih, of the Supervisory Board of the Bank of
Albania (“BoA”). The bank’s activity is subject thaw no. 8269 “On the Bank of Albania” dated
December 23, 1997, Law No. 9662 dated Decembe2d®; and all rules and regulations approved by
the Supervisory Board of the BoA.

The shareholders of the Bank are Financial Unioang Sh.p.k, European Bank for Reconstruction and
Development (EBRD), Edmond Leka and Niko Leka vgittareholdings of 83.12%, 12.5%, 2.19% and
2.19% respectively.

The Bank is a commercial bank, which provides bagldgervices to individuals and enterprises in the
Republic of Albania. The Bank is registered as iatjgtock company and has a registration number
33563 dated May 26, 2005, on which date the Baaitest its commercial activities. The Bank obtained
its license for banking activities on January 0&0

The Headquarter of the Bank is located in TirarlaaAia. As at December 31, 2010 the Bank had 257
employees (2009: 236).

Directors and Management as of 31 December 2010

Board of Directors (Supervisory Board)

Edmond Leka Chairman
Niko Leka Vice-Chairman
Varuzhan Piranian Member
Agim Xhaja Member
Daniel Berg Member
Gazmend Kadriu Member
Genc Turku Member

Audit Committee

Varuzhan Piranian Head of Audit Committee
Mirela Lika Member
Erton Kaleshi Member

Management Board

Gazmend Kadriu Chief Executive Officer
Suela Bokshi Chief Operating Officer
Ardian Petollari Chief Business Officer

2. BASIS OF PREPARATION
2.1 Statement of compliance

The financial statements have been prepared inr@dacoe with International Financial Reporting
Standards (IFRSs) and its interpretations adoptedhb International Accounting Standards Board
(IASB).

2.2 Basis of measurement

These financial statements have been preparedednidtorical cost basis except for the following:
« derivative financial instruments are measured iatvtdue

« financial instruments at fair value through praiitioss are measured at fair value

» available-for-sale financial assets are measuré&ratalue



Union Bank Sh.a
Notes to the Financial Statements for the year endeDecember 31, 2010

(Al amounts are expressed in thousand LEK, urddssrwise stated)

2. BASIS OF PREPARATION (CONTINUED)
2.3 Functional and presentation currency

These financial statements are presented in AlhabigK (“LEK”), which is the Bank’s functional
currency. Except as indicated, financial informatjmresented in LEK has been rounded to the nearest
thousand

2.4 Use of estimates and judgments

The preparation of financial statements requiremagament to make judgments, estimates and
assumptions that affect the application of poli@ad the reported amounts of assets, liabilitresome
and expenses. Actual results may differ from tlestignates.

Estimates and underlying assumptions are reviewediro ongoing basis. Revisions to accounting
estimates are recognized in the period in whictesitenate is revised and in any future periodscédfi

In particular, information about significant areaf estimation uncertainty and critical judgments in
applying accounting policies that have the mosnifitant effect on the amount recognized in the
financial statements are described in note 4.

3. SUMMARY OF SIGNIFICANT ACCOUNTS

The accounting policies set out below have beelieabponsistently to all the periods presentechese
financial statements.

3.1 Foreign currency transactions

Transactions in foreign currencies are translatethe foreign exchange rate ruling at the datehef t
transaction. Monetary assets and liabilities denaied in foreign currencies are translated ataheign
exchange rate ruling at year-end. Foreign exchaiffgrences arising on translation are recognized i
the statement of comprehensive income. Non-monedasgts and liabilities denominated in foreign
currencies, which are stated at historic costiramslated at the foreign exchange rate rulindgiatdate

of the transaction.

The applicable exchange rates for the principatetwies as at December 31, 2010 and December 31,
2009 are as follows:

2010 2009
EUR:LEK 138.77 137.96
USD:LEK 104 95.81
EUR:USD 1.334 1.440



Union Bank Sh.a
Notes to the Financial Statements for the year endeDecember 31, 2010

(Al amounts are expressed in thousand LEK, urddssrwise stated)

3. SUMMARY OF ACCOUNTING PRINCIPLES (CONTINUED)
3.2 Financial instruments

i. Classification

Originated loans and receivables comprise loansaalvdnces to customers and credit institutions and
loans to employees.

Held-to-maturity assets are financial assets wikédf or determinable payments and fixed maturigt th
the Bank has the intent and ability to hold to miatu

ii. Recognition
Held-to-maturity assets and originated loans ameivables are recognized on the day when cash is
disbursed by the Bank.

iii. Measurement

Financial instruments are measured initially at,co€luding transaction costs. All originated lsaend
receivables and held-to-maturity assets are medsatreamortized cost less impairment losses if any.
Amortized cost is calculated using the effectivieliest rate method. Premiums and discounts, inwudi
initial transaction costs, are included in the yiag amount of the related instrument and amortized
based on the effective interest rate of the insénimvhen applicable.

iv. Specific instruments

Cash and cash equivalents
Cash and cash equivalents comprise cash balanckanah cash deposited with the Central Bank and
short-term highly liquid investments with maturitief three months or less.

Treasury bills Held-to-maturity
Treasury Bills are considered to be investmentd-teematurity as the Bank has the intent and ahidit
do so.

Investment securities Held-to-maturity
Investment securities held-to-maturity, are delesitments that the Bank has the intent and atdity
hold to maturity. As a result they are classifiechald-to-maturity assets.

Loans and advances to customers and credit institsit

Loans and advances originated by the Bank areifidasas originated loans and receivables. Loarts an
advances are reported net of allowances for loammairment to reflect the estimated recoverable
amounts (refer to accounting policy (vi)).

V. Derecognition

A financial asset is derecognized when the Bankdantrol over the contractual rights that congpris
that asset. This occurs when the rights are rehlie@pired or surrendered. A financial liability is
derecognized when it is extinguished. The Bank tisespecific identification method to determine th
gain or loss on derecognition. Originated loans eswkivables are derecognized on the day they are
repaid to the Bank.

10



Union Bank Sh.a
Notes to the Financial Statements for the year endeDecember 31, 2010

(Al amounts are expressed in thousand LEK, urddssrwise stated)

3. SUMMARY OF ACCOUNTING PRINCIPLES (CONTINUED)
3.2 Financial instruments (continued)

Vi. Impairment and uncollectability of financial assets

An assessment is made at each statement of fihgoesition date to determine whether there is
objective evidence that a financial asset or groiufinancial assets is impaired. If such evidenxists,

the estimated recoverable amount and any impairtosstof that asset is determined, based on the net
present value of future anticipated cash flows, @decognized for the difference between the
recoverable amount and the carrying amount aswsllo

The Bank assesses at each statement of finand#iopodate whether there is objective evidence ¢gha
financial asset or group of financial assets isamga. A financial asset or a group of financiaeds is
impaired and impairment losses are incurred ontiiéfe is objective evidence of impairment as altes
of one or more events that occurred after thealnicognition of the asset, and that loss evangyents)
has an impact on the estimated future cash flowshi® financial asset or group of the financialetss
that can be reliably estimated.

The criteria that the Bank uses to determine tierietis objective evidence of impairment loss idelu

. Delinquency in contractual payments of principalmerest;
. Cash flow difficulties experienced by the borrower

. Breach of loan covenants or conditions;

. Initiation of bankruptcy proceedings;

. Deterioration of the borrower’s competitive pogitio

. Deterioration in the value of the collateral

The Bank first assesses whether objective evideh@mpairment exist individually for financial asse
that are individually significant. If the Bank dat@nes that no objective evidence of impairmensieiir

an individually assessed financial asset, whethgmifcant or not, it includes the asset in a grafp
financial assets with similar credit risk charastics and collectively assesses them for impaitmen
Assets that are individually assessed for impaitraen for which an impairment loss is recognizesl ar
not included in a collective assessment of impaitme

The amount of provision is measured as the diff@epetween the asset’s carrying amount and the
present value of estimated future cash flows distamliat the financial asset’s original effectiveenest
rate. The calculation of the present value of ttemated future cash flows of a collateralized ficial
asset reflects the cash flow that may result fromedlosure less costs for obtaining and selling the
collateral. For the purpose of a collective evabrabf impairment, financial assets are groupedhan
basis of similar credit risk characteristics (tyyel amount of the loan). The Bank decided to applyll

rate model to reasonably identify estimated créakses on each group. Portfolio in each group is
segregated into delinquency buckets and monthlyratés from one delinquency to the other, adjusted
for historical losses when judged as reasonableaoelated. Portfolio performance is traced foresal
months in order to come to an average loss faatioich is then applied to estimate impairment lass o
each group.

When a loan is considered to be uncollectibles itvritten off against the related provision forroa
impairment. Such loans are written off after b hecessary procedures have been completed and the
amount of the loss has been determined. Subsegeenteries of amounts previously written off are
credited to the statement of comprehensive incantied item “Provision for loan impairment”.

11



Union Bank Sh.a
Notes to the Financial Statements for the year endeDecember 31, 2010

(Al amounts are expressed in thousand LEK, urddssrwise stated)

3. SUMMARY OF ACCOUNTING PRINCIPLES (CONTINUED)
3.2 Financial instruments (continued)

Vi. Impairment and uncollectability of financialsass

If the amount of the provision for loan impairmenobsequently decreases due to an event occurierg af
the write down the release of the provision is iteeddto the provision for loan impairment in the
statement of comprehensive income.

For financial assets held to maturity the carrying amount of the asset is reduced testemated
recoverable amount either directly or through tbe of an allowance accounts and the amount ob#® |
is included in the statement of comprehensive ireeom

3.3 Repurchase agreements

Where debt securities are sold under a commitnemépurchase them at a predetermined price, they
remain on the balance sheet and the consideratiwgived is recorded in “Loans and advances from
credit institutions”. Conversely, debt securitiearghased under a commitment to resell are not
recognized in the balance sheet and the considerptid is recorded in “Loans and advances to tredi
institutions”.

3.4 Intangible assets

Intangible assets acquired by the Bank are stdtedsh less accumulated amortization and impairment
losses, if any. Software is amortized using theiced) balance method with a yearly amortizatioe it
25%. Other intangible assets are amortized usiagttaight line method with a yearly amortizatiater

of 15%.

3.5 Property and equipment

Property and equipment is stated at cost less adeted depreciation and impairment losses, if any.
Depreciation is calculated using the reducing bmdanethod at the following annual rates:

Rate per annum

Computer 25%
Office equipmer 20%
Electronic equipme 20%
Fixtures and fittings 20%

3.6 Non-current assets held for sale

Non-current assets and disposal groups are cledsafs held for sale if their carrying amount wil b
recovered principally through a sale transactigdherathan through continuing use. This condition is
regarded as met only when the sale is highly preband the non-current asset is available for
immediate sale in its present condition. Managenmemst be committed to the sale, which should be
expected to qualify for recognition as a completalg within one year from the date of classificatio
Non-current assets (and disposal groups) classifieteld for sale are measured at the lower of thei
previous carrying amount and fair value less ctostell.

12



Union Bank Sh.a
Notes to the Financial Statements for the year endeDecember 31, 2010

(Al amounts are expressed in thousand LEK, urddssrwise stated)

3. SUMMARY OF ACCOUNTING PRINCIPLES (CONTINUED)
3.7 Revenuerecognition

Interest income and expense is recognized in thersent of comprehensive income for all interest
bearing instruments on an accrual basis using ffeetee interest method. Interest income includes
coupons earned on fixed income investments andiedaiscount and premium on treasury bills.

When loans become doubtful of collection, theyar#gten down to their recoverable amounts auad
interest income is thereafter recognized

Fee and commission income arising on financial isesv provided by the Bank including cash
management services, brokerage services and ingestvice is recognized on an accrual basis when
the related service is provided.

3.8 Spot foreign exchange transactions

The Bank, during the normal course of businessreninto spot foreign exchange transactions with
settlement dates two days after the trade dateseTlmansactions are recorded as off statement of
financial position items on the trade date andnded in the financial statements on the settlerdats.

As at the statement of financial position date, dléstanding spot foreign exchange transactions are
marked to market with the resulting gain or logogmized in the statement of comprehensive income.

3.9 Impairment

The carrying amounts of the Bank’s assets are wedeat each statement of financial position date to
determine whether any indication of impairment &xidf any such indication exists, the asset’s
recoverable amount is estimated and an impairnus# is recognized in the statement of income and
expenditures whenever the carrying amount of tketasceeds its recoverable amount.

3.10 Leases

The total payments made under operating leasesharged to the statement of comprehensive income
on a straight-line basis over the period of thedea

13



Union Bank Sh.a
Notes to the Financial Statements for the year endeDecember 31, 2010

(Al amounts are expressed in thousand LEK, urddssrwise stated)

3. SUMMARY OF ACCOUNTING PRINCIPLES (CONTINUED)
3.11 Taxation

Income tax on the profit or loss for the year coisgs current and deferred tax. Income tax is razegn
in the statement of comprehensive income excefited@xtent that it relates to items recognizedctliye
to equity, in which case it is recognized in equity

Current tax is the expected tax payable on thebtexacome for the year, using tax rates enacteteat
statement of financial position date, and any ddjest to tax payable in respect of previous years.

Deferred tax is calculated using the statementimdintial position liability method, providing for
temporary differences between the carrying amowohtassets and liabilities for financial reporting
purposes and the amounts used for taxation purp®eesamount of deferred tax provided is based on
the expected manner of realization or settlemetii@icarrying amount of assets and liabilitiesngigax
rates enacted or substantially enacted at thenstateof financial position date.

A deferred tax asset is recognized only to thergxteat it is probable that future taxable profitid be
available against which the asset can be utiliederred tax assets are reduced to the extenit tisato
longer probable that the related tax benefit wéllrbalized.

3.12 Adoption of new and revised standards
3.12.1 Standards and Interpretations effective in the curent period

The following amendments to the existing standésdeed by the International Accounting Standards
Board and interpretations issued by the InternatiGinancial Reporting Interpretations Committee ar
effective for the current period:

* IFRS 1 (revised) “First-time Adoption of IFRS” (effective for annual periods beginning on or iafte
1 July 2009),

* IFRS 3 (revised) “Business Combinations’(effective for annual periods beginning on or after
July 2009),

 Amendments to IFRS 1 “First-time Adoption of IFRS"- Additional Exemptions for First-time
Adopters (effective for annual periods beginningoofter 1 January 2010),

« Amendments to IFRS 2 “Share-based Payment” -Group cash-settled share-based payment
transactions (effective for annual periods begigmin or after 1 January 2010),

* Amendments to IAS 27 “Consolidated and Separate Fancial Statements”(effective for annual
periods beginning on or after 1 July 2009),

« Amendments to IAS 39 “Financial Instruments: Recogition and Measurement” - Eligible
hedged items (effective for annual periods begigin or after 1 July 2009),

 Amendments to various standards and interpretatibnprovements to IFRSs (2009)” resulting
from the annual improvement project of IFRS puldislon 16 April 2009 (IFRS 2, IFRS 5, IFRS 8,
IAS 1, IAS 7, IAS 17, IAS 18, IAS 36, IAS 38, IAD3IFRIC 9 and IFRIC 16) primarily with a
view to removing inconsistencies and clarifying diag, (most amendments are to be applied for
annual periods beginning on or after 1 January 010

14



Union Bank Sh.a
Notes to the Financial Statements for the year endeDecember 31, 2010

(Al amounts are expressed in thousand LEK, urddssrwise stated)

3. SUMMARY OF ACCOUNTING PRINCIPLES (CONTINUED)
3.12.1 Standards and Interpretations effective intte current period (continued)

» |IFRIC 17 “Distributions of Non-Cash Assets to Ownes” (effective for annual periods beginning
on or after 1 July 2009),

» |IFRIC 18 “Transfers of Assets from Customers” (effective for transfer of assets from customers
received on or after 1 July 2009) [assuming thasumh transfers occurred in the second half of 2009
and that entity has applied IFRIC 18 for the finste in 2010].

These amendments to the existing standards angrietations have not led to any changes in the Bank
accounting policies, financial position or performa of the Bank.

3.12.2 Standards and interpretations in issue not yet adaed

A number of new standards, amendments to standadifmterpretations are effective for annual pexiod
beginning after 1 January 2010 (listed below), Aade not been applied in preparing these financial
statements. None of these is expected to havendisigt effect on the financial statements of Bank,
except for IFRS YFinancial Instrumentswhich becomes mandatory for the Bank's 2013 firen
statements and could change the classificationnaasurement of financial assets. The Bank does not
plan to adopt this standard early and the extetitefmpact has not been determined.

* IFRS 9 “Financial Instruments” published by IASB on 12 November 2009. On 28 Sep&r2010
IASB reissued IFRS 9, incorporating new requirersestt accounting for financial liabilities and
carrying over from IAS 39 the requirements for degmition of financial assets and financial
liabilities. Standard uses a single approach terdehe whether a financial asset is measured at
amortised cost or fair value, replacing the marifedknt rules in IAS 39. The approach in IFRS 9 is
based on how an entity manages its financial insnis (its business model) and the contractual
cash flow characteristics of the financial asséte new standard also requires a single impairment
method to be used, replacing the many differentaimpent methods in IAS 39. The new
requirements on accounting for financial liabiktiaddress the problem of volatility in profit os$o
arising from an issuer choosing to measure its delst at fair value. The IASB decided to maintain
the existing amortised cost measurement for madiliies, limiting change to that required to
address the own credit problem. With the new reguénts, an entity choosing to measure a liability
at fair value will present the portion of the charng its fair value due to changes in the entioxs
credit risk in the other comprehensive income sectf the income statement, rather than within
profit or loss.

 Amendments to IFRS 1 “First-time Adoption of IFRS”- Limited Exemption from Comparative
IFRS 7 Disclosures for First-time Adopters (effeetfor annual periods beginning on or after 1 July
2010),

 Amendments to IFRS 1 “First-time Adoption of IFRS”- Severe Hyperinflation and Removal of
Fixed Dates for First-time Adopters (effective Bsmual periods beginning on or after 1 July 2011),

« Amendments to IFRS 7 “Financial Instruments: Discl®ures” Transfers of Financial Assets
(effective for annual periods beginning on or afteiuly 2011),

« Amendments to IAS 12 “Income Taxes”- Deferred Tax: Recovery of Underlying Assets
(effective for annual periods beginning on or aftelanuary 2012),

15



Union Bank Sh.a
Notes to the Financial Statements for the year endeDecember 31, 2010
(Al amounts are expressed in thousand LEK, urddssrwise stated)

3. SUMMARY OF ACCOUNTING PRINCIPLES (CONTINUED)
3.12.2 Standards and interpretations in issue notey adopted (continue

 Amendments to IAS 24 “Related Party Disclosures” Simplifying the disclosure requirements
for government-related entities and clarifying thefinition of a related party (effective for annual
periods beginning on or after 1 January 2011),

* Amendments to IAS 32 “Financial Instruments: Presetation” — Accounting for rights issues
(effective for annual periods beginning on or aftdfebruary 2010),

« Amendments to various standards and interpretations“Improvements to IFRSs (2010)”
resulting from the annual improvement project dR8-published on 6 May 2010 (IFRS 1, IFRS 3,
IFRS 7, IAS 1, IAS 27, IAS 34, IFRIC 13) primarilyith a view to removing inconsistencies and
clarifying wording (amendments are to be applieddonual periods beginning on or after 1 July
2010 or 1 January 2011 depending on standard/netetjon),

* Amendments to IFRIC 14 “IAS 19 — The Limit on a defned benefit Asset, Minimum
Funding Requirements and their Interaction” - Prepayments of a Minimum Funding
Requirement (effective for annual periods beginrongr after 1 January 2011),

* IFRIC 19 “Extinguishing Financial Liabilities with Equity Instruments” (effective for annual
periods beginning on or after 1 July 2010).

3.13 Comparative information

The comparative information is presented consistexgplying the Bank’s accounting policies. Certain

amounts in the previous year financial statemeate tbeen reclassified to conform to the current yea
presentation
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4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF E STIMATION
UNCERTAINTY

In the application of the Bank’s accounting poliievhich are described in note 3, management is
required to make judgments, estimates and assumsptbout the carrying amounts of assets and
liabilities that are not readily apparent from otleurces. The estimates and associated assumpti®ns
based on historical experience and other fact@s dhe considered to be relevant. Actual resultg ma
differ from these estimates.

Estimates and underlying assumptions are reviewedro ongoing basis. Revisions to accounting
estimates are recognized in the period in whichetstemate is revised if the revision affects origtt
period or in the period of the revision and futperiods if the revision affects both current antlife
periods.

4.1 Impairment losses on loansto customers

The Bank reviews its loan portfolio to assess impant at least on a quarterly basis. In determining
whether an impairment loss should be recorded énstatement of comprehensive income, the Bank
makes judgments as to whether there is an obserdaltd indicating that there is a measurable deerea
in the estimated future cash flows. This evidenes imclude observable data indicating that thei® ha
been an adverse change in the payment status odwess in a group or economic conditions that
correlate with defaults on assets in the group. &dament uses estimates based on historical loss
experience for assets with credit risk characiessind objective evidence of impairment similatitose

in the portfolio when scheduling its future casbws. The methodology and assumptions used for
estimating both the amount and timing of futurehcfiews are reviewed regularly to reduce any
differences between loss estimate and actual lgsrience.

4.2 Held-to maturity investments

The Bank follows the IAS 39 guidance on classifyimgn-derivative financial assets with fixed or
determinable payments and fixed maturity as heldwburity. This classification requires significant
judgment. In making this judgment, the Bank evalgats intention and ability to hold such investisen
to maturity. If the Bank fails to keep these inweshts to maturity other than for the specific
circumstances — for example, selling an insignificamount close to maturity — it will be required t
reclassify the entire category as available-foess@ihe investments would therefore be measuredirat f
value not amortized cost. The estimation of the Yalue of treasury bills and investments held to
maturity is disclosed in note 32
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5. CASH AND BALANCES WITH CENTRAL BANK
Cash and balances with the Central Bank consigtddollowing:

As at
December 31, 210

As at
December 31, 209

Cash on hand 760,070 1,032,495
Central Bank

Current account 384,337 111,358
Compulsory reserves 1,439,203 1,202,342
Term Deposits - -

Accrued interest 628 542
Total 2,584,238 2,346,737

Compulsory reserve is the statutory reserve faunidify purposes; it represents a minimum reserve
deposit required by the Central Bank of Albanianalsory reserve is calculated as a percentage of
10% of the amount of deposits at the end of eadhtimowed to customers, and is held both in LEK and
in foreign currency (USD and EUR). The compulsa@serve is not available for use in the Bank’s day t
day operations, however according to the applicedgjelations; the Bank can make use of up to 40% of
the compulsory reserve, provided that the monthisrage balance of accounts with the Central Bank

(current account plus compulsory reserve) doegatidielow the compulsory reserve level.

Interest on statutory reserve in the Central Bardaiculated as follows:

-LEK: 70% of the repurchase agreements rate: 3.8%gg at December 31, 2010

(December 31, 2009: 3.675% p.a.);

-USD: 70% of the one-year USD Base rate: 0.09 %gs.at December 31, 2010

(December 31, 2009: 0.09% p.a.);

-EUR: 70% of the one-year EUR Base rate: 1.7%gs.at December 2010

(December 31, 2009: 0.70% p.a.).

Current accounts with the Central Bank are norréstebearing.
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6. PLACEMENTS AND BALANCES WITH BANKS
Loans and advances to credit institutions are léetais follows:

As at As at
December 31, 2010 December 31, 2009

Current accounts:

Resident - -
Non-resident 1,416,793 780,478
1,416,793 780,478
Deposits:
Resident 1,302,513 441,472
Non-resident 1,013,021 491,589
2,315,534 933,061
Other accounts 538,748 148,499
Accrued interest 1,966 112
Total 4,273,041 1,862,149

Deposits with resident and non-resident banks reatuthe range of 3 days to 12 months (2009: 4 days
to 12 months) and bear interest in the range @&%a. to 5.3%p.a. (2009: 0.09%p.a. to 5%p.a.).

7. SHORT TERM INVESTMENT SECURITIES
Short term investment securities at December 310 20nsist of Treasury Bills (“T-Bills™) issued lye
Albanian Government.

T-Bills bear interest at market rates ranging fi&@d3% p.a. to 8.19% p.a. (2009: 8.49% p.a. to 9.43%
p.a.) on a compound basis and are all denominatedk.

The Bank’s investment in T-Bills is considered &df low risk.

T-Bills by original maturity are presented as folk

As at December 31, 2010 As at December 31, 2009

Nominal Accrued Book Nominal Accrued Book

value discount Value value discount Value

6 month: - - - - - -
12 months 1,960,000 (77,450) 1,882,550 1,960,000 (99,519) 1,860,481
Total 1,960,000 (77,450) 1,882,550 1,960,000 (99,519) 1,860,481
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8. LOANS AND ADVANCES TO CUSTOMERS, NET

As at As at
December 31, 2010 December 31, 2009

Loans 6,080,036 5,548,737
Overdrafts 4,412,222 4,134,394
Loans to Government - 275,920
Other advances to customers 28,617 18,359
10,520,875 9,977,411
Accrued interest 192,303 135,164
Allowances for losses on loans and adva (332,649 (247,668
Deferred income (28,724) (35,227)
Total 10,351,805 9,829,680

The following table presents the distribution of tBank’s credit exposure by industry sector fonka
and advances to customers as at December 31, 2010:

As at As at
December 31, 2010 % December 31, 2009 %
Trade 2,569,510 24% 2,794,451 28%
Other Service 1,640,02 15% 1,437,39° 14%
Construction 1,377,485 13% 1,288,211 13%
Real Estate 1,301,777 12% 1,242,934 12%
Financial services 1,187,634 11% 929,015 9%
Processing Industry 1,020,348 10% 828,575 8%
Consumer 1,010,769 10% 819,376 8%
Education 303,958 3% 270,083 3%
Agriculture and Forest 80,37¢ 1% 59,56° 1%
Production and transmission of
electricity, gas and water 28,999 1% 31,891 1%
Public sector - 0% 275,920 3%
Total 10,520,87 9,977,41

The above loans and overdrafts in Lek bear inteliesthe range of 3.5% p.a. to 20.0% p.a. (2008%3.
p.a. to 20.0% p.a.), in Euro bear interests inrtmge of 3.16% p.a. to 15.5% p.a. (2009: 3.5%tp.a.
16.19% p.a.) and in USD bear interest in the rarfge8% p.a. to 10.8% p.a. (2009: 1.8% p.a. to%5.0

p.a.)

Loans to customers are collaterized by securisiesh as cash collateral, mortgages, inventory émer o
assets pledged in favor of the Bank from its boe®ytotaling an amount of LEK 28,870,467 thousand
(2009: LEK 25,935,593 thousand).
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8. LOANS AND ADVANCES TO CUSTOMERS, NET (CONTINUED)

Loan by type

31 December 2010

Amount in LEK %
Business Enterprises 8,208,329 78%
Individuals 2,312,546 22%
Public Sectc - 0%
Total 10,520,87 100%

Allowance for impairment

31 December 2009

Amount in LEK %
7,639,181 76%
2,062,310 21%

275,92( 3%
9,977,41  100%

Reconciliation of allowance account for lossesaank and advances is as follows:

As at
December 31, 2010

As at
December 31, 2009

Balance at the beginning of the year 247,668 79,112
Provision for the year, net 85,213 153,905
Loans writter-off during theyeal - -

Foreign exchange revaluation differences (232) 14,651
Balance at the end of the year 332,649 247,668
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9. INTANGIBLE ASSETS, NET

At 1 January 2009

Cost

Accumulated amortization
Net book amount

Year ended December 2009

Opening net book amount
Additions

Dispcsals

Amortization charge
Adjustments

Closing net book amount

At 31 December 2009
Cost

Accumulated amortization
Net book amount

Year ended December 201
Opening net book amount
Additions

Disposal

Amortization charge
Adjustments

Closing net book amount
At 31 December 2010
Cost

Accumulated amortization
Net book amount

Software Other intangible Intangible assets in Total
asset progress

120,937 11,135 12,084 144,156
(12,619) (4,526) - (17,145)
108,318 6,609 12,084 127,011
108,318 6,609 12,084 127,011
613 13,177 - 13,790
(27,169) (3,551) - (30,720)
(12,084) (12,084)
81,762 16,235 - 97,997
121,550 24,312 - 145,862
(39,788) (8,077) - (47,865)
81,762 16,235 - 97,997
81,762 16,235 - 97,997
652 - 4,012 4,664
(20,468) (3,647) - (24,115)
61,946 12,588 4,012 78,546
122,202 24,312 4,012 150,526
(60,256) (11,724) - (71,980)
61,946 12,588 4,012 78,546

Under “Other intangible assets” are included payelirected to First Data Hellas (“FDH”) for devping ATM network supporting systems, setting upoofline link
between FDH’'s ATM host system and the Bank’s hastiastallation, customization and certificatiomsees as well as payments directed to SocietyNorldwide Interbank
Financial Telecommunication (SWIFT) and CIS fordgaining SWIFT, SWIFT Alliance interface, and SWIRlliance access installation.
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10. PROPERTY AND EQUIPMENT, NET

Computer Electronic Office Other tangible Fixed assets in Leasehold

equipments equipment Furniture assets progress improvements Total
At 1 January 2009
Cost 127,881 72,302 30,193 10,761 15,426 128,679 385,242
Accumulated depreciatit (51,275 (18,116 (8,218 (2,241 - (38,990 (118,840
Net book amount 76,606 54,186 21,975 8,520 15,426 89,689 266,402
Year ended December 2009
Opening net book amount 76,606 54,186 21,975 8,520 15,426 89,689 266,402
Additions 15,28: 6,467 6,94¢ - - 21,35¢ 50,05¢
Disposals (89) - - - - - (89)
Depreciation charge (20,805) (11,041) (4,955) (1,704) - (16,916) (55,421)
Adjustment 52 - - - (8,407 - (8,355
Closing net book amount 71,047 49,612 23,966 6,816 7,019 94,132 252,592
At 31 December 2009
Cost 143,075 78,769 37,139 10,761 7,019 150,038 426,801
Accumulated depreciation (72,028) (29,157) (13,173) (3,945) - (55,906) (174,209)
Net book amount 71,047 49,612 23,966 6,816 7,019 94,132 252,592
Year ended December 201
Opening net book amount 71,047 49,612 23,966 6,816 7,019 94,132 252,592
Additions 3,155 6,039 2,618 6,649 3,837 592 22,890
Disposal: (517 (347 a7y (3,866 - - (4,901
Depreciation charge (17,964) (10,574) (5,125) (1,598) - (13,173) (48,434)
Adjustments 303 174 95 1,460 - - 2,032
Closing net book amount 56,024 44,904 21,383 9,461 10,856 81,551 224,179
At 31 December 2010
Cost 145,713 84,461 39,586 13,544 10,856 150,630 444,790
Accumulated depreciation (89,689) (39,557) (18,203) (4,083) - (69,079) (220,611)
Net book amount 56,024 44,904 21,383 9,461 10,856 81,551 224,179

Leasehold improvements relate to the expenditugetenby the Bank for the reconstruction of a leastedthat the Bank uses for branches.
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11. ASSETS HELD FOR SALE

Assets held for sale are properties acquired thrargorcement of security over loans and advarces t
customers. The Bank intents and is taking stepsetimg them to the best offer within a year frdmeit
foreclosure.

Assets held for sale as at December 31, 2010 aasured with the lower of its carrying amount and fa
value less costs to sell, amounting LEK 29,397 shod (2009: LEK 29,397 thousand).

12. LONG TERM INVESTMENT SECURITIES

Bonds in Lek bear interest at market rates ranfyorg 7.65%p.a. to 9.25%p.a.(2009:8.2%p.a. to 8.35%
p.a.) and in Eur 7.5%p.a. This interest is paidigenually.

The Bank’s investment in Government Bonds is carsid to be of low risk.

Government Bonds by original maturity are preseatetbllows:

As at As at
December 31, 2010 December 31, 2009

Purchase Unamortized Accrued Book Purchase Accrued Book

value Discount interest Value value interest Value

24 month 1,819,822 (2,032 37,36( 1,855,210 164,68t 5,299 169,98
Total 1,819,882 (2,032) 37,360 1,855,210 164,688 5,299 169,987

13. OTHER ASSETS

Other assets are comprised of the following:

As at
December 31, 2010

As at
December 31, 2009

Sundry debtors 16,439 38,283
Prepaymen 14,1%2 8,001

Accrued income 12,411 6,474
Inventories 2,697 1,760
Guarantee deposit pi 694 69C

Payment in transit 521 1,483
Monetary values in transit 18 61,074
Temporarily FX resu - 6,49t

Fiscal Administration - 236
Margin trading- asset - 141,794
Total 46,932 266,290

Payment in transit represent international moneysgfers outbound whose settlement date, as agreed
upon, fall in the first days of the following ye@ccrued income represents commissions recogniaed b
not yet liquidated to customer accounts. Margiditrg assets as of December 31, 2009 representdank’
claim on FX transactions with customers.
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14. DUE TO BANKS AND FINANCIAL INSTITUTIONS
Loans and advances from credit institutions araildet as follows:

As at As at
December 31, 2010 December 31, 2009

Current accounts:

Resident 791,094 270,062
Non-resident 3,739 73,249
794,833 343,311
Term deposits:
Resident 1,029,673 894,526
Non-resident - 14,037
1,029,673 908,563
Borrowings:
Resident - 130,000
Non-resident 527,326 275,920
527,326 405,920
Other accounts:
Resider 76,00¢ 151,64!
76,00¢ 151,64!
Accruedinteret 26,32( 17,88¢
Total 2,454,160 1,827,327

Term deposits from financial institutions matureinange from 3 to 12 months and bear interestrige
of 4%p.a. to 5.5%p.a. (2009: 0.2%p.a. to 6%p.ehesE deposits are deposited by Financial Union and
are held as collateral for loans issued by the bank

Borrowings mature in a rage from 11 days to 40 tm®@aind bear interest of 1%p.a. to 6.015% p.a. (2009
2.0%p.a. to 4.6% p.a.).

As at December 23, 2009 the bank entered into & éggeement with EBRD, contracted loan amount
was equal to EUR 2 min. As per contract agreengant Hisbursements are performed based on the bank
requests 60 days after the contract date. Disb@iseraquests made from the bank to lender durid@ 20
were equal to EUR 1.3 mIn equivalent to LEK 180,#@dusand.

Short term borrowing of EUR 2.5 min equivalent tBK_ 346,925 thousand with NLB Pristine has an
initial maturity of 14 days.

Other accounts are accounts of resident finanegitutions held as collateral of guarantee isduethe

Bank. These balances bear interest in range of p.5%0 5.5% p.a. (2009: 3.1% p.a. to 5.5% prad) a
an initial maturity of 12 months, related to theatantee issued.
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15. DUE TO CUSTOMERS

Customer accounts for enterprises, private entngoms and individuals consisted of current and siépo

accounts as follows:

Government and public admin accounts

Current accounts:
Local currenc
Foreign currency

Saving accounts
Local currency
Foreign currenc

Term deposits:
Local currency
Foreign currenc

Other customer accounts:
Local currenc

Foreign currency

Subtotal
Accrued interest

Total

As at

December 31, 2010

As at
December 31, 2009

9,906 94,148
1,897,05 1,500,01
1,626,804 1,442,605
3,523,860 2,942,616

325,527 173,847
946, 72f 407,61
1,272,253 581,466
5,136,645 3,532,859
5,813,53 4,924,66!
10,950,18 8,457,52
333,75: 353,83
522,850 167,681
856,602 521,519
16,612,801 12,597,273
244,430 150,586
16,857,23 12,747,85

Current and saving accounts in different currenbiear interest in the range of 0.2% p.a. to 0.4%p.a
(2009: 0.2%p.a. to 0.4%p.a.) and term depositéfierednt currencies bear interest ranging as fafow
- in LEK: 2.90%p.a. to 8.90%p.a. (2009: 3.40%p.&.60%p.a.)
- inUSD: 0.40%p.a. to 3.10%p.a. (2009: 0.20%p.8.50%p.a.)
- in EUR: 1.30%p.a. to 6.20%p.a. (2009: 0.80%p.&.80%p.a.)
- in GBP: 0.30%p.a. to 1.00%p.a. (2009: 0.30%p.2.@0%p.a.)

Other customer accounts represent blocked accéartinder/contract guarantees, other bank
guarantees and initial capital blocked by custonretse process of their own companies’ establisitme
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15. DUE TO CUSTOMERS (CONTINUED)

Customer accounts and deposits could be furthéyzethas follows:

Current accounts
Saving accounts

Term deposits:

One month

Three months

Six months

Twelve months

Other

Total deposits

Other customer accounts:

On deman
One month

Three months

Six month:

Twelve months

Other

Total other customer

accounts

Total

As at December 31, 2010

As at December 31, 2009

Foreign Foreign

LEK currency Total LEK currency Total
1,897,056 1,636,710 3,533,766 1,500,011 1,536,753 3,036,764
325,527 946,726 1,272,253 173,847 407,619 581,466
51,816 150,550 202,366 252,638 270,453 523,091
357,952 513,242 871,194 246,441 432,170 678,611
402,244 821,428 1,223,672 435,981 1,383,950 1,819,931
2,299,816 2,472,588 4,772,404 1,922,902 2,058,740 3,981,642
2,024,817 1,855,727 3,880,544 674,896 779,353 1,454,249
5,136,645 5,813,535 10,950,180 3,532,858 4,924,666 8,457,524
15,16¢ 11,04« 26,21: 42,70t 15,08: 57,788
- - - 1,000 9,657 10,657

30C - 30C - - -
8,295 210,417 218,712 6,283 96,696 102,979
309,989 301,389 611,378 303,848 46,247 350,095
333,752 522,850 856,602 353,837 167,682 521,519
7,692,980 8,919,821 16,612,801 5,560,553 7,036,720 12,597,273

“Other” includes deposits with initial maturity 4amths, 7 months, 14 months, 21 months and 24 months
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16. OTHER LIABILITIES

Other liabilities are comprised of the following:

As at As at

December 31, 2010 December 31, 2009

Payments in transit 26,764 108,270
Invoices to be received 25,107 26,087
Othel 11,99¢ 6,76¢
Accrued expenses 9,170 1,049
Sundry creditors 630 316
Margin tradine liability - 143,70!
Total 73,666 286,19!

Payment in transit accounts represent internatiomaley transfers outbound whose agreed settlement
dates fall in the first days of the following year.

Margin trading liability as of December 31, 2009nesents bank’s liability on FX transactions with
customers.

17. SUBORDINATED DEBT

The amounts of subordinated debt represent the domemi of the existing Bank’s shareholders to
maintain the minimum capital regulatory requirensemttil the newly joint-in shareholder, EBRD, would
have paid its share of capital, which had previpesimmitted to and eventually did pay on Octobér 8
2008. By the time the new shareholder honored dipga commitment, the regulatory treatment recuire
the subordinated debt amounts to be regarded asitomant for future capital injection and not reestt
back to its owners in any form other than paiddapital. The amount of the subordinated debt of EUR
2,292.5 thousand (LEK 409,194.45 thousand at tcdioseexchange rate) has been used for increase in
the share capital of the Bank during 2009.

As at As at
December 31, 2010 December 31, 2009

Subordinated debt 1,041 1,035

Total 1,041 1,035

18. SHARE CAPITAL

Paid-up capital:
Movement in the Bank’s paid-up share capital isitkd as follows:

As at December 31, 2010 As at December 31, 2009
Value of Value of
No. of shares shares| No. of shares shares
Balance at the beginning of tyeal 1,617,14 2,049,33 1,257,144 1,557,30!
Capital injection during the year - - 360,000 492,026
Paid up share capita 1,617,14 2,049,33. 1,617,14 2,049,33
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18. SHARE CAPITAL (CONTINUED)

The paid up capital structure is as follows:

Financial Union Tirana Sh.p.k 83.12%
European Bank for Reconstruction and DevelopmeBR(E) 12.50%
Edmond Leka 2.19%
Niko Leka 2.19%

Subscribed capital:

The Bank’s subscribed capital consists of 1,617 sh#8es (2009: 1,617,143 shares) at EUR 10 pee shar
and is detailed as follows. The translation exclearage used is the rate of the date of registraifadhe
capital in the court and from 2008 injections’hig trate of the date of registration in nationalgtegtion
center:

As at December 31, 201 As at December 31, 2009
No. of shares  Value of share No. of shares Valukshares

Subscribed Capit 1,617,14. 2,048,05: 1,617,14. 2,048,05:
Paid-up share capital represents ordinary shatieatapd has no preferences or restrictions atthche
thereto.

19. INTEREST INCOME

Interest income was earned on the following assets:

Year ended Year ended

December 31, December 31,

2010 2009

Loans and advances to customers 1,014,365 810,850
Investment securitit 241,10( 103,35:
Loans and advances to banks & financial institigtion 42,143 41,353
Loans and advances to Government 26,773 14,735
Total 1,324,381 970,291

Interest income accrued on impaired financial assdtEK 24,898 thousand (2009: LEK 7,944
thousand).
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20. INTEREST EXPENSE
Interest expense was incurred on the followingjlités:

Year ended
December 31, 2010

Year ended
December 31, 2009

Due to customers 617,751 424,178
Loans and advances from financial institutions 66,1 28,664
Subordinated de 24 10,82°
Repurchase agreements - 184
Total 677,880 463,853
21. FEE AND COMMISSION INCOME
Fees and commissions received were comprisedlaw/ol

Year ended Year ended

December 31, 2010

December 31, 2009

Banking services 109,124 100,722
Other 32,247 39,519
Lending activity 4,414 1,367
Total 145,785 141,608
22. FEE AND COMMISSION EXPENSES
Fees and commissions expense were comprised asgoll

Year ended Year ended

December 31, 210

Fee charged for services offered from the agents of

December 31, 209

Financial Uniot 18,85: 23,28:
Treasury operations 4,647 9,230
Banking services 4,294 4,306
Other 1,078 845
Total 28,871 37,663

23. NET FOREIGN EXCHANGE GAIN

Net foreign exchange gain represents the net ratrafuof the Bank’s foreign currency monetary asset

and liabilities as well as off balance sheet positbn FX trading. Net gain from foreign transacttbe
year ended December 31, 2010 is LEK 108,815 thau&2009: LEK 306,674 thousand).
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24. OTHER CHARGES FOR PROVISIONS

Other charges for provisions denote provisiongdoeivables other than loans and advances that aris
from bank operations and the insurance contradhbank’s assets.

25. PERSONNEL COSTS

Year ended Year ended
December 31, 2010 December 31, 2009

Salaries 191,717 167,944
Social insuranc 26,59: 25,79¢
Other 22,842 18,161
Management remuneration 20,807 18,843
Total 261,958 230,747

“Other” includes expenses for bonuses LEK 19,8@2i¢and (2009: LEK 15,399 thousand), training
LEK 335 thousand (2009: LEK 348 thousand) and boamtlineration LEK 2,698 thousand (2009: LEK
2,414 thousand.

26. OTHER OPERATING EXPENSES

Year ended Year ended
December 31, 2010 December 31, 2009
Rent 111,246 92,953
Other external services 65,048 47,481
Communication expenses 35,668 30,390
Security service 26,80( 27,02t
Marketing 25,33¢ 21,64¢
Utilities 17,190 13,240
Software maintenance 13,793 12,902
Maintenance & repairs 14,404 11,310
Office supply 13,150 10,844
Premium insurance of deposits 28,196 10,840
Consulting & Legal fees 5,082 7,710
Insurance 5,593 3,919
Transportation & business travel expenses 3,979 2,267
Representatio 64t 1,34z
Total 366,12¢ 293,86
27. INCOME TAX
Year ended Year ended

December 31, 2010 December 31, 2009

Current tax expense - -
Deferred tax expense (30,483) (328)

Total tax income/expense (30,483) (328)

Income tax in Albania is assessed at the rate @f (®09: 10%) of taxable income.
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27. INCOME TAX (CONTINUED)

The following represents a reconciliation of the@amting profit to the taxable profit for the yearded
December 31, 2010 and 2009:

Year ended Year ended
December 31, 2010 December 31, 2009

IFRS accounting profit/loss before tax 86,906 117,460
Adjustment for loan loss provision (impairment of

loans) (172,288) 52,735
Adjustment for start up costs (3,507) (3,507)
Add non-deductible expenses: 13,253 40,596
Representative expenses 256 545
Staff expenses 4,623 1,357
Office expenses 2,372 248
Othel 5,98t 38,34
Fine, penalties 17 52
Fiscal profit/loss (75,636) 207,284
Losses carry forward from prior years - (207,284)

Taxable profit -
Tax on profit @ 10% - -

As of December 31, 2010, the Bank has carried fati@sses for fiscal purposes amounting to LEK
198,220 thousand (2009: LEK 266,089 thousand). Utite Albanian Tax Law, for tax purposes the
Bank can compensate the carried forward losses thighprofits of the three next taxable periods,
according to principle “the first loss before thstlone”.

The movement on the deferred tax is presentediasvio

As at As at
December 31, 2010 December 31, 2009

Deferred tax asset at the beginning of the 28,21: 28,54(
Recognized in statement of comprehensive income 4230, 328
Deferred tax asset at the end of the year 17,789 28,212

Deferredtax liability at the beginning of the ye - -
Recognized in statement of comprehensive income 06R0, -
Deferred tax liability at the end of the year 20,08 -
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27. INCOME TAX (CONTINUED)

As at December 31, 2010 and 2009 deferred tax sasset liabilities are attributable to the following
items:

As at As at
December 31, 2010 December 31, 2009
Deferred tax asset:

Start up expenses 583 934

Carry forward tax losses 17,206 26,609

Allowances for losses on loans and advances - 669
17,789 28,212

Deferred tax liability:

Allowances for losses on loans and advances 20,060 -
20,060 -

Based on Albanian Accounting Law and Bank of Allsarggulation the Bank, starting January 1, 2008
should start publishing only IFRS financial statetse As a basis on calculating the Income tax thekB
should use the financial results, calculated basel#fRS.

Losses carried forward include losses of 2008 @id2Deferred tax assets recognized in respeetxof t
losses extended to the management future estiniapeobable taxable profit that will be available
against which the losses can be utilized.
28. CASH AND CASH EQUIVALENTS

Cash and cash equivalents consisted of the follgwin

As at As at
December 31, 2010 December 31, 2009

Cash on hand 760,071 1,032,495
Accounts with Central Bank 384,337 111,359
Accounts with financial institutions with maturiof

less than 3 months 3,732,328 1,741,131
Treasury bills with maturity of less than 3 months 543,973 358,047
Total 5,420,709 3,243,03:
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29. RELATED PARTIES

Parties are considered to be related if one of thes the ability to control the other or exercise
significant influence over the one making finaneat operating decisions.

In considering each possible related party relatign attention is directed to the substance of the

relationship and not the merely to the legal form.

As at each statement of financial position dateBlek has following balances to its related parties

Assets:
Loans and advances to customers
Parent compar
Associated entities
Management and other relatives
Other Assets
Parent company
Associated entities
Management and other relatives
Other shareholders

Liabilities :
Due to banks and FI
Parent company
Other shareholde
Due to customers
Associated entities
Management and other reves
Other Liabilities
Parent company
Associated entities
Management and other relatives
Other shareholders
Subordinated debt
Parent company

Shareholders’ equity:
Parent company
Other shareholders

As at

December 31, 2010

4,20z
1,620,595
62,269

1,316
268
5

1,921,114
182,33l

472,728
184,06

5,141
509
86

1,041

1,705,000
344,331

As at

December 31, 2009

4,71¢
1,139,493
48,870

21

1,334,034

590,321
175,63l

598
2,617

1,035

1,705,000
344,331
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29. RELATED PARTY TRANSACTIONS (CONTINUED)

As at As at
December 31, 2010 December 31, 2009
Share premium
Other shareholders 175,600 175,600

Off Balance Sheet
Un-drawn credit facilities from the Bank

Associated entitie 36,05¢ 30,24(

Management and other relatives 21,519 19,585
Guarantees received

Parent company 1,466,736 793,159

Associated entities 892,285 930,647

Management and other relatives 355,647 60,475
Guarantees given

Parent company 20 34,951

Associated entities 428,312 23,324

Commitments receive
Parent company

Associated entities 205,112

Other shareholde 97,13¢ 275,92(
Commitments given

Associated entities 141,686 198,184

The Bank has entered into the following transasctieith related party;

Year ended Year ended
December 31, 2010 December 31, 2009
Operating expenses:

Parent company 2,205 2,122
Associated entities 31,543 12,865
Management and other relatives 51,761 48,710

Funds/loans transferred to the Bz
Parent company -
Fees and commission:

Parent compar 16,9¢7 24,03«
Associated entities 6,806 1,659
Management and other relatives 222 209
Interest expense:
Parent company 51,601 39,015
Associated entities 29,154 3,658
Management and other relatives 4,855 3,964
Other shareholde 7,25¢
Interest income:
Parent compar 454 44¢
Associated entitie 97,57¢ 52,80:
Management and other relatives 4,240 3,058

The above mentioned outstanding balances and ti@mss arose from the ordinary course of business
and were made on terms equivalent to those thahaipie arm’s length transactions.
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30. COMMITMENTS AND CONTINGENCIES INCLUDING OFF-STATEME NT OF
FINANCIAL POSITION ITEMS

Commitments and contingencies include the following

As at As at
December 31,2010 December 31,2009
Contingent assets
Guarantees given in favor of customers 845,906 393,621
Un-drawn credit facilitie 706,38¢ 465,74!
Commitments for Letter of Credits 36,717 36,024
Total Contingent assets 1,589,012 895,390

Guarantees and commitments

The Bank issues guarantees for its customers. Thesaments bear a credit risk similar to thatoains
granted. Guarantees received from customers amiit enstitutions include cash collateral, mortgages
pledged in favor of the bank from its borrowers.

Commitments represent the undrawn balances of J|oawmsrdraft and card limits granted to the
customers.

Legal

The Bank’s management is of the opinion that noenetlosses will be incurred in relation to legal
claims outstanding at 31 December 2010 and at 8&mker 2009.

Operating lease commitments

The Bank has entered into non-cancelable lease @¢amnts. Such commitments as at December 31,
2010 and December 31, 2009 are composed as follows:

As at As at
December 31, 2010 December 31, 2009

Not later than 1 year 112,448 110,233
Later than 1 year and not later than 5 y 512,28! 505,27!

Later than 5 years 507,451 566,899
Total 1,132,184 1,182,411

31. FINANCIAL RISK MANAGEMENT

The Bank’s activities expose it to a variety ofdcial risks and those activities involve analysis,
evaluation, acceptance and management of someedefyresk or combination of risks. Taking risks is
core to the financial business, and the operatiosks are inevitable consequence of being in lmssin
The Bank’s aim is therefore to achieve an approprlance between risk and return and minimize
potential adverse effects on the Bank financialqgerance.

The Bank’s risk management policies are designedetatify and analyze these risks, to set apprtgria
risk limits and controls, and to monitor the rigksd adherence to limits by means of reliable antbup
date information systems.

The most important types of risk are discussedvirelo
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31.

(@)

FINANCIAL RISK MANAGEMENT (CONTINUED)

Credit risk

Credit risk is the risk that the counterparty tbrancial instrument will fail to repay the obligan and
cause the Bank to incur a loss. The Bank is sultgectedit risk through its lending activities, amd
cases where it acts as an intermediary on behaligsibmers or other third parties or issues gueesrnn
this respect, the credit risk for the Bank stenmnfrthe possibility that different counterpartiesghti
default on their contractual obligations.

The Board of Directors has delegated responsibiititythe oversight of credit risk to its Bank Credi
Committee. A separate Bank Credit Department, temprto the Bank Executive Management is
responsible for management of the Bank's credkf meluding:

Formulating credit policies in consultation withdiness units, covering collateral requirements,
credit assessment, risk grading and reporting, meatary and legal procedures, and compliance
with regulatory and statutory requirements.

Establishing the authorization structure for therapal and renewal of credit facilities. Credit
facilities approvals and renewals require appraval Credit Department, Head of Credit
Department, Bank Credit Committee or the Board iot@ors as appropriate.

Reviewing and assessing credit risk. Bank Credpdbenent assesses all credit exposures in
excess of designated limits, prior to facilitiesngecommitted to customers by the business unit
concerned. Renewals and reviews of facilities abgest to the same review process.

Limiting concentrations of exposure to countergastigeographies and industries (for loans and
advances).

Developing and maintaining the Bank's risk gradimgerder to categorise exposures according
to the degree of risk of financial loss faced amdotus management on the attendant risks. The
risk grading system is used in determining wherngaimment provisions may be required against
specific credit exposures. The current risk gradiagnework consists of ten grades reflecting
varying degrees of risk of default and the avalighof collateral or other credit risk mitigation.
The responsibility for setting risk grades liestwihe final approving executive / committee as
appropriate. Risk grades are subject to regulaewnevby Bank’s Executive Management.
Reviewing compliance of business units with agregdosure limits. Regular reports on the
credit quality of local portfolios are provided ®ank Credit Department who may require
appropriate corrective action to be taken.

Providing advice, guidance and specialist skillsbigsiness units to promote best practice
throughout the Bank in the management of credit ris

Each business unit is required to implement Barmklitmpolicies and procedures, with credit approval
authorities delegated from the Bank’s Credit Daparit and Credit Committee. Each business unit has a
responsible officer who reports on all credit retaimatters to local management and the Bank Credit
Committee. Each business unit is responsible fergimlity and performance of its credit portfolinda

for monitoring and controlling all credit risksiits portfolios, including those subject to cenapproval
Regular audits of business units and Bank Creditgsses are undertaken by Internal Audit.
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)

(@) Credit risk (continued)

Maximum credit exposure

Maximum exposure to credit risk before collateralldnor other credit enhancements as of December 31,

2010 and 2009 is as follows:

As at As at
December 31, 2010 December 31, 2009

Short term investment securil 1,882,55( 1,860,481
Placements and balances with banks 4,273,041 1,862,149
Loans and advances to customers, net 10,351,805 9,829,680
Long term investment securit 1,855,21( 169,987
Financial guarantees 845,906 393,621
Standby letters of credit 36,717 36,024
Commitments to extend cre 705,029 465,745
Maximum exposures to credit risk 19,950,258 14,617,687

Exposure to credit risk is also managed in parobtaining collateral and guarantees. The principal
collateral types are:

. Mortgage over residential properties

. Pledges over business assets and inventories
. Deposits and accounts placed (cash collateral)
. Personal guarantor for the loan

In addition to the term loans and business ovesitiiat are secured by the above type of collateral
overdrafts on payroll accounts are extended toviddals as well. No pledges are taken for these
advances as the monthly salary offsets the usédptre limit given. Financial guaranties and stdny
letters of credit are cash-collateralized.

Impaired loans and advances

Impaired loans and advances are loans and advémcesich the Bank determines that it is probable
that it will be unable to collect all principal aimderest due according to the contractual ternte@foan
agreement(s).

Past due but not impaired loans

Loans and advances where contractual interestitcipal payments are past due but the Bank believes
that impairment is not appropriate on the basitheflevel of security, collateral available andr fttee
stage of collection of amounts owed to the Bank.

Loans with renegotiated terms

Loans with renegotiated terms are loans that haee bestructured due to deterioration in the boertsv
financial position and where the Bank has made essions that it would not otherwise consider. Once
the loan is restructured it remains in this catggodependently from eventual satisfactory perfaroea
after restructuring.
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)

(a) Credit risk (continued)

Allowances for impairment

The Bank establishes an allowance for impairmessds that represents its estimate of incurred dossés loan portfolio. It consists in the specifoss
component that relates to individually significamposures.

Loans and advances are summarized as follows:

As at December 31, 2010

Neither past due nor impaired

Past due but not impair
Individually impaired
Total Gross

Less: allowance for individually impaired loans
Less: allowance for collectively impaired lo
Total Allowance for impairment

As at December 31, 2(9

Neither past due nor impaired

Past due but not impaired
Individually impairet
Total Gross

Less: allowance for individually impaired loans
Less: allowance for collectively impaired loans
Total Allowance for impairment

Loans and advances to customers Placements and

balances with

Retail Corporate Advances  Total Loans banks
1,430,973 2,336,016 4,389,719 8,156,708 4,273,041
471,77¢ 856,12! 88,50¢ 1,416,411
121,637 879,786 109,910 1,111,333
2,024,389 4,071,927 4,588,138 10,684,454 4,273,041
B 151,376 39,754 249,299
17,64¢ 35,97 29,72¢ 83,35( -
75,814 187,353 69,482 332,649 -
Loans to Loans and advances to custome Placements and
Government balances with
Retail Corporate Advances  Total Loans banks
277,007 1,509,503 2,539,892 3,997,858 8,324,260 1,862,149
254,809 997,165 211,136 1,463,110
58,85¢ 198,15t 32,96 289,97t
277,007 1,823,171 3,735,213 4,241,957 10,077,348 1,862,149
36,720 82,331 32,963 152,014
15,819 46,432 33,403 95,654 -
- 52,539 128,763 66,366 247,668 -

The total impairment provision for loans and adwenis LEK 332,649 thousand (2009: LEK 247,668 thad}.
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)

(a) Credit risk (continued)

Loans and advances neither pas due nor impaired

As per Bank’s internal credit rating, loans and atbes that are neither pass due or impaired are
classified as below:

As at December 31, 2010

Rating Loans and advances to customers Placergents
an
balances
Retail Corporate Advances Total Loans with banks
Good 1,430,969 2,333,542 3,577,327 7,341,838 4,273,041
Acceptable - 2,474 589,498 591,972
Close monitorin 4 222,894 222,898
Unacceptable
Total 1,430,973 2,336,016 4,389,719 8,156,708 4,273,041
As at December 31, 2009
Rating Loans and advances to customers Placements
Total and balances
Government  Retalil Corporate  Advances Loans with banks
Good 277,007 1,476,301 2,539,892 3,995,639 8,288,839 1,862,149
Acceptabli - 29,82 - 2,21¢ 32,04 -
Close monitoring - 3,378 - - 3,378 -
Unacceptable - - - - - -
Total 277,007 1,509,503 2,539,892 3,997,858 8,324,260 1,862,149

Loans and advances past due but not impaired
Below is the ageing analysis of loans past duenbtindividually impaired.

As at December 31, 2010
Loans and advances to custome

Time band Retail Corporate Advances Total Loans

Past due up to 30 de 423,817 700,277 22,830 1,146,944

Past due 31-60 days 37,271 76,882 12,288 126,441
Past due 61-90 days 8,753 39,836 15,247 63,836
Past due ¢-180 day 39 38,443 21,647 60,129
Past due over 180 days 1,899 687 16,497 19,083
Total 471,779 856,125 88,509 1,416,413
Estimation of fair value of collateral 1,126,315 4,025,335 255,388 5,407,038

Loans and advances past due over 180 days ardecalized by cash amounting at LEK 16,062
thousand.
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)
(@) Credit risk (continued)

As at December 31, 2009
Loans and advances to custome

Time band Retail Corporate Advance: Total Loans

Past due up to 30 days 189,816 735,244 62,985 988,045
Past due 31-60 days 6,802 31,569 12,186 50,557
Past due 61-90 days 31,599 139,716 46,985 218,300
Past due 91-180 days 13,364 89,954 36,876 140,194
Past due over 180 days 13,229 682 52,105 66,016
Total 254,81( 997,16! 211,13 1,463,11,

Estimation of fair value of collateral 660,188 2,783,700 309,481 3,753,369

Loans and advances individually impaired

The individually impaired loans and advances befiaténg into consideration the cash flows from
collateral held is LEK 1,111,333 thousand (2009KLEB9,978 thousand).

The breakdown of the gross amount of the indiviguatpaired loans and advances by class, along with
the fair value of the collateral held by the Basksacurity, are as follows:

As at December 31, 2010 Loans and advances to customers
Total
Retail Corporate  Advances Loans
Individually impaired 121,637 879,786 109,910 1,111,333
Fair value of collateral 179,274 1,387,123 95,577 1,661,974
As at December 31, 209 Loans and advances to custome
Total
Retail Corporate  Advances Loans
Individually impaired 58,859 198,156 32,963 289,978
Fair value of collateral 68,777 717,237 123,113 909,127

Loans and advances renegotiated

Restructuring activities include extended paymeagrea@ments, modification and deferral of payments.
Following restructuring, a previously overdue cuséo account is reset to normal status and managed
together with other similar accounts.

Total portfolio restructured is of LEK 114,473 tlsamd (2009: LEK 12,892 thousand)

Write-off policy

The Bank writes off a loan / security balance (ang related allowances for impairment losses) when
Risk Committee determines that the loans / seearitire uncollectible. This determination is reached
after considering information such as the occumeot significant changes in the borrower / issuer’s
financial position such that the borrower / issc&n no longer pay the obligation, or that procdeat®s
collateral will not be sufficient to pay back thetiee exposure.
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)

(@) Credit risk (continued)

The Bank holds collateral against loans and adwatweustomers in the form of mortgage intereses ov
property, other registered securities over assei$,guarantees. Estimates of fair value are base¢tdeo
value of collateral assessed at the time of bomgwénd generally are not updated except whenraisoa
individually assessed as impaired. Collateral gahers not held over loans and advances to banks,
except when securities are held as part of revesparchase and securities borrowing activity. The
collateral structure referring to loans past dué ot impaired is similar to the collaterals stuuret
referring to impaired loans presented below.

Against individually Against collectively Total
impaired impaired
Property 1,522,260 19,141,743 20,664,003
Pledge 139,714 4,902,606 5,042,320
Cash - 3,164,144 3,164,144
Total 1,661,974 27,208,493 28,870,467

(b)  Liquidity risk

Liquidity risk is the risk that the bank will enaoter difficulty in raising funds to meet commitment
associated with financial instruments, and, in gan® retain continuity of its core business lin@s an
operational basis, the Bank monitors the performasfdts customer deposits, and on that basis &djus
the balance of its current assets’ access to fgndinorder to maintain a satisfactory payment béjpa

On a more strategic level, the bank through itseAss\d Liability Committee manages this risk by
continually monitoring expected cash flows fromafiwial instruments and adjusting its investments to
match the timing of payments and receipts. An aiglgf the Bank’s expected timing of cash flows is
shown in note 31.
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)

(b) Liquidity risk (continued)
An analysis of assets and liabilities accordinth&r maturities is as follows:
As at December 31, 2010

Upto lto 3to6 61012 lto5 over 5 Total

1 month 3 months months months years years
Assets
Cash and balances with Central Bank 2,584,238 - - - - - 2,584,238
Placements and balances with b 3,732,61 - 404,47t 130,49° - 5,44¢ 4,273,040
Short term investment securities - 543,973 194,454 1,050,517 93,606 - 1,882,550
Loans and advances to customers, net 2,151,195 531,997 1,111,156 2,457,794 1,244,965 2,854,699 10,351,806
Long term investment securities 20,170 7,391 4,838 4,962 1,403,571 414,278 1,855,210
Other assets 34,462 - - 11,776 - 694 46,932
Total 8,522,68 1,083,36 1,714,92. 3,655,54 2,742,14 3,275,119 20,99z,776
Liabilities
Due to banks and Financial institutions 1,141,862 13,915 1,929 1,116,053 180,401 - 2,454,160
Due to customers 6,308,884 2,246,495 2,150,311 5,173,472 978,069 - 16,857,231
Other liabilities 73,665 - - - - - 73,665
Subordinated debt - - - - 1,041 - 1,041
Total 7,524,411 2,260,410 2,152,240 6,289,525 1,159,511 - 19,386,097
Liquidity risk at December 31, 2010 998,273  (1,177,049) (437,316) (2,633,979) 1,582,631 3,275,119 1,607,679
Cumulative 998,273 (178,776) (616,092) (3,250,071) (1,667,440) 1,607,679 3,215,358

The monitoring and control function for the Bankisestments are performed by the Asset-Liabilitynsigement Committee (ALCO). Bank’'s ALCO policy
includes sets of daily, weekly and monthly repddsbe prepared and analyzed. Daily report, “LiqyidPosition Report”, controls respectively daily
inflows/outflows of liquidity till 1-year maturityunder business usual scenario. Monthly reportsidecgap analyses under separate bank specifienankiet
crisis scenarios. Reports are produced for eaghesturrency LEK, USD and EUR and for the totabipake sheet as well.
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)

(b) Liquidity risk (continued)

Assets

Cash and balances with Central Bank
Placements and balances with b
Short term investment securities
Loans and advances to customers, net
Long term investment securities

Other assets

Total

Liabilities

Due to banks and Financial institutions
Due to customers

Other liabilities

Subordinated debt

Total
Ligquidity risk at December 31, 20(9
Cumulative

As at December 31, 2009

Upto lto 3to6 6to12 lto5 over 5 Total
1 month 3 months months months years years

2,346,737 - - - - - 2,346,737
1,713,59 27,59:. - 115,93¢ - 5,021 1,862,148
258,047 340,521 1,261,913 - - 1,860,481
1,039,218 520,074 927,201 2,878,467 3,505,651 959,069 9,829,681
103,781 1,518 - 64,688 169,987
258,169 2,793 1,951 2,688 10,498 690 276,789
5,461,502 810,024 1,269,673 4,323,695 3,516,149 964,780 16,345,823
1,002,804 - 14,070 810,453 - - 1,827,327
4,957,164 2,097,379 1,252,291 3,897,122 543,904 - 12,747,860
286,195 286,195
1,035 1,035
6,246,163 2,097,379 1,266,361 4,707,575 544,939 - 14,862,417
(784,661 (1,287,355 3,31% (383,880 2,971,211 964,78 1,483,40
(784,661) (2,072,016) (2,068,704) (2,452,584) 518,626 1,483,406 2,966,812
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)
(c) Market risk

The Bank is exposed to the market a risk whendwerfair value or future cash flows of a financial
instrument fluctuates because of changes in mankets. Market risks arise from opened statement of
financial position positions in interest rate andrency, all of which are exposed to general aretifip
market movements and changes in the level of Vibfatif market rates or prices such as interestgat
credit spreads and foreign exchange rates.

Currency risk

The Bank is exposed to currency risk through tretisas in foreign currencies. Currency risk is tisi

that the value of financial instruments will fluete due to changes in foreign exchange rates. @h& B
attempts to manage this risk by closing daily ofmeign currency positions and by establishing and
monitoring limits on open positions. As the curnent which the Bank presents it financial statersast

the LEK, the Bank’s financial statements are affiddby movements in the exchange rates between the
LEK and other currencies.

The Bank’s transactional exposures give rise teifior currency gains and losses that are recogized
the statement of comprehensive income. These esg@somprise the monetary assets and liabilities of
the Bank that are not denominated in the measurecwgrency of the Bank The analysis of monetary
assets and liabilities as at December 31, 201Odydreign currencies in which they were denomuhate
is shown below.

As at December 31, 2010
LEK usD EUR Others Total
Assets
Cash and balances with Central Bank 1,309,125 157,250 1,022,930 94,933 2,584,238
Placements and balances with banks 345,067 503,429 3,414,295 10,250 4,273,041

Short term investment securities 1,882,550 - - - 1,882,550
Loans and advances to customers 1,924,455 392,528 8,034,822 - 10,351,805
Long term investment securities 1,435,970 - 419,240 - 1,855,210
Other assets 20,162 2,035 24,470 265 46,932
Total 6,917,329 1,055,242 12,915,757 105,448 20,993,776
Liabilities

Due to banks and financial institutions 2,630 316,246 2,135,270 14 2,454,160
Due to custome 7,857,627 916,936 8,012,547 70,121 16,857,231
Other liabilities 33,365 5,333 34,904 63 73,665
Subordinated debt - - 1,041 - 1,041
Total 7,893,622 1,238,515 10,183,762 70,198 19,386,097
Net Position (976,293) (183,273) 2,731,995 35,250 1,607,679
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)
(c) Market risks (continued)
Currency risk (continued)

As at December 31, 2009

LEK usD EUR  Others Total
Assets
Cash and balances with Central Bank 1,008,602 296,546 958,660 82,929 2,346,737
Placements and balances with banks - 444,356 1,337,265 80,528 1,862,149
Short term investment securities 1,860,481 - - - 1,860,481
Loans and advances to customers, net 1,897,847345,054 7,586,779 9,829,680
Long term investment securities 169,987 169,987
Other assets 99,332 49,391 67,408 60,657 276,788
Total 5,036,249 1,135,347 9,950,112 224,114 16,345,822
Liabilities
Due to banks and financial institutions 131,334 250,914 1,371,198 73,881 1,827,327
Due to custome 5,643,96! 687,37t 6,328,92. 87,59( 12,747,85
Other liabilities 23,195 55,020 173,947 34,033 286,195
Subordinated debt 1,035 1,035
Total 5,798,498 993,310 7,875,104 195,504 14,862,416
Net Position (762,249) 142,037 2,075,008 28,610 1,483,406
Interest raterisk

Interest rate risk is the risk that the value official instruments will fluctuate due to changemarket
interest rates. Interest rate price risk is thk tigt the value of a financial instrument will dtuate due

to changes in market interest rates relative toitkerest rate that applies to the financial insteat.
Interest rate cash flow risk is the risk that thieiest cost will fluctuate over time. The Banleatpts to
mitigate this risk by maintaining the Repricing Gajly matched, so that both its assets and litbdi
mature and re-price simultaneously. This limits tis& of the Bank becoming over-sensitive to insere
rate changes. The Bank’s interest rate gap as eerblger 31, 2010 is analyzed in note 31. As at
December 31, 2010, majority of the Bank’s shonrtdinancial assets and liabilities, except for liben
portfolio, carry fixed interest rates. The majonitlyBank’s loans and advances to customers, repiage
51% (2009: 57%) of the total statement of finanpiasition, carry floating interest rates.
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)
(c) Market risks (continued)

I nterest rate risk (continued)

i. Effective yield information

The average effective yields of significant catég®of financial assets and liabilities of the Baskat
December 31, 2010 and December 31, 2009 werelas/ol

Weighted
Weighted average Weighted Weighted average
interest rate average interest average interest  interest rate
(LEK) rate (USD) rate (EUR) (other)
2010 2009 201C 2009 2C1C 2009 201¢C 2009
Assets:
Placements and
balances with banks 4.87% N/A N/A  0.09% 0.63% 1.23% N/A  0.42%
Investment securities 7.86% 8.38% N/A N/A  7.50% N/A N/A N/A
Loans and advances to
customers, ni 1251% 13.78% 8.37% 10.10% 8.7(%  8.80% N/A N/A
Liabilities:
Due to banks and
financial institutions N/A  4.56% N/A 0.77% 4.51% 3.90% N/A  0.20%
Due to customers 7.19% 7.42% 2.32% 2.18% 4.19% 4.63% 0.94% 1.46%
Subordinated debt N/A N/A N/A N/A 221% 2.55% N/A N/A

ii. Interest rate repricing analysis
The following table presents the interest rate iogpy dates for the Bank's assets and liabilities.

Variable-rate assets have been reported accordirtigetr next rate change date. Fixed-rate assets an
liabilities have been reported according to thefiresluled principal repayment dates.
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)

(c) Market risks (continued)

Assets

Cash and balances with Central Bank
Placements and balances with banks
Short term investment securities

Loans and advances to customers, net
Property, equipment and intangible assets
Long term investment securities

Other assets

Total

Liabilities

Due to banks and financial institutions
Due to customers

Other liabilities

Subordinated debt

Shareholders’ equity

Total

Gap

Cumulative gap

As at December 31, 2010

Up to 1-3 3-6 6-12 Over Non interest
1 month Month Months Months 1 year bearing Total
1,439,203 - - - - 1,145,035 2,584,238
3,397,269 - 402,854 130,444 5,449 337,025 4,273,041
543,973 194,454 1,050,517 93,606 - 1,882,550
2,409,823 1,137,268 2,122,240 4,566,986 476,862 (361,374) 10,351,805
- - - - - 332,12 332,122
250,000 300,000 853,571 414,278 37,361 1,855,210
- - - - - 64,721 64,721
8,040,268 1,631,722 3,378,665 6,162,225 575,917 1,554,890 21,343,687
398,400 13,877 242,512 1,029,673 - 769,698 2,454,160
6,194,976 2,212,710 2,083,302 5,140,151 975,032 251,060 16,857,231
- - - - - 93,726 93,726
1,041 1,041
- - - - - 1,937,52  1,937,52
6,594,417 2,226,587 2,325,814 6,169,824 975,032 3,052,013 21,343,687
1,445,851 (594,865) 1,052,851  (7,599) (399,115) (1,497,123) -
1,445,851 850,986 1,903,837 1,896,238 1,497,123 - -
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)

(c) Market risks (continued)
As at December 31, 2009

Up to 1-3 3-6 6-12 Over Non interest

1 month Month Months Months 1 yeal bearing Total
Assets
Cash and balances with Central Bank 1,202,34. - - - - 1,144,39! 2,346,73
Placements and balances with banks 1,711,194 27,592 115,886 5,020 2,457 1,862,149
Short term investment securities 258,047 340,521 1,261,913 - - 1,860,481
Loans and advances to customers, net 971,447 1,156,165 2,161,942 4,958,056 864,965 (282,895) 9,829,680
Property, equipment and intangible assets - - - - - 379,985 379,985
Long term investment securities 100,000 64,688 5,299 169,987
Other assets - - - - - 276,789 276,789
Total 3,984,98 1,441,80. 2,618,34 6,284,65 869,98! 1,526,031 16,725,80
Liabilities
Due to banks and financial institutions 739,530 14,037 792,698 - 281,062 1,827,327
Due to customers 4,780,28. 2,075,73 1,210,10 3,861,32! 542,95: 277,46( 12,747,859
Other liabilities - - - - - 286,195 286,195
Subordinated debt 1,03¢ - - - - - 1,035
Shareholders’ equity - - - - 1,863,392 1,863,392
Total 5,520,849 2,075,734 1,224,140 4,654,023 542,953 2,708,109 16,725,808
Gap (1,535,866 (633,930 1,394,20 1,630,63 327,03. (1,182,07¢ -
Cumulative gap (1,535,866) (2,169,796) (775,587) 855,047 1,182,079 - -
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31. FINANCIAL RISK MANAGEMENT (CONTINUED)
(c) Market risks (continued)

Sensitivity analyses

The sensitivity analysis below have been determibased on the exposure to interest rates at the
reporting date and the stipulated change takingepkt the beginning of the financial year and held
constant throughout the reporting period. The feillg is a stipulation of effects of changes in iast

rate in the net profit, assuming all the otherafaleés are held constant:

2010 2009
Interest rate increases by 2% 93,624 19,503
Interest rate increases by 1.5% 70,218 14,627
Interest rate increases by 1% 46,812 9,751
Interest rate decreases by 1% (46,812) (9,751)
Interest rate decreases by 1.5% (70,218) (14,627)
Interest rate decreases by 2% (93,624) (19,503)

The sensitivity rate used when reporting foreigrrexcy risk internally to key management personnel
and represents management’s assessment of tlemabls possible change in foreign exchange rates
based on information available after the balanceestilate. The sensitivity analysis includes only

outstanding foreign currency denominated monetams and adjusts their translation at the periat en

for the change in exchange rates as described above

Below is a stipulation of effects of changes inlerge rates in the net profit, assuming that allatner
variables are held constant:

2010 2009
Lek depreciates by 5% 108,699 107,863
Lek appreciates by 5% (108,699) (107,863)
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32. DISCLOSURE AND ESTIMATION OF FAIR VALUE

Fair value estimates are based on existing stateafdinancial position financial instruments witlto
attempting to estimate the value of anticipatedriitbusiness and the value of assets and liabilin
considered financial instruments.

The table below summarizes the carrying amountdaingalues of financial assets and liabilities.

As at December 31, 2010 As at December 31, 2009
Carrying Carrying

Financial assets amount  Fair value amount Fair value
Short term investment securities 1,882,5501,888,223 1,860,481 1,860,151
Placements and balances with banks 4,273,044,273,041 1,862,149 1,862,149
Loans and advances to customers, net 10,684,56Q,684,562 10,094,215 10,094,215
Government bonds 1,855,210 1,853,597 169,987 169,938
Financial liabilities
Due to other banks and financial
institutions 2,454,160 2,430,219 1,827,327 1,807,048
Due to customers 16,857,23116,560,062 12,747,859 12,504,349
Subordinated de 1,041 1,041 1,03¢ 1,03¢

Investment securities

Investment securities include treasury bills whach held to maturity. Since no active market exXists
treasury bills, the fair value has been estimatgdgua discounted cash flow model based on a durren
yield curve appropriate for the remaining term tatumity.

Due from other banks

Due from other banks include inter-bank placememts items in the course of collection. As loans,
advances and overnight deposits are short termatafidating rates, their fair value is considered t
equate to their carrying amount.

Loans and advances to customers

Loans and advances are net of allowances for imiegait. The Bank’s loan portfolio has an estimatéd fa
value approximately equal to its book value dukegito their short term nature or to underlyingriast
rates which approximate market rates. The majafitthe loan portfolio is subject to re-pricing witha
year.

Due to other banks

The Bank’s loans and advances from credit instingihave an estimated fair value approximately lequa
to its book value due either to their short terntureor to underlying interest rates which appraatien
market rates.

Due to customers

The estimated fair value of deposits with no staedurity, which include non-interest bearing defsos
is the amount repayable on demand.
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33. CAPITAL MANAGEMENT

Regulatory capital

The Bank monitors the adequacy of its capital ysiagong other measures, the rules and ratios
established by the Albanian regulator, the BanlAlbfania (“BoA”), which ultimately determines the
statutory capital required to underpin its businelse regulation “On capital adequacy” is issued
pursuant to Law No. 8269 date 23.12.1997 "On thakRd Albania”, and Law No. 8365 date 02.07.1998
"Banking Law of the Republic of Albariia

Capital Adequacy Ratio

The Capital Adequacy Ratio is the proportion of thgulatory capital to risk weighted assets and off
balance-sheet items, expressed as a percentagmiiiineum required Capital Adequacy Ratio is 12%.
The Modified Capital Adequacy Ratio is the propamtdf the base capital to risk-weighted assetsoéind
balance-sheet items, expressed as a percentagmiilineum modified capital adequacy is 6%.

Risk-Weighted Assets (RWAS)

Assets are weighted according to broad categofigsotional risk, being assigned a risk weighting
according to the amount of capital deemed to beessry to support them. Five categories of risk
weights (0%, 20%, 50%, 100%, 150%) are applied;efkample cash and money market instruments
have a zero risk weighting which means that notahjs required to support the holding of theseetsss
Property and equipment carries a 100% risk weightmeaning that it must be supported by capital
equal to 12% of the carrying amount.

Off-balance-sheet credit related commitments &tertanto account. The amounts are then weighted for
risk using the same percentages as for on-baldrest-assets.

The Bank’s policy is to maintain a strong capitat® so as to sustain future development of thebssi
and to maintain market confidence. The impact efldvel of capital on future shareholders’ retusn i
also recognized and the Bank recognizes the neethtatain a balance between the higher returns that
might be possible with greater gearing within regaly and prudential limits and the advantages and
security afforded by a sound capital position.

The Bank and its individually regulated operatidrave complied with all externally imposed capital
requirements throughout the period.

34. EVENTS AFTER THE REPORTING DATE

On January 2011 it was approved the law no 1036#%dd16.12.2010 amending article 25 “Specific
provisions of banks and insurance companies “ efléalv no. 8438, dated 28.12.1998 “On income tax”,
amended. According to the new law, for the purpafsealculating the bank’s taxable profits, only kan
provisions recognized in accordance with stand#ssised by the International Accounting Standards
Board and certified without exceptions by indeperndauditors will be considered as deductible,
however, in any case, such provisions should noeex the limits set by the Bank of Albania in this
respect. Reversals of such provisions and reseridse added to taxable profits.

Such amendment to the law does not impact 201Mdiakresults as it enters into force during 2011
however it may impact taxable profits in followirygars in case provisions recognized in accordance
with IFRS exceed those recognized based on theslset by the Bank of Albania in this respect.

There are no other events after the reporting tete would require either adjustments or additional
disclosures in the financial statements.
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