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Dear Mr. Special Representative of the Secretary General of the United Nations,
Dear Mr. President of Kosovo,

Once again, the financial sector of Kosovo achieved real progress in providing financial services,
thereby supporting continued economic development and the drive toward a market economy. In
2006, as in the previous years, the financial sector increased the quality and the volume of its
supply towards economic actors, elevating Kosovo to the relative level of its neighbouring
countries. Although economic development is insufficient to address the challenges Kosovo is
facing, its financial sector provides to households and companies the basic supply to support their
projects.

In that regard, the financial sector must be considered as one of Kosovo's assets.

Following a low growth rate of GDP in 2005 (finally estimated at 0,3%), economic activity
improved in 2006, with a real GDP growth presently estimated at 3%. Of course, the level of
economic growth should be boosted in order to overcome demographic increases and the difficult
challenges ahead for Kosovo; nevertheless, it is positive that, in 2006, GDP grew thanks to the
contribution of the private sector, and despite the negative impact of both a contraction of donors’
assistance and unspent investment credit lines from Kosovo’s budget.

Lending activity from commercial banks was still high in 2006, with an increase of total loans by
24%, bringing the ratio of total loans to GDP to 27 %, a higher level than in many neighbouring
countries. Credit demand is showing a slow shift from import financing towards equipment
funding.

Nevertheless, though, there is still little supply for long-term needs and a relatively high cost of
credit, it should be stressed that good bankable projects, as well as initiatives from entrepreneurs in
sectors with value added, are still too few. Moreover, it is illusive to rely mainly on the settlement
of Kosovo's status to attract foreign investors, while Kosovo’s infrastructures and international
image need to be improved.

In other words, an upgrade of the different components of the business environment should go
hand in hand with the present overall efficiency of the financial system.

In its capacities as a central banking and supervisory authority, the CBAK has been determined to
contribute positively to economic development, by strengthening the financial sector and offering
the best services to its different partners, as well as to the general public. A regulation, issued on
August 24 2006, provided the CBAK with a new status, enlarging its competencies and paving the
way to institutional changes. Prudential rules applicable to the financial sector have been amended
to upgrade the regulatory framework and to move towards risk-based supervision.

On a practical side, the CBAK has shown its readiness to use all the scope of its powers to enforce
the regulation and to upgrade professional and management practices. This led the CBAK Board to
revoke, in March 2006, the license of one commercial bank, for which liquidation is still ongoing.
Due to a quick coverage of small deposits, limited knock-on effects were noticeable on the banking
sector.



On the side of pension funds, a comprehensive restructuring of the specialized institutions has
been performed, mostly in full cooperation with the institutions themselves, which will bring the
entire six in-house pensions fund to be closed, and most of them to have their funds transferred to
general pension providers.

Last, the CBAK has developed a pro-active approach towards foreign investors, in order to bring
strong and experienced actors, mainly from the region, to invest in the Kosovo financial sector. In
that respect, for example, a large Slovene banking institution took over the two largest domestically
owned banks in the first months of 2007.

Regarding its central banking activities, the CBAK has undertaken several initiatives to improve its
services to economic actors and public authorities. Namely, the economic analysis and statistics
functions have been strengthened and the first balance of payments as well as other studies on the
Kosovo financial sector have been issued; the new credit register has been made fully operational;
information on payments cleared by the CBAK have been extended and made available to the
Treasury in real time; a comprehensive upgrade of the security of the CBAK building has been
carried out.

Internationally, the CBAK has already succeeded in being involved in the major international and
regional professional organizations and circles. Then, in the context of the institutional changes of
the Territory which are expected for the months to come, the CBAK will devote its means to finish
Kosovo’s integration with the outside world, in particular in the field of mutual recognition of
insurance policies, and appropriate connections with the major payments systems.

The expected changes of the international status of Kosovo could be seen as assets and challenges
for the financial sector, as well as for the CBAK itself. Assets, since regional integration could be
speeded up for the best of the economy; challenges, since independence and professionalism of the
CBAK -built thanks to the huge financial and technical assistance of international community- shall
be, not only maintained, but also strengthened. Once more, it must be stressed that foreign
companies and financial actors will invest in Kosovo only if the business environment is assessed
as being secure and friendly, and if financial supervision as well as central banking activities are
performed in a neutral, independent and professional way.

In that context, I am pleased to submit to you the 2006 Annual Report of the CBAK.

'1‘.“TL' 2

v

/ /L\_(,

Michel Svetchine
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As of 31 December 2006 the Governing Board of the Central Banking Authority of Kosovo was
composed of following members:

Governing Board of the CBAK:

Mr. Ajri Begu, Chairman of the Governing Board,

Mr. Michel Svetchine, Managing Director of the CBAK,

Mr. Gazmend Luboteni, Professor, Faculty of Economics - University of Prishtina
Mrs. Chiara Bronchi, Head of Fiscal Affairs Office — EU pillar of UNMIK

Mr. Lulzim Ismaili, Director of the Treasury

Audit Committee of the Governing Board of the CBAK:

Mr. Gazmend Luboteni, Professor, Faculty of Economics - University of Prishtina
Mrs. Chiara Bronchi, Head of Fiscal Affairs Office - EU pillar of UNMIK
Mr. Agron Dida, Inspector General

Executive Committee of the CBAK:
Mr. Michel Svetchine, Managing Director of the CBAK
Mr. Hashim Rexhepi, Deputy Managing Director for Financial Sector Supervision

Mr. Gani Gérguri, Deputy Managing Director for Payments System
Mr. Agron Dida, Inspector General
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Organizational Structure of the CBAK (as of 31 December 2006)
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1. Executive Summary

The new UNMIK Regulation 2006/47 on the Central Banking Authority of Kosovo (CBAK) lists the
principal objectives of the CBAK: To foster the soundness, solvency and efficient functioning of a
stable market-based financial system, encouraging market emergence of safe financial instruments;
and without prejudice to this, to support the general economic policies in Kosovo with a view to
contributing to an efficient allocation of resources in accordance with the principle of an open
market economy. One of the special powers accorded to the CBAK by the new regulation is to
conduct regular economic and monetary analysis of the Kosovo economy, make public the results,
and submit proposals and measures to the UN Interim Administration in Kosovo and the
Provisional Institutions of Self Government on the basis of such analysis. In these terms, CBAK
regularly publishes its Annual Report that describes the developments in the Kosovo economy,
with a special focus in the financial sector, as well as developments in the world and regional
economies. The CBAK Annual Report also addresses issues concerning the internal developments
in the CBAK including the audited financial statements.

The global economy during 2006 was characterized by an output expansion of 5.1% that was
mainly due to the increase in investments. Countries that drove the output expansion were the
USA, Japan, China, and India. The global economy during 2006 was subject to inflationary
pressures deriving from, on one hand, the strong global demand for oil and, on the other hand,
tight oil supply that led to a higher oil price internationally and hence to higher headline inflation.

The countries of South-Eastern Europe are keeping the momentum in terms of economic growth,
recording an average GDP growth of 5.7%. The economic growth in these countries was mainly
driven by strong domestic demand, favourable environment for investments, and rising exports.
The country that had the best economic performance was Romania, followed by Bulgaria, Bosnia
and Herzegovina, and Serbia. Despite the favourable economic performance, high unemployment
and external imbalances remain a concern for the countries of South-Eastern Europe.

The Kosovo economy recovered from the previous year’s stagnation, recording an estimated real
GDP growth of 3.0% in 2006. The GDP growth was exclusively driven by private sector
investments that were mainly supported by banking sector loans and foreign direct investments.
However, the high unemployment rate and high current account deficit remain a concern for
policymakers. The current account deficit continued to be financed primarily by remittances from
the Kosovo diaspora and donors.

Following deficits in 2004 and 2005, the Kosovo consolidated budget in 2006 recorded a surplus of
3.4% of nominal GDP (euro 76.5 million). The budget surplus resulted from, on one hand, the over
performance in revenue collection and, on the other hand, substantial under-spending of budgeted
capital expenditures which were mainly due to inadequate internal planning of budgetary
proceedings in some spending agencies.

In general, the price levels in Kosovo remain stable. The inflation rate in 2006 stood at 0.7%, which
is lower than the average in the Western Balkans. One of the reasons for the price stability is the
use of the Euro as currency. However, to some extent the price levels in Kosovo are affected by the
evolution of international presence and donors assistance, which impacts both tradable and non-



tradable prices. Consequently, the anticipated decline of the international presence affects price
levels over the medium term.

During 2006, the Kosovo Trust Agency (KTA) continued to decisively accomplish the privatization
of the Socially Owned Enterprises (SOEs). This privatization process was initiated with the
intention to enhance both the value and the governance of SOEs and POEs. 213 companies were
tendered during the year and, if successfully privatized, the revenue generated would attain a
value of euro 154 million. Taking stock as of year-end 2006, the total number of privatized
companies stood at 216 and the accumulated privatization revenues reached euro 275 million.

The financial sector in Kosovo remained stable and profitable in 2006. The structure of the financial
system continues to be dominated by commercial banks that, in 2006, held 89% of total financial
sector assets. Kosovo’s banking sector is comprised of six privately-owned commercial banks,
operating through 220 banking units throughout Kosovo. The Kosovo banking sector displayed an
increased level of activity and increased confidence in the domestic market during 2006 by
introducing new products, such as loans with maturities up to ten years and home mortgage loans.
The intermediation role of the banks in Kosovo can be considered as continuously improving as
reflected by the continuing increase in loans and deposits. Banking sector loans increased by 24%
in 2006, attaining a level of euro 636.6 million, or 26.1% of GDP.

With regard to financial services, CBAK continued to supply the Kosovo economy with Euro coins
and banknotes for the settlement of cash transactions. CBAK also continued to provide account
maintenance and payment services for entities such as Treasury, PISG, KTA and major public
utility companies. With a view toward fostering an efficient and safe payment system, the CBAK
continued to manage and operate the Inter-Bank Clearing System (ICS). The volume and value of
transactions in 2006 continued a steadily increasing trend. In addition, the Kos-giro project
launched in 2005 continues to facilitate bill payments through standardization and automation of
an efficient scheme for all the participants involved: the CBAK, commercial banks, large billers and
large remitters. In accordance with the CBAK Regulation and Investment Policy, conservative risk
management that prioritizes safety and liquidity over income, continued to guide the asset
management that represents another function of CBAK.

At the beginning of 2006, CBAK launched the Credit Registry of Kosovo (CRK) with the aim of
facilitating the exchange of credit information among credit-providing institutions. The CRK
provides credit information on potential borrowers to the credit-providing institutions. This
enhancement of the information exchange process should provide faster and more accurate
information on a potential borrower’s creditworthiness, presumably improving access to credit and
enabling sounder lending decisions.

The supervisory and regulatory oversight of financial institutions in a way that fosters a sound,
accessible, and competitive financial system is one of the key responsibilities of the CBAK. The
primary objectives of banking supervision are to protect depositor funds and maintain a stable
financial system. In conjunction with these objectives, the CBAK revoked the license of Credit Bank
of Pristina (CBP) after determining that the CBP no longer fulfilled the necessary solvency and
liquidity standards to protect its depositors. The liquidation process of CBP is ongoing. All
depositors received an immediate refunding of up to euro 3,500, which fully paid 97% of
depositors. Further payments are made as CBP assets are liquidated. Despite the closure of this
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bank, other banks continued to operate effectively, with industry deposits first remaining stable
and then steadily growing during the period.

7 CBAK - Central Banking Authority of Kosovo
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2. External Economic Environment!

2.1. World Economy

Despite a slight moderation of the growth pace in 2005, world output increased sharply in the first
half of 2006. Although moderated slightly in the second half, global growth has been estimated at
5.1%. Increased investments (industry based) and export growth of countries recording the highest
output growth have been an important driver of the world economic performance. In terms of
sector performance, manufacturing and service sector have grown persistently. The expansion in
the world economy was driven by the strong growth in US, Japan, China, India and some other
large emerging countries. China is one of the countries that exceeded the projected growth rate,
where output is estimated to have increased by 10.4%. However, apart from China, other
developing countries marked an increase of 5.5%. Investment growth and the significant increase in
net exports has contributed in the China’s growth, while in Japan, financial sector reform, strong
exports and steady business investment have brought about the sound economic performance.
Strong economic performance was also shown in the Middle East countries as well as in the euro
area.

Strong global demand for oil and tight supply has caused an increase of oil prices internationally.
This has increased the production cost, boosted domestic prices and led to higher headline inflation
in many countries, while the core inflation was mainly under control. The recorded inflation rate in
many cases was higher than the central banks’ inflationary target. According to Federal Reserve
estimates, the US Consumer Price Index (CPI) in 2006 stood at 2.3 percent, while their comfort zone
for core inflation was 1.5 percent. The main tool used to adjust to the high inflation by most central
banks, particularly US Federal Reserve, was the increase of short-term interest rates. The same
instrument was used by the European Central Bank, while Bank of Japan ended its policy of zero
interest rate in July 2006.

The US current account (CA) deficit that is still considered as the main source of the global
imbalance, exceeded $800 billion. Despite the export growth, the strong demand for imports
maintained the large CA deficit. In addition, investment demand was considered to have
moderated, leading to further CA deficits. However, large CA surpluses encountered by East Asia
and oil-exporting countries continue to offset the deficit of US. For example, China recorded a large
surplus in 2006 that accounted for around 4.5% of its GDP. The US dollar depreciated slightly
against euro, pound and yen over the past two years. On the other hand, in most Asian countries
(especially China), and oil producing countries, exchange rate appreciated. At the end of 2006, euro
stood at USD 1.33, which is 6.9% above its 2005 average. As for Yen, euro was traded at 153 JPY,
which is 11.5% above its 2005 average. Euro appreciated against British pound in 2006 and was
traded at 0.68 GBP, a half percentage point below its 2005 average.

2.2 European Union

The European Union has been successful in accomplishing its goal of bringing economic benefits
through developing and maintaining an effective single market. According to Eurostat estimates,
annual real GDP growth in EU countries averaged between 2.5% and 2.9% in 2006, indicating an

! The section on developments in the external economic environment is based on various publications: IMF (2006), EBRD (2006), Business Monitor International (2007),
European Commission (2006), ECB (2007) and Eurostat (2007).



improvement compared to the growth of 1.3% in 2005, while GDP per capita stood at US$ 25,913.
Domestic demand is considered the main driver of the economic growth. The financing conditions
were favorable in 2006 and enabled an increase in consumption and investments, which in turn
contributed to the economic growth.

According to the ECB, the average annual Harmonized Index of Consumer Prices (HICP) stood at
2.2% in 2006, indicating a similar level with the year before. Developments in energy prices and
particularly in oil prices are the cause of the slight increase in inflation. During 2006, the inflation
rate was volatile mainly due to short-term changes in energy and food prices. However, as figure 2
shows, excluding unprocessed food and energy, HICP remained fairly stable in 2006.

Figure 1. Inflation (change in annual HICP) in Euro Area ( 2003-2006)

HICP HICP excluding energy and food
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Source: Eurostat (2007).

Balance of payments indicates a strong growth in both, exports and imports of goods in the euro
area. Due to rising trade deficit, cumulative CA registered a deficit of €28.8 billion, compared to a
surplus of €23.6 billion in 2005. The shift from surplus to deficit is mostly due to a more significant
increase in imports that resulted from the increased cost of oil and energy-related imports. Imports
of goods experienced a sharp rise in 2006 mainly due to growth in domestic demand.

Regarding the developments in individual euro area countries, Ireland was an outlier in terms of
real GDP growth with an annual increase of 5.8%, followed by Greece and Finland that recorded a
real GDP growth of 3.7% and 3.5%, respectively. Italy on the other side recorded the lowest GDP
growth of 1.5%. While in non-euro area countries, United Kingdom recorded a real GDP growth of
2.7% in 2006. The moderation in GDP performance of the EU was mainly due to the slowdown in
private consumption. However, domestic demand continued to be the main driver of the economy.
Annual HICP was estimated at 2.4% (compared to 2.0% in 2005) and the increase is explained by
rising energy prices. Denmark recorded a real GDP growth of 2.7% in 2006, while Sweden at 4.0%.
The driving force of the economic activity of both countries was a strong domestic demand. Annual
HICP inflation eased further to 1.4% in Denmark, while it remained unchanged at 1.2% in Sweden.

Mentioning a few transition countries, now members of the EU, Czech Republic, Poland and
Hungary, recorded GDP growth of 6.2%, 5.0% and 3.5%, respectively. Output growth in Czech
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Republic and Poland was mainly driven by domestic demand, while Hungary’s growth was driven
by net exports. Due to the tax increases and administered price rises, HICP rose significantly in
Hungary (6.3%), and declined in Czech Republic and Poland. Slovenia’s real GDP has been robust
since 2001, averaging at 3.4% (compared with 1.4% in the euro area for the same time period).

2.3 South East Europe

Although the South-East European (SEE) countries are experiencing a favorable growth in recent
years, there is still a long way to go. In terms of GDP level, only Albania, Croatia, and Romania
achieved the pre-transition GDP level; while the unemployment and high foreign imbalances
remain a concern for policymakers in the region. The average real GDP growth for the region is
keeping the momentum achieving 5.7% in 2006 compared to 4.9% in 2005. Romania had the
strongest real GDP growth rate followed by Bulgaria, Bosnia and Herzegovina and Serbia (Table 1).
As shown in Table 1, in terms of GDP per capita, Croatia accounting for US$ 9540 is an outlier
compared to other countries in the region that achieved an average GDP per capita US$ 4,439.
Romania is the second, by attaining the GDP per capita level of US$ 5793. Except Bulgaria that
achieved a GDP per capita of US$ 3,981, other countries in the region are considered poor with a
recorded average GDP per capita of only US$ 2,952, which is slightly above the threshold for low-
income countries of US$ 2,500.

Table 1. Main macroeconomic indicators in SEE (2005-2006)

Real GDP growth GDP per capita Inflation, % y-o-y Unemployment

Country
Albania 5.5 5.5 2,710.0 2,955.0 2.3 2.5 14.7 na
B&H 5.5 6.0 2,612.0 2,992.0 2.4 7.8 44.5 na
Bulgaria 5.5 6.4 3,465.0 3,931.0 6.6 6.5 10.7 9.2
Croatia 43 4.6 8,568.0 9,540.0 3.6 2.0 12.3 na
FYROM 3.8 41 2,797.0 2,967.0 1.2 29 36.5 na
Montenegro 4.1 5.5 2,383.9 na 2.6 3.5 27.3 na
Romania 4.1 7.7 4,577.0 5,793.0 8.6 49 5.9 52
Serbia 6.2 5.7 2,469.0 2,893.0 17.7 6.6 31.7 na

Average 4. 3,697.7
Source: Business Monitor International (2007), EBRD (2006).

However, despite the favorable developments in the region, a concerning issue remains the high
level of unemployment. Bosnia and Herzegovina is an outlier with a recorded unemployment level
of 44.5% as of end-2005. The FYROM is the second country with the highest unemployment rate
that stood at 36.5%. The lowest level of unemployment (5.9%) has been recorded in Romania.

Inflation can be alleged as being under control during 2006 in the region (see Table 1). The strong
domestic demand and high energy and food prices put pressure on inflation. The average inflation
rate in the region in 2006 was at around 5.5%. Most countries relied on exchange rate policies
during 2006, as an instrument to accommodate to inflationary pressures. In addition, a stable
nominal regime was evident in most countries through the currency boards (the case of Bosnia and
Herzegovina and Bulgaria), euroisation (Montenegro and Kosovo) and a fixed peg exchange rate
(in FYROM).

CBAK - Central Banking Authority of Kosovo 10
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Strong domestic demand, supported by credit growth and rising wages in some countries, was the
main driver of the economic growth. In addition, the economic growth was also supported by
favorable investment conditions that encouraged foreign direct investments (FDI), as well as export
increase. The enforcement of new free trade agreements by joining CEFTA (Central Europe Free
Trade Agreements) stimulated a recovery of export markets, thus widening the export
opportunities for the countries in the region. However, the strong domestic demand reflected a
higher demand for imports in the region offsetting to some extent the strong export growth.

The region encountered an industrial revival from considerable FDI inflows primarily attracted by
the improved investment climate, mainly achieved by the reforms undertaken to join the EU, the
economic stability measures in terms of maintaining the sound monetary and fiscal stance. The
recorded net FDI rose from US$ 13 billion in 2005 to US$ 19.3 billion in 2006, which shows an
increase of 48.5% for the region. Inflows were mainly related to the privatization programs still
undergoing in some countries and greenfield investment. The highest level of net FDI was recorded
in Romania where the net FDI amounted to US$ 8.65 billion, Serbia US$ 3.5 billion and Bulgaria
US$ 3 billion. The lowest level of FDI was recorded in Montenegro, where net FDI amounted at
US$ 150.2 million (Table 2).

Table 2. Foreign Direct Investment, net (millions of US$) 2001-2006

2001 204.0 130.0 803.3 1,178.5 1,154.0 165.0
2002 135.0 266.0 876.3 585.6 77.7 84.0 1,080.0 475.0
2003 178.0 382.0 2,070.3 1,932.0 96.0 44.0 2,156.2 1,360.0
2004 332.2 490.0 2,777.1 870.9 155.9 63.3 6,368.0 966.0
2005 264.8 300.0 2,297.9 1,509.1 97.0 474.3 6,587.3 1,481.0
2006 350.0 570.0 3,000.0 2,824.8 300.0 150.2 8,652.0 3,500.0

Average 4. b 1,970.8

Source: EBRD (2006).

The average CA deficit in SEE countries stood at 8.3% of GDP in 2006 (Table 3). The main
contributors to large foreign imbalances are Bulgaria, Bosnia and Herzegovina, and Romania,
accounting for an estimated 13.4% of GDP, on average. Croatia and Montenegro remain the
countries in the region with the most sustainable source of external revenues, namely with
increasing tourism revenues and substantial FDI inflows as the financing items for the CA deficit.
Large CA deficits remain the challenge for governments in the years to come which will necessitate
further structural reforms. Structural reforms will assist in keeping the current pace of FDI,
considering that they represent the main financing item of the external imbalance. Remittances and
the donor sector, on the other side, have been an important factor in financing the CA deficits in
some other countries in the region.

In general, the SEE countries performed sound fiscal policies in 2006. The contributing factor to this
may be considered the IMF programs and other International Financial Institutions conditionalities.
Despite a well maintained fiscal discipline in the region, yet, government spending is still large
relative to GDP in several countries (for example, Bosnia and Herzegovina, Croatia, Montenegro
and Serbia). Budget balance was relatively under control in the region during 2006, averaging at
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0.3% of GDP (Table 3). Croatia represents the country with the highest budget deficit, recorded at
3.0% of GDP, whereas Bulgaria recorded the highest budget surplus, estimated at 3.6% of GDP.

Table 3. Yearly Budget balance and Current Account balance (2005-2006)

Budget balance (% of GDP) CA balance (% of GDP)
Country

Albania -33 -0.6 -6.6 -6.4
Bulgaria 2.3 3.6 -113 -16.0
B&H 2.6 21 -21.8 -11.8
Croatia 4.1 -3.0 -6.4 S5,
FYROM 0.2 0.4 -1.4 0.8

Montenegro -1.7 =013 -8.6 -5.0
Romania -0.8 -1.6 -8.7 -10.7
Serbia 1.4 1.5 9.7 9.7
Average -0.4 0.3 -9.3 -8.3

Source: Business Monitor International (2007), EBRD (2007).

Albanian economy maintained its good performance in 2006 recording a GDP growth of 5.5% that
is similar to 2005. The main contributor to the real GDP growth remains private consumption and
investment, financed mainly by strong remittance inflows and increasing bank credit. Inflation has
been maintained under control generally, being under Bank of Albania targeted range of 2% to 4%.
Average annual inflation stood at 2.5% in 2006, indicating a slight increase compared to 2.3% in
2005. The Albanian Lek remained relatively stable during 2006, compared with the appreciation
against the euro by approximately 3% in nominal terms during 2005. CA deficit was estimated at
6.4% of GDP in 2006 and was mainly financed by strong remittance inflows as well as increased
tourism revenues. FDI is estimated at 3.1% of GDP in 2006 that is well behind other countries in
region. Budget balance situation improved considerably. The estimates show that budget deficit
decreased to 0.6% of GDP in 2006 compared to 3.3% of GDP in 2005. Credit to private sector
recorded a significant expansion, growing by 74% during 2006.

Bosnia and Herzegovina recorded a relatively strong growth in 2006 estimated at 6.0%, compared
to 55% in the previous year. The strong economic growth has resulted from substantial
investments as well as strong export growth. Inflation reached 7.8% in 2006 and the main reason for
the increase was the introduction of the VAT in January 2006 and high oil prices. The CA deficit is
still considered high, although decreased significantly in 2006 at around 11.8% of GDP (from 21.8%
in 2005). Deficit has been financed mainly by capital transfers, FDI and other capital inflows. Net
FDI inflows rose slightly in 2006 and amounted to US$ 570.0 million (US$ 300 million in 2005). Due
to the strict currency board regime with the euro, the BAM - BiH currency (Convertible Marka)
remained stable during 2006.

The Bulgaria’s real GDP grew from 5.5% in 2005 to 6.4% in 2006. Rapid credit growth stimulated
investments and consumption, being the driving force of the economic growth. The annual
inflation decreased slightly from 6.6% in 2005 to 6.5% in 2006, mainly due to a drop in food prices.
The CA deficit increased substantially to 16.0% of GDP, and has been financed by strong flows of
FDI and bank lending. Net FDI is still considered high, recorded at US$ 3 billion, although rose
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only slightly compared to 2005. On the other side, budget balance recorded a surplus of 3.6% of
GDP.

Real GDP in Croatia grew by 4.6% in 2006 compared to 4.3% in 2005. Domestic demand was the
main driver of economic growth. Investments, exports and tourism remain an important factor of
the good performance of the economy. Average annual CPI marked a decrease to 2.0% from 3.3%
in 2005. The CA deficit increased slightly to 7.5% of GDP, compared to 6.4% in 2005. Net FDI rose
from US$ 1.5 billion in 2005 to US$ 2.8 billion in 2006 and, apart from tourism revenues, continues
to be an important financing item of the CA deficit. The recorded budget deficit in 2006 was 3.0% of
GDP, signifying a decrease compared to 2005 when the estimated budget deficit was 4.1% of GDP.
Real GDP growth in FYROM increased to 4.1% in 2006 from 3.8% in 2005. Although the private
consumption and investments increased, the economic growth was above all driven by exports.
CPI increased by 2.9% during 2006, compared to 1.2% during 2005. The external balance improved
in the 2006, mainly due to higher exports and an increase in net current transfers. The annual CA
balance shifted to a surplus of 0.8% of GDP in 2006 from a deficit of 1.4% in2005. Net FDI although
increased comparing to 2005 is still considered low, recording US$ 300.0 million. The exchange rate
of denar remained stable against the euro on a level of 61.3 MKD/EUR.

Montenegro achieved real GDP growth of 5.5% (4.1% in 2005) mainly due to strong performance in
services and tourism sector. However, investments are an important factor in the economic growth
of Montenegro. In the first half of 2006, industrial production rose by 2.9% y-o-y. Annual CPI
increased from 2.6% in 2005, to 3.5% in 2006. The CA deficit further declined at 5.0% of GDP
compared to 8.6% of GDP in 2005 mostly due to an increase in exports and services (tourism
related). Following the privatization process, net FDI amounted to approximately US$ 150.2 million
compared to US$ 474.3 million in 2005, indicating a decrease of US$ 324.1 million. The budget
deficit in 2006 declined from 1.7% of GDP in 2005 to 0.3% of GDP in 2006.

Romania continued to show strong economic performance. The real GDP growth was recorded at
7.7%, compared to 4.1% in 2005. Strong growth of private consumption and investments were the
main drivers of the good performance. The annual inflation rate decreased to 4.9% in 2006 from
8.6% in 2005. Currency appreciation, the postponement of administered prices increases and drop
in agricultural prices were the reasons of the reduction in the average annual inflation. Budget
deficit grew from 0.8% of GDP in 2005 to 1.6% of GDP in 2006. In addition, the CA deficit worsened
to 10.7% of GDP in 2006, compared to 8.7% of GDP in 2005. The net FDI inflows continued to be the
main financing source for the external imbalances, recorded at US$ 8.65 billion.

Real GDP growth in Serbia was estimated at 6.2% in 2006 compared to 6.3% in 2005. Credit growth
stimulated domestic consumption which in turn boosted the economic growth. Export growth on
the other hand contributed considerably to the increase of real GDP. Inflation decelerated at 6.6% y-
0-y in 2006 compared to 17.7% y-o-y in 2005. CA deficit is still high, amounting at 9.7% of GDP in
2006 and is partially financed by strong remittance inflows and export growth. FDI rose in 2006,
recording US$ 3.5 billion compared to US$ 1.5 billion in 2005 and the increase is mainly due to the
privatization process.

To summarize, the regional economic environment in 2006 was generally favorable, with high
levels of economic growth, stable inflation and exchange rates, and improved investment climate.
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The challenge for the region remains the downsizing of the CA deficit as well as the unemployment
rate.

CBAK - Central Banking Authority of Kosovo 14



3. Kosovo Economy




3. Kosovo economy

In 2006, Kosovo economy recovered from the previous year stagnation recording an estimated real
GDP growth of 3.0%.2 Unlike the government-fuelled growth recorded in 2004, the growth in 2006
was supported exclusively from the private sector investments. The private sector investments
were mainly supported by the banking sector loans and foreign direct investment. Apart from the
decline of the donor sector, the ‘local content’ of GDP marked an increase of around 5%, which is
comparable with the average real GDP growth in SEE.

Even if it is obvious that Kosovo needs a higher rate of economic growth to address the challenges
it is facing - and namely the financing of public infrastructure, as well as the reduction of
unemployment - the level of economic growth recorded in 2006 is to be considered as encouraging,
because it has been obtained despite the restrictive effects resulting from a reduction of donor
assistance (from euro 426 million to euro 343 million), and a reduction of the government capital
expenditures.

In general, the price level in Kosovo remains stable. The inflation rate in 2006 stood at 0.7%, which
is lower than the average in SEE. One of the reasons for the price stability is the use of euro
currency. However, to some extent the price level in Kosovo is affected by the evolution of
international presence and donors assistance, which impacts both tradable and non-tradable prices.
Consequently, the envisaged decline of international presence affected the price level over medium
term.

Due to the absence of borrowing capacities, both domestically and internationally, as well as the
lack of instruments to finance the budget deficit, the Government shall pursue tight fiscal policies,
in order to maintain a budget deficit which could be financed with the fiscal surpluses accumulated
in the early 2000s. The execution of the 2006 budget shows a surplus of 3.4% of GDP, due to
additional fiscal revenues and to unspent budget lines, while the 2004-2005 deficits were financed
by the budget surpluses incurred in previous years. Further reforms are needed in terms of
broadening the tax base and adjustments in expenditures in order to accommodate the investment
needs to address many structural problems of the economy.

With the lack of adequate infrastructure, the level of unemployment in Kosovo is one of the most
concerning issues of the economy. The figure on unemployment varies from around 30% (IMF,
2004) to 40% (SOK, 2006). Kosovo has a relatively young population and much investment is
needed in order to bring the unemployment rate down. The resolution of the Kosovo’s political
status, but above all, the upgrade of the legal business framework based on the rule of law as well
as structural reforms, a substantial effort to improve education and training, modernization of the
public infrastructure, with appropriate connections with main trading partners, etc. would facilitate
the creation of favorable environment for investments. In addition, the revival of the agriculture,
mining and energy sector which were the driving force of the Kosovo economy, and even more the
development of services and subcontracting, is important for the medium term economic
performance.

2 Due to a recurrent lack of appropriate economic data, to evaluate precisely the evolutions of GDP in Kosovo is not an easy task. For instance, in the CBAK annual report for
2005, and based on the figures available on April 2006, it was assessed that, in 2005, Kosovo GDP had declined from 0,2% compared to 2004, while in the course of year 2006,
this figure has been revised and show a growth of 0.3.%.
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Table 4. Kosovo Main Macroeconomic Indicators (2001-2006)

Real GDP growth, in % 36.00% 0.40% 2.60% 2.10% 0.30% 3.00%
GDP per capita (in EUR) 1,187 1,182 1,164 1,161 1,120 1,117
Prices(CPI), annual average in % 11.7 3.6 1.1 -1.1 -1.5 0.7

Kosovo Consolidated Budget, in % of GDP

Revenues 16.4% 23.2% 28.0% 27.5% 28.5% 31.4%
Expenditures 12.1% 19.1% 25.3% 33.3% 31.1% 28.0%
Balance 4.3% 4.0% 2.8% -5.8% -2.6% 3.4%

Financial Corporations (FC), in EUR thousand

FC net claims on external sector - - - 642,608 685,096 965,246
FC net claims on fiscal sector - - - -221,347 -229,676 -482,499
Claims on real sector - - - -253,463 -259,123 -184,288
Claims - - - 417,993 527,226 704,299
Liabilities - - - 671,457 831,349 888,587

Current account (CA) balance, in % of GDP

CA before foreign assistance - - - -35.0% -37.9% -44.2%
CA after foreign assistance = = = -8.8% -11.9% -17.3%
Goods and services = = = -45.9% -50.1% -54.5%
Remmitances - - - 15.0% 17.2% 18.7%

Source: IMF (2006, 2007), SOK (2006), MFE (2006), CBAK (2006).

Financial sector has continued increasing credit provided to the private sector supporting
consumption and especially investments in 2006. Financial sector claims amounted at euro 704.3
million, representing an annual growth of 23.1%. Financial sector in Kosovo remains stable and
profitable. Mainly due to the CBAK placements, the financial sector net foreign assets in 2006 over
2005 grew with 40.9%, amounting at euro 965.2 million. Apart from the CBAK impact to the
financial sector NFA, the commercial banks net foreign assets grew with 11.9% over the same time-
scale amounting at euro 336.6 million.

High external imbalances remain a concern for the Kosovo economy. The current account deficit
after foreign assistance, estimated at 17.3% of GDP, remains one of the highest in the region. Before
foreign assistance, the current account deficit amounting at 44.2% of GDP in 2006 is more worrying.
This implies the importance of the donor sector, albeit declining, in Kosovo economy. The main
source of the deficit remains a huge level of imports. The export to import coverage is still very low,
standing at around 8%. Transfers from Kosovans working abroad are one of the most important
financing item of the current account deficit. The remittances in 2006 are estimated to amount euro
424 million, compared to euro 386 million in 2005. Apart from remittances, another source of
financing is the donor sector and foreign direct investments.

3.1. Real Sector

3.1.1 Gross Domestic Product

After a stagnation in 2005, Kosovo real GDP for the year 2006 is estimated to have increased by 3%
amounting at around euro 2.4 billion (Figure 2). This makes the GDP per capita amounting at euro
1.118, which is below the SEE average. The GDP growth in 2006 is supported from the boost in the
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private sector investments, despite the decline in the donor and government sector, which had a
negative impact in the Kosovo economy.

Figure 2. Kosovo Real GDP, at constant 2002 prices (2000-2006)
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Source: IMF (2006).

Based on a sectorial approach, private sector demand (consumption and investments) in 2006
totaled at around euro 2.7 billion, growing with 8.9% against 7.7% in 2005. The increase in the
private sector is supported from both, consumption and investments. While consumption grew at a
slower pace by 4.1%, the private investments in 2006 boosted with 32.9%. With this increase, the
private sector investments increased their share to GDP at 22.4%, representing historical peak.
Regarding the government sector demand, amounting at around euro 400 million, it declined with
12.1% in 2006, which is broadly the same as the decline in 2005. The source of the decline resides
with the government capital expenditures. The donor sector in 2006 declined to euro 448 million
from euro 1.143 million in 2000.% In 2000, donor sector composed 70% of Kosovo GDP, while in 2006
less than 20% of GDP. The decrease can be attributed to the sharp decline in both, consumption
(from euro 871 million in 2000 to euro 405 million in 2006) and investments (from euro 272 million
in 2000 to euro 43 million).

3 Donor sector includes UNMIK, KFOR, and other donor spending under the umbrella of "public investment program", and spending financed by designated donor grants. This
presentation excludes wages of KFOR personnel as well as consumption of goods imported directly by KFOR.
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Figure 3. Kosovo Real GDP by components, at constant 2002 price (2000-2006)
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Based on the GDP components, consumption representing an annual growth of 2.0% stood at euro
2.8 billion in 2006. As share to GDP, consumption shows a continuous decline from its peak at 169%
in 2000 to 115.3% of GDP in 2006 (Figure 3). Due to higher consumption over GDP, the domestic
savings in Kosovo are negative accounting for 15.3% of GDP. Standing at euro 690 million in 2006,
overall investments boosted with 14.0% against 1.3% in 2005. Apart from the increase in terms of
volume, the investments increased also as a share to GDP at 28.3% in 2006, which is among the
highest in the region (Figure 4). The sources of investments in Kosovo are the banking sector loans
and foreign direct investments. On average, each year since 2002 the flow of the banking sector
loans extended to the domestic economy accounted for around euro 140 million and the majority is
directed to the private companies. The foreign direct investments in 2006 are estimated at 266
million compared with euro 59 million in 2005. With exports and imports of goods and services
amounting at euro 244 million and 1.324 million, respectively, Kosovo net exports in 2006
amounted at euro -1.080 million. The high Kosovo trade deficit had the largest negative
contribution to GDP.

Figure 4. Investments as share to GDP in the SEE, as of 2006
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Note: The data for B&H are as of 2004, for Kosovo as of 2006, and for other countries as of 2005.
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3.1.2. Prices

Downsizing of the international community presence in Kosovo, bringing the decline in the
aggregate demand has pressured downwards the overall level of prices, possibly depreciating the
real effective exchange rate. This may be considered as a positive sign with possible implications in
terms of increasing the competitiveness and export promotion. Additional reason that supports
price stability is the fact that Kosovo economy is fully euroized. As figure 5 depicts, the price level
since 2002 accounted to be broadly stable. After the deflation of 1.5% in 2005, the annual average
inflation in Kosovo for the year 2006 stood at 0.7%. In terms of categories composing the CPI, the
pace of the prices at a large scale is affected from the food and nonalcoholic beverages which in
2006 grew with 0.7%, against -3.9% in 2005. The considerable impact of food prices in the CPI can
be explained with high participation of food in the consumer basket.

Figure 5. Inflation, annual average (2001-2006)
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Source: IMF (2006), SOK (2007).

Regarding the oil prices, which affected price stability globally, they grew with 10.0% in 2006. The
increase was lower than in 2005 (13.9%). Having into consideration the high international presence
in Kosovo, the rental prices in 2000-2003 period boosted, by attaining double digit figures. While,
since 2004, with the reduction of the international staff and partially due to increase of supply,
these prices declined substantially. Explicitly, the rental prices still continue to decline, easing with
0.4% in 2006, but sizeable lower than in the previous years (-7.4% in 2004, and -1.7% in 2005).

3.1.3. Unemployment

Unemployment in Kosovo remains high. Nevertheless, there are different estimates concerning the
rate of unemployment. According to the IMF, the unemployment rate stands at around 30%, while
according to the Labour Market Statistics, the unemployment rate accounts for 41.4%, which is
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among the highest in the region.* While according to the same survey, the labour force participation
rate in Kosovo in 2005 is around 50.0% of the working age population. >

One of the factors hampering the private sector competitiveness in Kosovo is high relative cost of
production (e.g., labour costs).® However, with the exception of some companies in the public
sector, having into consideration flexible labour market policies, the absence of social programs for
unemployed, no strong labour unions, and at the same time high unemployment rate, may put
pressure on the wage adjustments downwards which will have positive implications in increasing
the competitiveness, attracting foreign direct investments and export promotion.

The outstanding number of registered jobseekers at end 2006 stood at 326 thousand persons, of
which 46.7% are females. As presented in the Figure 6, the jobseekers aged between 25-39 constitute
the dominant share of job seekers (44.1%). Compared to the previous year, in 2006 the total number
of this category stood at around 144 thousand. Apart from the increase in above mentioned
category, approximately the same increase in the number of registered jobseekers is recorded in the
age categories 15-24 and 40-54.

Figure 6. Number of new registered jobseekers by age, as of 2006

= 2005 2006

160,000

143,704

140,000

120,000

95,436

100,000

80,000

64,463

60,000

40,000

- -

0

22,423

15-24 25-39 40-54 55+

Source: Ministry of Labour and Social Welfare (2006).

The outstanding number of registered jobseekers in Pristina totals 66.933, followed by Mitrovica
region with 62.871. However, it should be taken into consideration high population density in
Pristina. Only in these two regions are concentrated around 40% of total number of jobseekers.
Excluding Prizren region, where total number of registered jobseekers amounts for 53.255,
remaining Kosovo regions does not cross the level of 40 thousand jobseekers. Actually, the highest
number represents Gjakova region with 37.564 and the lowest is recorded in Ferizaj/Urosevac
region with total number of 33.868 registered jobseekers.

+ Unemployment rate is expressed as percentage of the unemployed persons in the labour force.
5 The labour force participation equals to sum of employed persons and unemployed persons to working age population.
¢ IMF Aide Memoire, February 2007
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3.1.4. Privatization

During 2006, the Kosovo Trust Agency (KTA) continued to decisively accomplish the privatization
of the Socially Owned Enterprises (SOEs), a process initiated with the intention to enhance the
value and corporate governance of SOEs and POEs. In 2006, the bid results for 11 waves were
announced, that incorporate about 213 NewCos (New Companies)” to be successfully privatized, of
which 15 went through special spin-off method of privatization. According to the bid offers of the
provisional winners, the amount to be accumulated from these proceeds is expected to be around
euro 154.0 million. Among others, an important achievement during 2006 was the ratification of the
contract for the NewCo Ferronikeli, as a very promising production company in the mining sector
with potential impact in the Kosovo economy in terms of employment and exports.

Taking the stock of the privatization process, at end-2006, the number of the total privatization
waves launched reached 22, with over 350 NewCos tendered. However, the number of the sale
contracts signed was 216, which is the total number NewCos to be considered privatized
completely. The amount accumulated from the privatized companies was euro 275.0 million -
amount deposited at the CBAK as of end 2006. The revenues increased constantly during 2006, so
the cumulative amount accounted for 11.3% of the GDP — a level comparable with countries in the
region (for example, in 2005 this level was 11.4% in Albania, 17.0% in Croatia, 21.5% in Bulgaria,
etc).

Among 216 contracts ratified up to end-2006, sixteen correspond to the companies privatized
through special spin-off procedure, accounting for 30.0% of the total privatization proceeds. The
conditions attached to the special spin-off contracts (investment and employment commitments)
strengthen the importance of the privatization process. The amount of the investment commitments
related to these contracts reaches euro 121.8 million, while the total number of the employment
guarantee is about 6,000 in all sixteen companies. The implementation of the conditions within the
time-limit set in the special spin-off contract is further monitored and examined by the KTA.

3.2. Fiscal Sector

Kosovo continues to pursue fiscal policies based on a modern tax system. The budget revenues
have reached at around 30% of GDP, making Kosovo to compare well with other countries in the
region. Facing specific constraints the government shall pursue tight fiscal policies in order to
maintain a balanced budget, or to limit the deficit to an amount compatible with previously
accumulated surpluses. For example, two successive budget deficits incurred in 2004 and 2005 were
financed by the budget surpluses incurred in the years prior to 2004.

Further reforms are needed in terms of broadening the tax base and adjustments in expenditures
such as the wage bill, goods and services and subsidies, in order to increase capital expenditures
and address the investments needs necessary to face successfully the structural problems of the
economy. In addition, after the status resolution, sound fiscal policies must be implemented to
safeguard the budget sustainability from the additional burdens that may arise from the cost of

7 The KTA can create a new company ("NewCo") in the form of a Joint Stock Company or a Limited Liability Company and transfer to these new companies part or all of the
assets of the old socially owned enterprise
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transfers of functions from UNMIK, not to mention the external debt that Kosovo may inherit from
ex-Yugoslavia.

Figure 7. Kosovo Consolidated Budget (2000-2006)
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Following deficits in 2004 and 2005, Kosovo Consolidated Budget in 2006 recorded a surplus of
3.4% of nominal GDP (euro 76.5 million). The surplus was not in line with the planned budget that
foresaw a deficit of 3.1% of nominal GDP (euro 71.1 million). The budget surplus resulted from, on
one hand, the additional revenues (budget revenues exceeded the planned figure by 8.5% reaching
euro 712 million compared to a forecast of euro 656.2 million), and on the other hand, a large
under-spending of budgeted capital expenditures. Indeed, only 70% of the planned capital
expenditures were actually spent.

The additional revenues were partly driven by the imposition of a special dividend scheme on the
telecommunications monopoly and by a better collection of domestic taxes that recorded 30%
higher than planned. The better tax collection is a favourable indication since it suggests an
improvement in the administrative capacities in tax collection. On the other hand, the level of
under-spent capital expenditures (euro 56.75 million) appears to be the consequence of
inappropriate budgetary proceedings in some spending agencies. The negative effects of the under-
spending are not to neglect, since the economy will not benefit from the multiplier effect of capital
investments.

3.2.1 Budget Revenues

Budget Revenues in 2006 amounted to euro 712 million, an increase of 11.5% compared to the
previous year. In nominal GDP terms, total revenues accounted for 31% of GDP, a three percentage
points (pp) increase compared to 2005. The largest share of the consolidated budget revenues
comes from taxes, representing 87% of total revenues, followed by non-tax revenues and
municipality collected taxes with 8% and 5%, respectively.
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Figure 8. Structure of KCB revenues, 2005 - 2006
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Reaching euro 456.4 million, border taxes marked an increase of 7.1% compared to 2005, but as a
share to total revenues, declined from 67% to 64%. A contributing factor to the increase in the
volume of border taxes may be the increased volume of imports (by 11.4%) that may have been
partly facilitated by the Free Trade Agreements (FTAs) with Albania and FYROM with which
imports marked an increase of 28.7% and 18.4%, compared to 2005. However, the increase in the
import volume was not reflected entirely in the increase in border taxes, which might partly be due
to the negative impact that the FTAs may have had on border taxes through the tax exemption of
10% for goods imported from countries with FTAs in force.

Border taxes, despite the decline as a share of total revenues, remain the category that represents
the main source of budget revenues. The large share of border taxes in total budget revenues
mainly results from the high reliance of the Kosovo economy on imports, and especially due to the
Kosovo tax system requiring the VAT for imported goods to be paid at the border. The VAT
collected in the border represents the largest category (46.1%) of border revenues.

A substantial increase was noticed in 2006 in domestic taxes collection, which rose from euro 127.2
million in 2005 to euro 164.1 million in 2006. This represents a growth of 29% in volume, while as a
share to total revenues the increase was by 3 pp. The main categories in domestic taxes are the
domestically collected VAT that accounted for 29% of total, followed by corporate income tax and
personal income tax representing 19% and 18% of total domestic taxes, respectively.

3.2.2 Budget Expenditures

Amounting to euro 635.5 million, budget expenditures decreased by 8.7% compared to 2005,
maintaining the downward trend since 2005 when budget expenditures decreased for 9.5%
compared to 2004. As a share to nominal GDP, budget expenditures decreased from 31% in 2005 to
28% in 2006. The decline in the total budget expenditures in 2006 resulted from the decline in
subsidies and transfers to POEs by 27.3%. Subsidies and transfers declined also as a share to total
expenditures (from 30% to 24%).
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Figure 9. Structure of KCB expenditures, 2005 - 2006
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The structure of budget expenditures changed in favour of wages and salaries. Although the
‘Medium-Term Expenditure Framework 2006-2008" foresees that the number of civil servants will
decrease by 10% until 2008, the budgetary wage bill, in terms of volume, increased by 4.8% in 2006
compared to 2005.5 Therefore, after a sharp decline in transfers and subsidies, namely to public
owned companies, that in 2005 represented the largest share of budget expenditures, wages and
salaries became the largest category in budget expenditures, reaching 32% of total budget
expenditures (representing an increase of 4pp in the structure of expenditures). This shows
substantial difficulties to control the growth of current expenditures. Simultaneously, despite the
foreseen increase of capital expenditure quoted in the ‘Medium-Term Expenditure Framework
2006-2008’, capital expenditures marked in 2006 a decrease of 8.1% compared to 2005, with the
attached negative effects on the economy as already mentioned.

Regarding the approved budget for 2007, a deficit of euro 34.2 million or 1.5% of GDP is foreseen.
The expected budget deficit results from both, the expected decrease in budget revenues and the
expected increase in budget expenditures. Budget revenues are expected to account for euro 682.8
million in 2007, representing a decrease of 4.1% compared to the revenues collected in 2006,
whereas, expenditures are expected to reach euro 717.4 million, implying an increase of 12.9%. The
structure of budget revenues and expenditures does not appear to be subject to significant changes
in 2007. The border taxes will remain the largest category in the budget revenues representing
64.1% of total, while wages and salaries will remain the largest category in the budget expenditures
representing 28.4% of total.

3.2.3 Pension Scheme

The social security scheme comprises of the Basic Pension Scheme and the Individual Savings
Pension Scheme. The Basic Pension Scheme is financed by the Kosovo Consolidated Budget and
consists of an amount of euro 40 that is paid to the inhabitants older than 65 years. The Individual
Savings Pension Scheme, introduced in 2002, is managed by the Kosovo Pension Saving Trust
(KPST), based on compulsory contributions from employers and employees (5% each).

s MEF (2006).
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The mandatory nature of the pension contributions paid in the Individual Savings Pension Scheme,
in accordance with the international statistical classification standards, classifies the KPST as a
“social security fund” and, as such, part of the “general government”.® The outstanding amount
collected through this scheme stood at euro 213 million at end-2006, representing an increase of
49% compared to 2005.

Figure 10. Kosovo Pension Savings Trust (KPST), outstanding amounts (2004-2006)
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Source: KPST.

An increase was also noticed in the number of contributors that increased by 17%, reaching to
around 215 thousand in 2006 (from around 183.7 thousand in 2005). The increase in the number of
contributors partly results from improvements in the way that employers report their employees
for pension contributions and also due to the increased number of persons employed outside the
“informal economy”. The funds collected through the scheme are continuing to be invested in
highly graded foreign financial market instruments, emphasizing the security principle of these
assets. As such, apart from the financial sector, the government sector remains the net creditor of
the external sector.

3.3 Financial Sector

3.3.1 General Characteristics

The total financial corporations’ assets (excluding CBAK) at end 2006 reached euro 1.270,7 million,
an increase of 17.8% compared to end 2005. Financial sector in Kosovo continues to be dominated
by commercial banks that manage about 89.0% of the total financial sector assets and the structure
did not experience any substantial change (Figure 11). The remainder of the assets is shared
between insurance companies (5.0%), other financial intermediaries (5.0%), and pension funds
(1.0%).10

9 Being considered as part of the general government, KPST is not included in the financial sector.
10 The Kosovo Pension Saving Trust (KPST) is considered to be part of General Government — defined as a social security — and consequently is not included in the financial
sector.
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Figure 11. The structure of the financial sector in Kosovo (excluding CBAK), (2005 — 2006)
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Source: CBAK (2007).

In terms of the number of financial corporations, 6 commercial banks, 9 insurance companies, 1
private pension fund, 16 other financial intermediaries (OFIs) and 23 financial auxiliaries were
operating in Kosovo at the end of 2006. The other financial institutions are mainly micro-lending
institutions involved exclusively in lending activity with no permission to take deposits, while the
financial auxiliaries usually act as money exchange bureaus, and their share to total financial sector
assets is negligible.

Supported by the increase in the government sector deposits at CBAK (mainly privatization
proceeds), the net foreign assets (NFA) amounted at euro 965.2 million at end-2006. The total
amount of NFA increased by 41.0% compared to 2005, reaching their historical peak, which brings
the financial sector in Kosovo to remain a net creditor of the external sector. The CBAK as the main
player managed about 66.3% of the total NFA of the financial corporations. In general, the observed
financial capital outflow is the consequence of the necessity to keep safe large amount of funds
(assets of KPST, proceeds of privatization), some of them on the short range (privatization funds),
while there is few investments or placement opportunities in Kosovo.

Since the financial sector has no claims on the fiscal sector, the government deposits in financial
corporations (mainly the CBAK) represent the only link between these two sectors. Namely, the net
claims on the fiscal sector in 2006 amounted euro 482.5 million, compared with euro 230.0 million a
year before (Figure 12). This is attributed mostly to, (i) the privatization proceeds during 2006 and,
(ii) the increase of the government deposits in CBAK (due to budget surpluses for the fiscal year
2006). Indeed, the revenues from privatization as of Dec 2006 reached euro 275.0 million,
accounting for 58.4% of the government sector deposits at CBAK.
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Figure 12. Financial Corporations net claims, (2004 — 2006)
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The financial sector linkages with the real sector (mainly nonfinancial corporations and
households) consist of claims and liabilities. The claims on the real sector - mainly comprised from
loans - increased by 23.3% compared to end 2005. The outstanding amount of financial sector loans
in 2006 stood at euro 694.3 million, representing a yearly increase of 22.5%. Liabilities to the real
sector amounting at euro 888.6 million in 2006, classify the financial sector as net debtor of the real
sector (Figure 12).

3.3.2 Developments in the Banking Sector

Network and composition. Kosovo’s banking sector is composed of six privately owned
commercial banks, operating through 220 banking units throughout Kosovo. The banks are focused
in traditional banking activities and their services are limited to the activities related to deposits
and loans. However, banks have recently shown ambition to expand the variety of products and
services provided to the clients.

At the end of 2006, six commercial banks were operating in Kosovo, two with full foreign
ownership and the remaining four with majority domestic ownership. In March 2006, the CBAK
revoked the license of Credit Bank of Pristina (CBP) after reviewing that the CBP no longer fulfilled
the necessary conditions in terms of capital and liquid assets to protect its depositors. The
liquidation process of CBP is ongoing. All depositors received immediate refunding up to euro
3,500, which brings about 97% of the number of depositors to be fully and quickly paid back.
Further payments are made according to asset recovery process.

Despite the closure of this domestic bank, other banks continued to operate effectively and no
strong contagion effect was evident during the period. The total banking deposits did not decline,
but they experienced a ‘freeze’ during the next three months. However, after the short ‘freezing’
period the deposits continued to grow with the average monthly growth rate of 1.7% (same as the
monthly average growth in 2005). Moreover, at end-2006 yearly increase of the total deposits was
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10.7%, while the remaining deposits of the CBP since March 2006 were categorized as other
liabilities in the balance sheet of the total banking sector.

The commercial banks are still expanding their branching network all over Kosovo. At the end 2006
there were 220 banking units, with about 2,416 employees. The banking network of the six
operational banks at end-2006 accounted for 15 units more than at end-2005, with about 280 more
employees. Evidently, about 30.0% of the branching network, including the head offices, is
concentrated in Pristina, the capital of Kosovo. Follows the Gjilan region with 22.3% or 49 banking
units, while other units are somehow evenly spread among three remaining main regions: Peja/Pec,
Prizren and Mitrovica.

By the end of 2006 the number of Automated Teller Machines (ATMs) increased for 21 (numbering
123) and the number of Point of Sales (POS) increased for 64 numbering 1470 in total. Number of
current accounts increased to 664,734 from 635,394 in 2005, what indicates that about 30% of the
population in Kosovo has a bank account. The introduction of the e-banking in 2005 showed some
positive results in 2006, since 3,316 accounts were using e-banking at the end of 2006, compared to
only 837 at end 2005. As a result, the number and the amount of transactions carried out through e-
banking increased five times compared to end-2005 (11,588 transactions totaling euro 25.8 million,
as of end-2006). The e-banking service is provided by three banks only.

The increase of the banks confidence in the domestic market is shown by the introduction of new
products during 2006. The four largest banks started to offer loans with maturity up to 10 years, as
well as mortgage loans. In addition, during the second half of 2006, one local bank began to issue
Certificates of Deposit, a new financial instrument within the Kosovo banking sector.

Regarding the ownership structure of the banking sector, there were no changes in 2006. The two
foreign banks continued to be the key players in the market, increasing their dominance in the
banking sector, by managing about 71.2% of total assets. In addition, almost all the yearly growth
of the banking sector assets was due to foreign banks (reaching almost 27.0%), while total assets of
the domestic banks (excluding the failed CBP) compared to 2005 increased for 5.4%.

Table 5. Ownership structure of banking sector assets, in thousands of euro (2004-2006)

. Dec 2004 Dec 2005 Dec 2006
Description -
Share () Share () Share ()
Foreign banks 500,832 61.6 652,866 66.3 828,604 71.2
Domestic banks 312,067 38.4 331,546 33.7 334,710 28.8

Total assets 812,899 ] 984,412 1,163,314
Source: CBAK (2007).

Although the measures of concentration in the banking sector, such as the market share of the two
largest banks (C2) and Herfindahl-Hirschman Index (HHI), may not conjecture the competitiveness
in the market, both show that Kosovo banking sector is concentrated. The large share of the two
foreign banks in the total loans (73.2%, as of end Dec 06) and deposits (75.1%, as of end Dec 06)
illustrates the concentration of the Kosovo banking sector. Similar picture is shown when
measuring the concentration of the sector by using HHI for assets, loans and deposits separately
(Figure 13). The index shows that the market is more concentrated than in the previous periods,
with a loan concentration at 2,871 points, and the deposits concentration standing at 3,047 points.
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Figure 13. Commercial banks Herfindahl-Hirschman Index, (2004 —2006)
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Balance Sheet. Year 2006 recorded no significant changes regarding the structure of the banking
sector assets compared to the previous year. Loans continue to represent more than half of the total
banking sector assets, while deposits represent almost 80.0% of total liabilities.

With a yearly growth of 18.2%, the total banking assets at end 2006 amounted to euro 1,163.3
million. The ratio of total banking sector assets to GDP in 2006 increased to 47.7%, compared to a
level of 41.7% in 2005. The ratio is higher than in some surrounding economies and is approaching
the average of SEE countries - considering the Croatian case as an outlier with the ratio of 109%
(See Box 1).

The banking sector increased its lending activity to the domestic market. The outstanding amount
of loans represented 54.7% of total assets, showing an increase compared to 2005 (52.2%). Cash and
balances with CBAK accounted for 12.3% of total assets of the banking sector, namely as a result of
the mandatory liquidity reserves that banks must keep with the CBAK. Whereas, 29.4% of the
banking sector assets were invested abroad (mainly placements in correspondent or parent banks
abroad and liquidity placements in securities).
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Table 6. Commercial banks balance sheet, in thousands of euro (2004 — 2006)

Dec 2004 Dec 2005 Dec 2006

Description
ey S

Cash and balances with BPK 116,490 14.3 131,738 13.4 143,528 12.3
Balances with commercial banks 186,009 22.8 221,936 225 243,105 20.9
Securities 112,281 13.8 82,946 8.4 99,428 8.5
Gross loans and lease financing 373,661 45.8 513,856 52.2 636,613 54.7
Fixed assets 15,878 1.9 16,933 1.7 22,872 2.0
Other assets 12,219 1.5 17,003 1.7 17,767 15
Total assets 816,538 984,412 1,163,314
Balances from other banks 14,276 1.7 23,034 2.3 30,245 2.6
Debts to clients 695,932 85.2 843,048 85.6 930,537 80.0
Deposits 694,533 85.1 836,657 85.0 926,370 79.6
Other borrowings 1,399 0.2 6,391 0.6 4,167 0.4
Other liabilities 27,891 34 37,344 3.8 103,219 8.9
Subordinated debt 9,318 1.1 6,999 0.7 7,003 0.6
Own resources 69,122 85 73,988 7.5 92,310 79

Total liabilities 816,538 984,413 1,163,314
Source: CBAK (2007).

The liabilities did not experience any noticeable change in their structure (Table 6). Clients deposits
remain the main component of banks’ liabilities, though their share to total liabilities dropped to
79.6% at end 2006 compared to 85.0% in 2005. This decrease results from the liquidation of the CBP,
since its deposits have been classified as ‘other liabilities’, which explains the growth of this item.
The own resources of the banking sector increased by 24.8%, amounting euro 92.3 million at end-
2006, following several capital increases. Nevertheless, due to the overall development of banking
activities, the ratio of own funds to total liabilities remains almost unchanged.!!

At the end of 2006 the outstanding amount of banking sector loans reached euro 636.6 million,
indicating a yearly increase of 24.0%. The ratio of banking sector loans to GDP improved too,
representing 26.1% of the GDP in 2006, compared to 21.7% in 2005. This brings Kosovo to a better
position compared to some of the countries in the region (See Box 1). Nevertheless, the year-on-
year growth of loans, slightly above 20% in 2006, indicates that credit growth is calming down,
compared to the roaring levels of more than 40% reached in the previous years (mainly because of
the initial low base of the lending activity). The loan growth was mainly induced by the loan
growth of the foreign banks, while in average the loan growth of domestic banks was negligible

11 Own resources include: share capital, contingency reserve, profit/loss of the year and retained profit/loss.
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Figure 14. Year-on-year loan growth, (2004 —2006)
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As of end-2006, non-financial corporations (NFC) still account for the largest share in total loans
granted by the banking sector representing 77.1% or euro 490.5 million. In fact, majority of the
lending activity targets small and medium size companies, as well as households, which represent
the remaining 22.9 %. With an increase of 26.5% loans to NFCs were the largest contributors to the
overall loan growth. This is partly due to the involvement of some banks in the privatization of
companies, while the amount of loans granted to households grew by 16%, reaching euro 146.1
million at the end 2006.

The sectorization of loans to NFCs by the economic activity remains similar compared to the
previous years. Moreover, the diversification of the total loan portfolio in different industries is in
line with the current situation of the economic activity in Kosovo. Trade as the main economic
activity in Kosovo, continues to account for 62.7% of total outstanding granted loans, while ‘other
services’ represent 13.8%. Credits to manufacturing firms stand at 23.4% of the total loans - with the
energy and construction at 20.0%, and agriculture sector at only 3.4% (similar to 2005). In
particular, a growth of 31.5% was recorded for loans granted to manufacturing sectors, which is a
sign of a revival of activity in this sector.

The increase of the longer-term loans emphasizes the strengthened confidence of the banking sector
towards the domestic economy. About 52.8% of the outstanding amount of loans at end 2006 had a
maturity of longer than 2 years, while short-term loans up to 1 year represented only 23.3% of total
loans. Loans with maturity over 2 years also increased more rapidly than short-term loans. As a
result, the total increase of loans mainly occurs due to growth contribution of loans with maturity
over 2 years by 20.6 percent, while the loans with a shorter maturity contributed only by 3.3
percent to the total loan growth.
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Figure 15. Loans and time deposits maturity structure, as of Dec 2006
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Loans are mainly financed by short-term deposits (transferable and with the maturity up to 1 year)
which represent 88.0% of the total deposits. Nevertheless, term and saving deposits (deposits other
than transferable) amount to euro 615.5 million covering 96.7% of the total amount of loans.
Though at end of 2006 the volume of loans is slightly exceeding the volume of time deposits (Figure
6), the ratio is improving since in June 2006 time deposits accounted only for 84.0% of the total
loans.

With a total amount of euro 926.4 million, the deposits grew annually by 10.7% which is a moderate
increase compared to the annual growth of 20.4% and 35.2% in 2005 and 2004, respectively.
However, it should be recalled that deposits collection had been initially boosted by the euro
change over in 2002, while lending activity has developed step by step. In 2006, the deposit growth
was slower than the loan growth, especially in the first half of the year, thus the loan to deposit
ratio reached the peak of 73.0% in June 2006 (Figure 16). The opposite trend occurred during the
second half of 2006 when the volume of the deposits increased faster than loans and the loan to
deposit ratio fell to 68.7%. The ratio is within the regional countries interval, with Montenegro
having the highest loan to deposit ratio of 89.6% and Albania the lowest at 28.3%.
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Figure 16. Loan to Deposit ratio, (2004-2006)
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Deposits in banking sector are mainly held in euro currency, which is legal tender in Kosovo.
Although the volume of non-euro deposits increased by 16.6%, they still represent only 3.7% of the
total deposits. Moreover, banks do not grant loans in other currencies, so Kosovo banking system is
not subject to exchange rate risk.

Deposits of the domestic sector, exclusively households, continue to be the main financing source
of the banks’ liabilities amounting at euro 517.1 million. Household deposits increased by 13.8% in
2006 over 2005, and sustained their positive contribution to the total deposits growth by 7.5pp.
Furthermore, the household deposits increased slightly their share to total deposits to 55.8%, from
54.3% in 2005. Though the NFCs (primarily private corporations) are the main beneficiary of the
banking loans, their deposits in the banking sector are growing with a slower pace. Their annual
deposit increase was 6.3%, contributing with only 2.4pp to the total deposit growth. The amount of
public NFC deposits stood at euro 217.6 million and were far ahead from those of the private
corporations, which amounted euro 124.5 million. One public sector depositor, the Kosovo telecom
company, which holds round 20% of the total deposits has acquired a systemic weight in the
financial sector.
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Box 1. Banking Sector assets, loans, and deposits as percent of GDP in the SEE countries

The banking system of Kosovo compares relatively well with the other countries of SEE regarding the size and the
intermediation role of the banking system. The asset-to-GDP ratio of 47.7% ranks Kosovo close to the average of the SEE that
stands at around 61.4%. Among the countries in the region, Croatia with 109% and Bulgaria with 74.1%, represent the
countries with the highest ratio of banking sector assets to GDP, whereas the lowest ratio is recorded in Montenegro where
total banking sector assets compose 28.6% of GDP.

Figure 17. Total banking sector assets, loans and deposits in SEE, as % of GDP*
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Source: Business Monitor International (2006); EBRD (2005).
*Note: Data for SEE countries are as of 2005

Also the intermediary role of the baking system, measured by the ratio of banking sector loans and deposits to GDP, ranks
the banking system of Kosovo in comparable position to other SEE countries. With the loan-to-GDP ratio of 26.1%, Kosovo
ranks just below the average of the region that stands at 27.2%. The country that recorded the highest level of banking
system intermediation is Croatia, where the share of loans in GDP accounted for 62.9%, whereas the lowest ratio is recorded
in Albania and Montenegro where the loan-to-GDP ratio accounted for 14.7% and 15.7%, respectively.

In addition, the banking system of Kosovo compares well with other countries of the region also regarding the ratio of total
banking sector deposits to GDP. In 2006, the total deposits-to-GDP ratio in Kosovo stood at 37.98%, which is just below the
average of the region that accounted for 43.6%. However, taking countries on individual basis, Croatia (72.7%), Bulgaria
(56.6%) and Albania (51.9%) were above Kosovo in terms of deposit-to-GDP ratio. The lowest deposit-to-GDP ratio was
recorded in Montenegro where total bank deposits accounted for 17.6% of GDP.

Interest rates. At end-2006 interest rates on deposits stood at 2.97%, while lending rates at 13.37%
(averaged across different products and maturities). The overall interest rate spread was
continuously contracting, from 11.80% at end-2004 to 10.40% at end-2006. As Figure 18 illustrates,
the interest rate spread for households is lower than for corporations. With the average of 3.18%,
the household deposit interest rates were ahead of NFC deposit interest rates by 0.42 pp. While the
average interest rates on household loans were for 1.90 pp lower than the interest rates on NFC
loans that stood at 14.32% at end-2006.
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Figure 18. Average effective interest rates on loans and deposits, (2004-2006)
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Source: CBAK (2007).

The interest rate spread of 10.40% is relatively wide and might be explained by high operational
costs in the banking system, difficulties to assess credit risks, market concentration, high
expectations on the return in foreign banks and uncertainty towards economic sustainability, not to
mention deficiencies in the legal framework and enforcement mechanisms.

Income statement. The indicators obtained from the income statement reveal that the banking
sector in Kosovo was profitable during 2006. Earning indicators maintain the level of previous
years. However, there is space for improvement in lowering the administrative expenses, which
continue to be high.

Banking sector in Kosovo closed the year 2006 with the net profit of euro 19.3 million. While in 2005
the profit after tax was only 4.4% higher than in 2004, in 2006 it increased by 42.6%. This was partly
the result of slower growth rate of the expenditures in 2006 (15.6%) compared to income growth
rate (20.8%) and of an improved credit risk management.

Figure 19. Commercial Banks net income, (2004-2006)
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Source: CBAK (2007).
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The total gross income of the banking sector at end-2006 reached euro 113.9 million. The banking
sector profit is entirely due to interest related income on lending activities. As of Dec 2006, the
interest income reached euro 88.8 million, or a yearly increase of 19.1%. The lending activity
produces almost 90.0% of the banking sector interest income (or 69.7% of the total income), and
10.0% represents the income from placements in other banks and investments in securities. From
the non-interest related activities, the generator of income are fees and commissions participating
with 90.0% in total non-interest income (or 19.7% of the total income).

In 2006 the banking sector expenditures amounted at euro 90.1 million. While the income is
generated mainly by interest related activities, the expenditures are mostly related to non-interest
activities, such as provisions for loan losses and general and administrative expenses. Interest
expenditures - mainly the interest paid to depositors - account for 20.0% of the total expenses. Non-
interest related expenditures (other than general and administrative expenses) are mainly
composed of provisions for loan losses that cumulated to euro 16.0 million at end-2006 (about
19.4% more than in 2005). Other non-interest expenditures relate to depreciation of the fixed assets
amounting at euro 5.6 million. However, more than half of the total expenditures are general and
administrative expenses (about 53.7%). These expenditures were higher during 2006, yet their
increase was smoother than during 2005 when they accounted for 56.2% of the total expenses. This
is positive development, if we take into consideration the achieved expansion of the banking sector
with regard to personnel, branching network, etc.

Performance indicators. A prompt increase of after tax profit by 42.6% and a less rapid increase of
the total average assets by 20.8%, slightly improved the banking sector return on average assets
(ROAA) to 1.8% in 2006. Regarding the return on average equity (ROAE), it has reached an
historical peak at 23.1%, which is the highest compared to the countries in the region (Box 2). This
increase in ROAA and ROAE results from the profits of three banks, among which the two foreign
ones.

Table 7. Bank performance indicators, in %, (2002 —2006)

Description 2002 2003 2004 2005 2006
Return on average assets (ROAA) 0.60 1.30 1.90 1.50 1.80
Return on average equity (ROAE) 9.70 18.80 22.60 20.10 23.10
Net interest margin 3.00 4.30 5.40 6.00 5.90
Cost effectiveness 4.00 4.30 4.20 4.50 4.20

Source: CBAK (2007).
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Box 2. Profitability of the Banking Sector in Selected SEE Countries*

In terms of profitability indicators, Kosovo ranks above the average of the region in both, Return on Assets (ROA) and
Return on Equity (ROE). In 2006, Kosovo recorded a ROA of 1.8%, while the average of region stood at 0.8%. Taking
countries individually, Bulgaria recorded the highest ROA at 1.8% same as in Kosovo. The lowest ROA ratio is recorded in
Montenegro with a negative ROA ratio at -0.3%.

Figure 20. Profitability indicators in SEE*
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Source: Business Monitor International (2006); EBRD (2005).
*Note: Data for SEE countries are as of 2005

Regarding the ROE ratio, Kosovo leads with the highest ROE ratio at 23% compared to other countries of the region that
recorded an average ROE ratio of 6.5%. Within the countries of the region, Albania recorded the highest ROE ratio (17.9%),
whereas the lowest ratio was recorded in Montenegro (-1.2%).

At end-2006 the net interest margin (NIM), which is the ratio of the net interest income to total
assets, stood at 5.9% - comparable to 2005, and higher than in previous periods. The net interest
income and total assets experienced fairly similar growth during 2006 compared to 2005 (16.5% and
18.2). The NIM is far ahead the countries in the region (Box 3), what might be the result of a fairly
wide interest rate spread in Kosovo as well as the good performance of the largest banking
institutions.

Cost effectiveness indicator, measured as ratio of general and administrative expenses to total
assets, improved by falling from 4.5% in 2005, to 4.2% in 2006, due to the smoother increase of
expenses. However, due to their present relatively high level, administrative expenses are expected
to decline in the future, given the current structure of the banking sector, since administrative
expenditures mainly relate to initial fixed costs and branch expansion. Furthermore, the ongoing
restructuring of the domestic banks could also bring to a better control of operational costs.
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Box 3. Efficiency of the Banking Sector in Selected SEE Countries

The banking sector of Kosovo recorded a NIM of 5.9% that is well above the region average that stood at 3.8%. According to
this indicator, only banks in Montenegro stood at more advanced position than Kosovo, standing at 6.1%. The lowest NIM is
recorded in the banking system of Albania (2.7%).

Figure 21. Efficiency indicators in SEE*
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On the other hand, the banking system of Kosovo recorded less favourable results in terms of cost efficiency compared to
the region average. The banking system of Kosovo recorded an overhead costs-to-total assets ratio of 4.2%, while the region
average stood at 3.9%. The most efficient banks in terms of costs appeared to be the banks in Albania (1.8%), whereas the
least efficient ones appeared to be the banks in Bosnia and Herzegovina (5.8%).

Commercial banks’ loan portfolio could be assessed as being of a good quality, in general. While in
2005, past due and non-performing loans'? accounted for 8.48% of the total loans in 2006 they
represent only 7.34%. Nevertheless, the gross amount of non performing loans (which are the core
of the risky assets) increased, since they accounted for 4.12% of the total loans in 2006, compared to
2.01% in 2005. This increase is partly due to the assets reclassifications required by the CBAK
following its on-site inspections. After provisioning, the net amount of NPL is only euro 3.5 million.
The situation of the NPLs in the Kosovo banking sector appears to be better compared to the
countries in the region (Table 8). This could be the consequence of the absence of debts inherited
from the former socialist economy, the cautious lending policies performed during the last couple
of years, the weight of performing actors, and the prudent supervision.

12 Past due are loans past due over 30 days and up to 90 days. While NPLs are loans past due over 90 days.
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Table 8. NPLs as percentage of total loans, in SEE countries*

Non-peforming loans, in percent of total

Albania 2.3

Bulgaria 3.8
Croatia 7.2
FYROM 22.2
Serbia 23.8
Bosnia and Herzegovina 5.4
Montenegro na
Kosovo 2005 2.0
2006 41

Source: EBRD Transition Report (2006) and CBAK (2007).
e Note: Data for SEE countries are as of 2005

Liquidity and capital adequacy. The selected indicators suggest that the Kosovo banking sector is
liquid and solvent. The amended banking rule XXI required that by 31 December, 2006 the banks
increase their minimum paid-in capital to euro 5.0 million. Thus the total banking sector capital at
end-2006 accounted for 33.6% more than at end 2005.

The liquid assets of the banking sector amounted euro 486.1 million or 11.3% more than in 2005.
However, the overall growth of the assets, mainly fuelled by the increase of the loans, evidently
influenced the drop of the liquid assets to total assets ratio from 44.4% at end 2005, to 41.8% end of
2006. Still, the liquidity position of the banking sector remains strong. The share of the different
components of liquid assets remains more or less similar. The main liquid assets is the balances
with banks abroad, accounting for 50.0% of the total liquid assets, while cash and balances with
CBAK account for 29.5% of the total liquid assets. As Figure 20 indicates, rapid fall of liquidity in
2002 and 2003 was followed by a lower declining trend in relation with the significant increase in
the lending activity in the banking sector.

Figure 22. Liquidity and solvency ratios, (2002 —2006)
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In addition to its high liquidity, the banking sector in Kosovo is solvent. At end-2006 the capital
adequacy ratio (regulatory capital to risk-weighted assets) reached the level of 16.7%, compared to
the ratio of 14.7% in 2005. It is above the minimum ratio of 12.0% defined in the Rule on Capital
Adequacy applicable in Kosovo. This increase of ratio resulted from faster growth of the capital
with respect to the risk-weighted assets (RWA) growth. Also, the regulatory Tier I capital accounts
for 14.5% of the RWA, significantly higher than the minimum level of 8.0% defined in the banking
rule I. The total capital (Tier I and Tier II)'® at end-2006 amounted to euro 117.2 million (33.6% more
than in 2005), as a consequence of the increase of minimum capital of each bank to euro 5 million,
set in the amended rule XXI of the CBAK banking rules, combined with regular increase of capital
in line with the growing activity.

Box 4. Liquidity and CAR of the Banking Sector in Selected SEE Countries

With a level of 68.7% the loan-to-deposit ratio in Kosovo ranges slightly above the average of the region of 63.9%. The
highest ratio is recorded in the banking system of Montenegro, where the loan-to-deposit ratio stood at 89.6%. Whereas,
Albania recorded the lowest loan-to-deposit ratio in the region (28.3%) that is due to the low intermediation of its banking
system.

Figure 23. Loan to deposit ratio in SEE*
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Kosovo with a capital adequacy ratio of 16.7% ranges below the average of other countries in the region that stood at 23.1%.
The capital adequacy ratio of Kosovo is the lowest in the region, whereas the highest is in Montenegro.

3.3.3 Insurance Companies Developments

In addition to commercial banks, in Kosovo, another important component of financial
corporations are insurance companies. Though, with an amount of euro 62.9 million, insurance
sector composes 5% of the total assets of the financial sector. At the end of 2006 there were nine
insurance companies operating in Kosovo. Six companies are with mainly foreign ownership and
three with full domestic ownership. Consequently, as in the banking sector, foreign ownership is

13 See the amended Rule I on Capital Adequacy for the definitions of the banks Tier I and II Capital and Risk Weighted Assets (RWA)
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dominant in insurance industry with foreign held institutions managing almost 70.0% of the total
assets (Table 9).

Table 9. Ownership structure of insurance sector assets, in euro thousands (2004 — 2006)

Dec 2004 Dec 2005 Dec 2006
Description
Foreign Insurance Companies 25,916 59.2 33,279 61.1 43,795 69.5
Domestic Insurance Companies 17,881 40.8 21,144 38.9 19,176 30.5

Source: CBAK (2007).

Deposits of the insurance sector in the depository corporations (CBAK and commercial banks)
reached the amount of euro 45.3 million, or 26.6% more than in 2005. In particular, in 2006,
insurance companies increased strongly their deposits in banks (by 34.8%). Consequently, the net
foreign assets dropped to only euro 25,000 from euro 3.5 million at end-2005.

The core activity of insurance companies in Kosovo is the Third Party Liability (TPL) product,
namely vehicles insurance policies. Received premiums are mainly accumulated from the TPL
policies (about 71.2%), while the rest comes from border policies and other (non TPL) policies. The
insurance activity experienced the similar trend to previous years — the amount of claims paid to
the clients compared to the premiums received still remains low. Nevertheless, the ratio improved
slightly to 22.4% from 19.4% in 2005. The amount of the total premiums received in 2006 was euro
48.7 million, only 3.2% more than in 2005. It is namely a sign that the TPL market is now mature,
with a few numbers of non insured vehicles. Indeed, with about 408,500 policies sold in 2006, the
year-to-year increase was only of 32,914.

Compared to an amount of paid gross premiums of euro 48.7 million in 2006, the claims paid to
clients amounted to euro 10.9 million, showing a ratio of paid claims to premiums of 22.4%. It
should be noted that in 2006 the amount of claims paid was for 19.3% higher than in 2005. About
90.0% of the total claims paid were related to the TPL policies, while the claims on border policies
and other policies (non TPL) policies accounted for 10.0% of the total claims paid.

3.3.4. Pension Funds Developments

With an amount of euro 10.5 million, pension funds in Kosovo account for only 1.0% of the total
financial sector assets. This amount incorporates only the assets of the supplementary schemes —
pensions provided to employees from their employers, aside from the mandatory contributions to
the Kosovo Pensions and Saving Trust (KPST) which is a ‘social security fund’. However, during
2006, all the six supplementary pension funds that were operating within different public
corporations ceased to be active, as a consequence of voluntary and non voluntary termination.
This due to either high amounts of unfunded liabilities, or to the failure (or the change of
ownership) of the contributing company. At its own initiative, or under the request of each
contributing company, the CBAK revoked the license, and appointed a receiver. At the end of the
on-going liquidation processes, the assets collected by the different former pension funds will be
transferred to other pension funds or, in certain cases, transferred to escrow accounts open in
commercial banks on behalf of each pensioner. As for small pension rights, they are expected to be
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paid back to their beneficiary. On the other side, in November 2006, the CBAK Governing Board
granted a license to a private supplementary pension fund ‘Slovenian-Kosovar Fund’ which will
also operate as an asset manager for the accumulated funds. This is the first private pension fund
licensed in Kosovo.

Box 5. Pension funds operating in Kosovo, their categorization

The pension schemes in Kosovo are defined at three levels:

1) Basic pension (mandatory scheme) — paid by Pension Administration, and is financed by the Kosovo Consolidated
Budget, which pays an amount of euro 40 to all Kosovo inhabitants older than 65 years.

2) Individual savings pension (mandatory scheme) — managed by Kosovo Pension Savings Trust (KPST) and financed by
compulsory minimal contributions of employers and employees (5% each).

3) Supplementary schemes — consisting of: a. Individual Savings Pension (additional voluntary contribution paid by employer
or the employee, or both, and managed by KPST); b. Supplementary Employers Pensions (provided to employees by their
employers); c. Supplementary Individual Pensions, provided to natural persons from licensed pension provider.

3.3.5. Other Financial Intermediaries Developments

In addition to the commercial banks, other financial intermediaries (OFIs) are also involved in
lending activity to the domestic economy. The OFIs are micro finance institutions not entitled to
take deposits above a very limited amount. Their core business is lending activity, mainly as a
support to small entrepreneurs. The main funding source of OFIs remains external donors.

At end-2006 there were sixteen OFIs operating in Kosovo, managing about 5.0% of the total
financial sector assets. By end-2006, the total loan portfolio of OFIs reached the outstanding amount
of euro 57.7 million, accounting for 8.3% of the total outstanding amount of loans granted by
financial corporations (FC). However, in terms of the number of loans, OFI account for 25.7% of the
number of loans - showing their micro-lending orientation. In 2002, while the banking sector just
started its lending activity, the share of OFI loans to total loans was notably high (27.0%), then it
dropped and remains quite constant (Figure 24).

Figure 24. Lending activity of other financial intermediaries
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At the end 2006, OFIs held 35,541 loans in their portfolio that is about 8,418 loans more than at end-
2005. The average amount per loan stood at euro 1,622 lower than in 2005 (amounting at euro
1,906).

3.4. External Sector

In 2006, the CBAK compiled and published for the first time balance of payments of Kosovo.
According to the estimates (preliminary data), the current account deficit (after foreign assistance)
stood at euro 393.0 million. This was mainly due to the high negative balance in the category of
goods and services (euro -1.236,8 million in 2006), despite considerable inflows in the current
transfers (amounting at euro 808.5 million in 2006)."* In terms of GDP, the current account deficit
after foreign assistance remains high at 17.3% of GDP in 2006, compared to 11.9% in 2005. Before
foreign assistance, this deficit is sizably higher (44.2% of GDP in 2006), stressing the dependence of
Kosovo economy towards the donor sector.

Presently, with a growth of 10.2% compared to 2005, the goods and services balance amounting at
euro -1.2 billion for the year 2006, represents a deficit of around 50% of GDP. As in the previous
years, the huge current account deficit faced by Kosovo is due to the large trade deficit. With
exports of goods (adjusted for coverage) amounting at around euro 100 million and imports
amounting at euro 1.3 billion, the coverage of exports to imports stood at 8.1%, representing an
improvement compared to the previous years. Nevertheless, having into consideration the low
base, in 2006 Kosovo exports increased with 42.4% against the decline of 10% in 2005, while imports
in 2006 grew with 15.2%.

14 Differences occurred among the export and import figures of goods and services showed in the section on Real Sector and section on External Sector arise due to the fact that
in the Real Sector section data are in real terms and sourced by IMF, while here, in the External Sector section, data are in nominal terms and produced by CBAK.
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Table 10. Balance of Payments of Kosovo (2004-2006), In EUR millions

Description

Source: CBAK (2007).
1/ Remittances and donor sector figures are sourced from IMF Aide Memoire (February 2007).

Regarding the structure of exports, the highest increase is recorded in the category of mineral
products, which is a positive sign and the consequence of the starting up of production in a large
privatized company. Explicitly, in 2006 the export of mineral products amounted at euro 15.8
million over euro 3.2 million in 2005. As such, mineral products increased their share to total
exports at 20.0% in 2006, from 6.6% in 2005 (Figure 25). Base metals although grew with euro 9
million in 2006, due to the faster increase in other categories, their share to total exports declined to
42% (from around 50% in 2005). Nevertheless, base metals and mineral products represent around
60% of Kosovo exports. Hides, skins and articles thereof represent the third largest category within
the structure of Kosovo exports.

6
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Figure 25. Exports and Imports by commodity groups, as share to total, as of 2006
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Mineral products, which account for 18.5% of total imports, grew with euro 31 million in 2006
against euro 39.5 million in 2005. What is to be noticed, is the growth of imports machinery (mainly
equipments) totaling euro 156.0 million in 2006. Hence, imports of machinery and related increased
their share to total imports at around 12%. Representing around 13% of imports in 2006, the
imports of prepared foodstuffs increased with euro 5 million, showing a on going substitution of
locally produced goods to imported ones. After the substantial increase in 2005 mainly due to the
import of second-hand cars with euro 60 million (standing at euro 110.3 million), in 2006 this
category declined with euro 11 million (standing at euro 99.4 million).

Countries in the region'® are Kosovo main trading partners, with exports amounting at euro 41.8
million (52.8% of exports) and imports at euro 576.7 million (43.9% of imports). Despite the light
decline of exports to FYROM with euro 1.4 million, in 2006 the Kosovo exports to the countries in
the region grew with euro 14.8 million, mainly from increase in the exports to Serbia and
Montenegro (euro 7.0 million), Albania (euro 5.3 million) and Bulgaria (euro 3.2 million). Standing
at euro 260 million, imports from FYROM in 2006 over 2005 are higher for euro 40 million,
decelerating from the increase with euro 70 million in 2005 over 2004. While exports, decreasing
with euro 1.4 million, stood at euro 8.2 million in 2006.

After countries in the region, EU countries representing 28.4% of exports and 34.7% of imports are
the second largest trading partners. In 2006 against 2005, imports from the EU held steady, while
exports grew with 29.2%, driven mostly from the increase of exports to Slovenia. Other trading
partner (in terms of exports) is Switzerland. Is to be marked the fact that while exports to this
country in 2005 stood at only euro 0.7 million, in 2006 grew significantly totaling euro 7.4 million.
Imports from Switzerland in 2006 amounted at euro 23 million from euro 18.7 million in 2005.
Apart from the above mentioned, imports from Turkey and China with the euro 90.4 million and
euro 75.5 million, each, in 2006 grew with around euro 25 million, all together.

15 Albania, Bulgaria, Bosnia and Herzegovina, Croatia, FYROM, Montenegro and Serbia.
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Figure 26. Exports and Imports by country, as of 2006
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Income account for the year 2006 stood at euro 35.3, compared with euro 29.7 million a year before.
The continuous increase is mainly due to the increase in the credit side, amounting at euro 67.1
million and the main item are earnings from investments in the financial markets abroad,
dominated from the KPST investments. Another element in the credit side are wages of KFOR local
staff and liaison offices in Kosovo. All together, the credit side amounts at euro 67.1 million.
Regarding to the debit side, the total amount of euro 31.8 million is composed mainly from
reinvested earnings from financial corporations (foreign commercial banks and insurance
companies) amounting at euro 22.8 million.

Current transfers apart from the goods and services accounted to be an important element in the
Kosovo balance of payments. As of 2006, the total current transfers amounted at euro 808.5 million,
down from euro 825.9 million in 2005. The main item within the current transfers is worker
remittances, due to the considerable number of Kosovans living in the SEE countries, mainly
Germany, Switzerland, UK, etc. For year 2006, the worker remittances are estimated at around euro
424 .4 million. Taking into consideration the international presence in Kosovo, and the fact that
there are money outflows from expatriates, the net amount of remittances is estimated to be around
to euro 300 million. Apart from the above mentioned categories, the current transfers include also
donors (euro 185 million) and UNMIK budget (euro 250.8 million).

Despite considerable inflows in the direct investments, having into consideration higher outflows
in the portfolio and other investments, the Kosovo capital and financial account stood at euro 42.5
million in 2006 from euro 78.4 million in 2005. As an aftermath of the privatization process, Kosovo
foreign direct investments amounted at euro 266.3 million in 2006, up from euro 59.1 million in
2005. However, the economic impact of these amounts in balance of payments is limited, given that
it is offset from almost the same increase of the financial sector net foreign assets.

CBAK - Central Banking Authority of Kosovo 46



4. Financial Supervision




47

4. Financial Supervision

CBAK has regulatory and enforcement powers for all financial institutions in Kosovo and
participates in developing and modernizing the financial sector, which currently covers the
banking industry, insurance industry, pension funds and other financial institutions (micro finance
institutions, non-bank financial institutions, exchange bureaus and money transmitters).

The CBAK’s goal is to have a financial supervision and regulatory process that is effective, flexible
and promotes a competitive market-based financial sector, which meets the best principles of
international standards in the financial sector development.

The supervisory approach of the CBAK has evolved consistent with the evolution of international
best practice for supervisors, from a "rules-based" approach to a "risk-based" approach, formulated
upon the Basel Core Principles and Pillar 2 of Basel II for banks, and a risk-based solvency regime
that is being adopted internationally for insurance companies.

The risk based approach is intended to enable the CBAK to appropriately allocate its supervisory
resources to those areas of greatest risk, within individual financial institutions and the financial
sector in general. Banking supervision by risk focuses on the ability of management to identify,
measure, monitor and control risk, whereas insurance supervision by risk focuses on solvency
requirements and creates prudential framework that more accurately reflects the risks undertaken
by insurers. The goal is to create an effective and well-balanced supervision of the insurance sector
that will ensure the solvency perspective as well as other issues of importance for insurance
supervision that could lead to tariff liberalization.

In accordance with legislation governing its statutory functions (UNMIK Regulations 1999/21,
2001/25, 2005/20 and 2006/47), the CBAK has set out detailed supervisory standards and
requirements in order to achieve a well-regulated financial sector. In addition, the Regulations give
the Governing Board of the CBAK power to adopt prudential supervision rules, which establish
limits, operating guidelines, procedures and reporting requirements for financial institutions, and
enforcement actions for non-compliance with legal requirements or for unsafe and unsound
practices.

Financial institution regulations and prudential rules are continuously reviewed and updated to
ensure that they continue to be in line with international best practices. They are also reviewed to
ensure that they strike the right balance in providing a well-regulated environment while not
imposing undue burdens to end-users of financial services.

4.1 Financial Sector Regulation Activity

As a regulator, CBAK participates in the enforcement of related UNMIK Regulations. The legal
framework for governing these activities, according to EU standards, has been adapted to the
current level of development of financial institutions in Kosovo and has been complemented by
CBAK rules and decisions.

Financial supervision rules framework is created early after establishment of the CBAK, since that
time the financial sector has changed, as well as has CBAK approach to supervision. Based on the
above mentioned factors and as per recommendations of the technical assistance, CBAK financial
supervision has been working actively to review and revise the framework of rules, and establish
policies and procedures. In addition, to guide the financial industry in the implementation of “best
practices”, CBAK has issued “Advisory Letters” as additional supportive references. Some of these
rules have been approved by the CBAK Governing Board and the remaining ones have been



finalized in consultation with the financial industry and will be presented for approval to the
CBAK Governing Board during 2007.

Furthermore, as a result of this process, during 2006 CBAK Governing Board approved the
following insurance supervision rules:

o Amendment of Rule V on the ways of selling insurance products and the compulsory licensing
of insurance operators, and insurance agents and brokers.

o Rule VIII on deposit of assets as security, capital adequacy, financial reporting, risk management,
investment and liquidation. Consequently rules no: VIIL, IX, X, XI, XII, XIIa, XIII, XIV, XV, XVI, XIX,
XX, XXIII and XXV have been abrogated

4.2 Licensing and Structure

In accordance with legislation governing its statutory function, the CBAK has the authority to set
criteria for the licensing of financial institutions and to reject those which do not meet these
standards.

The CBAK's vision is a stable and growing financial sector driven by market forces, but operating
within a prudent regulatory and supervisory policy framework harmonized to EU/EC directives.
The CBAK'’s strategy in the field of financial institutions licensing is centered on attracting investors
who have strong financial positions, meet the criteria of fit and proper for shareholders and
management, are able to pursue a cautious approach to business to protect the interest of clients,
thus helping to strengthen the financial system and increase its credibility.

Banking licensing activity of the CBAK during 2006 was primarily related to the opening of new
branches and changes in banks’” ownership structures. Nevertheless, during 2006 the CBAK
governing board approved two (2) preliminary licenses for branches of banks with foreign capital
(Banka Kombetare Tregtare —Albania and Komercijalna Banka —Serbia). The number of commercial
banks in operation during 2006 was six, after license revocation of Credit Bank of Pristina-CBP. At
the end of 2006, a network of six banks was operating with 220 branches and sub-branches
throughout Kosovo.”

Exchange Bureaus and Money Transfer Offices. Ten exchange bureaus, one money transfer agency
registered with CBAK in 2006. At the end of 2006, 16 exchange bureaus and three agencies for
money transfers were operating in Kosovo. The large increase in the number of licensed exchange
bureaus during 2006 is a result of a joint campaign of CBAK, UNMIK Police, KPS and FIC to
legalize the dealers exchanging currency on the streets.

Micro Finance Institutions. At the end of 2006, 15 micro finance institutions and three other non-
bank financial institutions were operating throughout Kosovo.

172006 Addendum - Pursuant to United Nations Interim Administration Mission in Kosovo (UNMIK) Regulation No. 1999/21, the Banking and Payments Authority of Kosovo
(CBAK), in its capacity of bank supervisory authority, by order dated March 13, 2006, revoked the license of Credit Bank of Pristina. CBAK appointed Mr. Michael Rouswell as
Receiver for Credit Bank of Pristina and he took over the governing-managing operations of Credit Bank of Pristina at 8:00 AM on March 13, 2006.
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Table 11: Banks Licensing Activity, 2002 — 2006

Description 2002 2003 2004 2005 2006
Prior Licensed 7 7 7 7 6
Preliminary approval * 0 0 0 0 2
Revocation of License 0 0 0 0 -1
Total 7 7 7 7 8

Table 12: Non Bank Financial Institutions Licensing Activity, 2002 — 2006

Description 2002 2003 2004 2005 2006
Prior Registered/Licensed 14 14 15 18 19
Registered/Licensed 0 1 3 1 1

Withdraw of Registration

Table 13: Money Transfer Agencies Licensing Activity, 2002 — 2006

Description 2002 2003 2004 2005 2006
Prior Licensed 1 1 1 1 2
Licensed

Table 14: Exchange Bureaus Licensing Activity, 2002 — 2006

2005

Description 2004

Prior Licensed 3 3 4 3 6

Licensed 0 1 0 4 10

Withdraw of Registration

Insurance Companies. As of end 2006, nine non-life insurance companies operated in Kosovo, three
of which are branches of foreign companies: one from Albania) one subsidiary company from
Croatia and one from Turkey. One insurance company has changed its ownership structure with a
new composition of 49% domestic ownership and 51% foreign. The remaining three are insurance
companies with domestic ownership including a new firm that started operations in 2006.
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Insurance Intermediaries. This category includes Agents, Surplus Line Brokers, and Loss Adjusters
(corporate and independent complaint adjusters). During 2006 the number of agents increased
from 658 to 784, whereas the rest of the categories remained at the same levels.

Supplementary Pension Funds. No new pension funds were licenced in 2006 while five of the
existing funds voluntarily ceased activities, reducing such funds from six to one. At its own
initiative, or at the request of each contributing company, the CBAK revoked its license, and
appointed a receiver.

Pension Fund Providers. The first private pension fund provider was licensed in Kosovo in 2006.
The CBAK Governing Board granted a license to a private supplementary pension fund -
‘Slovenian-Kosovar Fund’- which will also operates as an asset manager for the accumulated funds.

Table 15: Insurance Companies Licensing Activity, 2002 - 2006

Description 2003 2004 2005 2006
Prior Licensed 0 8 8 8 8
Licensed 8 1 2 1 1
Canceled 0 =1l -2 =1l 0
Total 8 8 8 9
Table 16: Insurance Intermediaries Licensing Activity, 2002 — 2006

Description 2002 2003 2004 2005 2006
Agents 231 307 446 658 784
Broker Surplus Line 0 1 3 3 3
Broker 0 0 0 2 2
Loss Adjuster Corporate 1 0 1 2 2
Independent Complaints Adjusters 0 0 2 3 3
Table 17: Pension Funds Licensing Activity, 2002 — 2006

Description 2002 2003 2004 2005 2006
Supplementary Pension Funds 5 6 3 6 1
Private Pension Fund Provider 0 0 0 0 1

4.3 Financial Supervision Activities

One of the main functions of CBAK is to provide supervisory and regulatory oversight to financial
institutions in a way that fosters a sound, accessible, and competitive financial system that both
inspires trust and offers a large scope of financial services. In carrying out this mission, the
Banking, Insurance, and Pension Supervision Directorates are responsible for licensing, regulating
and controlling financial institutions and non-bank financial institutions operating in Kosovo.
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4.3.1 Banking supervision aims to protect depositors' funds and to maintain a stable financial
system by fostering an efficient and competitive financial environment. The CBAK Banking
Supervision Directorate promotes these goals through:

A Stable Banking and Non-Banking Financial System

The promotion of a safe, sound, and stable financial system is one of the most basic reasons for the
existence of financial institution supervision and regulation. A stable financial system provides
depositors with a secure place to keep their funds. It provides businesses and individuals a
dependable framework for conducting monetary transactions.

A Competitive Banking and Non-Banking Financial System

Another important purpose of financial institution supervision and regulation is the maintenance
of a competitive financial system. A competitive financial system provides customers with the
lowest priced and most efficiently delivered financial goods and services.

A Fair Banking and Non-Banking Financial System

Another important goal of regulation is consumer protection. Appropriate rules and regulations
require financial institutions to disclose information that helps consumers evaluate product options
open to them, such as the cost of credit, their rights and potential liability, and the true rate of
return on their deposits.

CBAK rules and UNMIK regulations govern many aspects of banks and non-bank financial
institutions. Matters such as who owns, controls, and manage financial institutions; how much
financial institutions can lend to a single customer or group of customers; how much capital
financial institutions should have; where financial institutions can locate their offices; and what
services they can provide are all addressed by banking and non-banking rules and regulations.

The main objective of the supervisory process is to evaluate the over—all safety and soundness of
financial institutions. This evaluation includes an assessment of the organization’s risk-
management systems, financial condition, loan portfolio and compliance with applicable banking
and non-banking rules and regulations.

The supervisory process entails both on-site examinations and off-site surveillance and monitoring.
In general, CBAK staff performs on-site examinations of banking and non-banking financial
institutions at least once every twelve months. This routine may be supported by more frequent
“targeted” examinations in order to follow up the implementation of previous recommendations.

CBAK examines financial institutions” operations by:

Off-site Analysis - Collecting information (reports, information and data which banks and non-
bank financial institutions submit to the CBAK) and rating the indicators of operations and
comparing these with prescribed limits, previous data and accepted international standards.
On-site Examinations - Performing qualitative appraisal of banks and non-bank financial
institutions activities by checking their internal data using a risk based approach.

In its off-site supervision of financial institutions, the CBAK uses ongoing screening analyses to
help detect adverse trends developing in financial institutions and in the financial industry. This
information enables the CBAK to better direct examiner resources to those institutions needing
supervisory attention.



The on-site examination is the fact-finding phase of supervision. The facts are analyzed to
determine the condition of the financial institution. These findings are summarized in the Report of
Examination. Using these facts, the risk profile of the financial institution is determined, which in
turn dictates the manner in which the institution will be treated by supervisors during the
forthcoming supervisory cycle.

The CBAK on-site examination team conducts an in-depth evaluation of the scope of formalized
policies, procedures and practices that are used by the financial institution to manage and control
its loan portfolio. The purpose of this specific loan review is to identify problems in the loan area
since loans usually represent the greatest source of risk in financial institutions. This risk is limited
by CBAK rules and regulations.

Risk-Focused Supervision - With banking and non-banking financial institutions growing in both
size and complexity, the CBAK has moved towards a risk-focused approach to supervision that is
more a continuous process than a point-in-time examination. The goal of the risk-focused
supervision is to identify the greatest risks to a financial institution and assess the ability of the
institution’s management to identify, measure, monitor, and control these risks.

CBAK uses the CAMEL approach for risk assessment. The CAMEL supervisory assessment system
is a supervisory tool used by most bank supervisors in the developed countries. This supervisory
system is an acronym for the five components of the assessment system: Capital adequacy, Asset
quality, Management and administration, Earnings, and Liquidity. Each component of CAMEL is
rated from 1 to 5, with 1 expressing the best rating and 5 expressing the lowest rating. In addition,
the financial institution is assigned an overall composite rating from 1 to 5, which is derived from
the individual component ratings.

Each bank and large non-bank financial institution is assigned a composite assessment rating based
on the evaluation of pertinent financial and operational standards according to uniform criteria and
principles including: :

¢ Capital Adequacy - The adequacy of the capital base, net worth and reserves to support present
operations, the usual occurrence of a risk, and future growth of the financial institution.

* Asset Quality - The quality of loans, investments and other assets.

¢ Quality of Management - The ability of management to properly administer all aspects of the
business of the financial institution, and plan for further needs and changing circumstances.

¢ Earnings -The ability to generate earnings to cover its costs, including adequate provisions for
possible loan losses, pay interest on deposits and provide adequate security for depositors’” funds.

e Liquidity - The maintenance of enough liquid assets to cover current needs, particularly
depositors’ withdrawals.

The results of an on-site examination are reported to the board of directors and management of the
financial institution in a report of examination based on this CAMEL supervisory assessment
system.
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Table 18: Bank supervision: On-Site Examination conducted during the year 2006

Description No. of Examinations

Banks - full scope 4
Banks - focused 6
Banks — branches — pre-opening and reallocation 32
Micro Financial Institutions - full scope 12
Money Transfer Agencies — full scope 2
Exchange Bureaus — full scope 4

4.3.2 The Insurance and Pension Supervision Directorate main objective is to maintainin security,
stability and efficiency of the insurance and pension sectors, to protect policyholders and to offer a
proper operational environment for shareholders. Therefore, supervision and examination
procedures were performed based on the annual inspection plan for 2006. Insurance companies,
nsurance intermediaries and pension funds are supervised through:

Off-Site Analysis is performed by collecting information (reports and other data) which insurance
companies and pension funds submit to the CBAK. Based on the analysis of the information
received,,operational indicators such as solvency margin, financial strength, loss ratio, technical
provisions, maximum risk retention, reinsurance are rated against international standards. Also,
CBAK assesses compliance with its rules and regulations. Off-site analysis identifies the issues and
weaknesses in an insurance companyor pension fund, whereas on-site examinations verify and
monitor the improvement of the weaknesses identified.

On-Site Examinations - On-site examinations are a crucial part of the supervision process. It is
important to verify data and information submitted by the insurance companies and pension funds
on an ongoing basis. Amongst others, it allows Insurance and Pension Supervision to assess
management’s decision making processes and internal controls. To make this assessment, CBAK
uses a Score Card System (SCS). The SCS is a performance grading system consisting of a five-level
score from 1 to 5 with 1 identifying the highest risk and 5 the lowest. The system includes five
components in its grading: Fit and proper (management and shareholding structure), System and
Controls (underwriting, claims processing, technical provision, compliance, etc), Quality of
Reinsurance, Auditors Report and Fairness to Policy Holders.

Based on this examination system, individual scores and the overall score are based on professional
judgment. The scores are analyzed to determine the condition of the institution. The condition of
the company is summarized in the Report of Examination and based on the findings a supervisory
strategy is developed for the institution’s next supervisory cycle.
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Table 19: Insurance Supervision: On-Site Examination conducted during the year 2006

Description No. of Examinations

Insurance Company - full scope 6
Insurance Company - focused 9
Insurance Companies — agents offices 185
Broker surplus Line 3
Insurance Broker 3

During 2006, all of the six supplementary pension funds that were operating within different public
corporations ceased to be active as a consequence of voluntary or non-voluntary termination.
These terminations were due to high amounts of unfunded liabilities, failure, or change in the
ownership of the contributing company. At its own initiative or by request of each contributing
company, the CBAK revoked its license, and appointed a receiver. At the end of the still on-going
liquidation process, the remaining assets former pension funds will be transferred to other pension
funds or, in certain cases, transferred to escrow accounts in commercial banks opened on behalf of
each pension holder; as for small pension rights, they are expected to be paid back to their
beneficiaries.

Table 20: Pension Supervision: On-Site Examination conducted during the year 2006

Description No. of Examinations

KPST 1

Supplementary Pension Funds 3

4.4. Enforcement Actions

Despite the efforts of supervisors, situations have occurred where banks failed to meet supervisory
prudential requirements or used unsafe and unsound banking and insurance practices. As a result
of regulatory violations or unsafe and unsound banking practice, the CBAK initiated 22
enforcement actions against banks in 2006, whereas insurance supervision initiated 16 enforcement
actions against insurance companies

In 2006 enforcement actions taken under Regulation No. 1999/21 and 2001/25, range from written
warnings to revocation of license and were based on the weight of violations, risk exposure,
repeated violations, etc. Types of enforcement actions taken by CBAK included oral or written
communication, restriction of certain activities, formal agreements between CBAK and banks, and
requirements for increases of equity capital, and monetary penalties. Enforcement actions
undertaken against banks have resulted in the stronger financial positions of financial institutions
and reduced risks.
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Box 6. Liquidation of the Credit Bank of Prishtina (CBP)

In March 13 2006, CBAK Governing Board revoked the license of the CBP, ordered the interruption of its activities as of
March 13 2005, dismissed the bank’s governing Board and management and appointed a receiver to manage the bank and
protect the depositors” interest. Consequently:

e First traunche of repayment to depositors of up to euro 1.000 was performed immediately.

® Second traunche of repayment to depositors was increased to euro 3.500 soon after.

¢ Further traunches of repayment were performed in several waves, as the receiver collected sufficient funds in order to
cover 70% of the deposits, with a repayment ceiling of euro 20.000 per depositor.

® At the present, euro 9 million has been repaid to depositors out of euro 32 million.

* Based on the present expectations of loan recoveries, the Receiver foresees a good possibility of collecting loans from the
borrowers of the CBP. Higher and quicker repayment of deposits will depend on the collection of loans.

* The liquidation process may last several years.
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5. Services provided to the Authorities, the financial community and the public

The Central Banking Authority of Kosovo provides public institutions, the financial community,
and the public with the usual financial services offered by a central bank, with the exception of any
credit facility or temporary liquidity since the CBAK is not an issuing bank. As a result of decisions
of the United Nations Mission in Kosovo, the currency used in Kosovo is the euro.

5.1. Cash Operations and Management

The CBAK is responsible to ensure an adequate supply of banknotes and coins for the settlement of
cash transactions in the economy. As the euro is the principal currency permitted to be used in
Kosovo, the CBAK’s responsibilities regarding cash operations and management relate to euro.

Figure 27: Supply of euro banknotes (number of denominations)
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Figure 28: Supply of euro coins (number of denominations)
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As it is shown in the figures above, during the course of 2006, the CBAK supplied commercial
banks and other institutions with over 3.5 million euro banknotes amounting to nearly euro 143
million and 1.8 million euro coins amounting to nearly euro 0.65 million. In terms of total value,
the cash supplied in 2006 decreased by nearly 13.2 percent compared to 2005, while the structure of
cash supply according to denominations varied noticeably year-on-year. While the supply of 5 and
20 euro banknotes increased, the supply of other denominations decreased. Then, whereas the
supply of highest denomination coins (0.5, 1 and 2-euro coins) increased, the supply of lowest
denomination coins (1, 2, 5, 10, and 20-eurocent coins) decreased, although the CBAK continued to
promote the use of red coins (1, 2, 5-eurocent coins) and made them available like the previous
year. The decrease of supply of red coins reflects the decrease of need for them primarily caused by
relative rounding of retail prices.
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Figure 29: Accepted euro banknotes (number of denominations)
4 o N\
o}
8 R
< N
H2005 m2006 3 a
NN
<
[=} 2} ©o
=} ”m o < )
5 e R g g 3
~ [9) o ~ o X o
3 = a4 - 8 4 g
- - o S
3 &
0
8 —
koS S 19
,:‘ ~ N«
wn o >
NN © E
€500 €200 €100 €50 €20 €10 €5
- )

Source: CBAK (2007)

Figure 30: Accepted euro coins (number of denominations)

4 N\

m2005 m®2006

659,600
686,268

519,786
491,175
475,827

436,000
449,952

373,000
371,200

323,700

1,151
638

€2 €1 €0.5 €0.2 €0.1 €0.05 €0.02 €0.01

- J
Source: CBAK (2007)

On the other hand, in 2006 the CBAK accepted more than 7.4 million euro banknotes and more
than 2.6 million euro coins as cash deposits by the commercial banks and other institutions.
Expressed in value, these deposits reached nearly euro 435.8 million and nearly euro 2.0 million,
respectively. In contrast to the cash supplied by the CBAK, the total value of cash deposited with
the CBAK shows an increase of 7.1 percent compared to the previous year.

Same as previous years, in 2006, the cash deposited with the CBAK was higher than the cash
supplied by the CBAK. Actually, reaching around euro 294.7 million in 2006, the difference was
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more significant than in the previous two years when it was around euro 249.8 million and euro
176.8 million, respectively. As the CBAK keeps in the vaults only the minimum required level of
cash by shipping to the euro area the excess, where it is transformed into interest-earning assets,
the year-on-year increase of the cash deposited over cash supplied lead also to increase of the net
cash shipment abroad. The net cash shipment abroad in 2006 amounting to euro 306.8 million was
considerably higher than in 2005 and 2004, when it was euro 237.5 million and euro 191 million,
respectively.

Figure 31: Soiled banknotes retained from circulation (2006 vs. 2005)
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Processing of banknotes and coins deposited with the CBAK continued to be carried out by modern
processing equipment and according to standard rules. Indeed, in 2006, the CBAK enhanced the
pool of cash processing equipment with several most up-to-date items. In the course of 2006,
nearly 2.6 million euro banknotes (34.9 percent of euro banknotes deposited with the CBAK) were
classified as soiled and were retained from circulation and shipped to the euro area. Such a
considerable volume of soiled euro banknotes retained from circulation contributed significantly to
the improvement of the quality of cash in circulation.

The quality of cash in circulation was also improved through supply of brand new euro banknotes,
which were shipped from the euro area. During 2006, the CBAK supplied nearly 2.0 million brand
new euro banknotes (54.7 percent of all euro banknotes supplied). Most of new banknotes supplied
were low denomination banknotes, which were mainly supplied to the commercial banks for the
purpose of furnishing their ATMs. Then, also all of the used euro banknotes supplied were of the
highest standard quality.
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Figure 32: Ratio of brand new banknotes supplied in 2006 to total
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Figure 33: Brand new banknotes supplied (2006 vs. 2005)
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Regarding anti-counterfeit measures, the CBAK continued to analyze cases of counterfeit currency
throughout 2006. In addition, it continued to cooperate with the police authorities regarding the

reporting of counterfeits and training on counterfeits.

In particular, the CBAK and the police

authorities have cooperated on enhancing the procedures for counterfeit reporting by financial
institutions. Also terms of reference of a joint counterfeit analysis committee were agreed.
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5.2. Services provided to the Treasury

The function of the banker —or more appropriately of a financial services provider- to the Treasury
was given to the CBAK based on the Regulation, within the section on the specific powers of the
CBAK. The CBAK provides financial services on behalf of and for the account of not only the
Treasury, but also the other PISG entities and the KTA. It also offers financial services to major
public utility companies. In 2006, like in the previous years, these services mainly consisted of
account maintenance and payment operations to the exclusion of any credit facility.

Figure 34: Evolution of Treasury and other PISG and KTA deposits
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The Treasury and other PISG deposits together with KTA deposits constituted the majority of the
total deposits held in accounts with the CBAK. As of 31 December 2006, the Treasury and other
PISG deposits amounted to euro 195.7 million. During the year, KTA deposits became more
significant due to intensification of the privatization process, reaching euro 275 million at the end of
the year. The evolution of the deposits of the Treasury and other PISG entities and the KTA held in
accounts with the CBAK is presented in the figure above.

Also the majority of domestic payment operations are conducted on behalf of and for the account of
Treasury. As for the international payment operations of Treasury, at the end of 2006,
arrangements were made for carrying them out through CBAK.

During 2006, the CBAK continued to support enhancement of Treasury and other entities
transaction and reconciliation processes. Standard electronic forms of account and individual
transaction information developed in 2006 were customized for Treasury and KTA to better suit
their needs. Then, an application for automated generation of all Treasury account information
files was developed as a complementary tool to the special telecommunication link with Treasury,
which was also implemented in 2006.
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5.3. Asset Management

The CBAK is in charge of managing the funds deposited by the Ministry of Finance and Economy,
entities of the United Nations Interim Administration Mission in Kosovo and Provisional
Institutions of Self Government (PISG), public agencies, financial institutions, and donor
organizations. In practice, the deposited funds belongs namely to the Ministry of Finance (budget
reserves), the Kosovo Trust Agency —-KTA- (proceeds for the privatization process) and financial
institutions (mandatory liquidity reserves).

As of December 31, 2006, the total managed assets was euro 630 million, out of which the deposits
from the PISG and related entities was euro 196 (31 % of the total), KTA euro 275 million (44 %) and
financial institutions euro 121 million (19 %).

In accordance with UNMIK Regulation 2006/47 on the Central Banking Authority of Kosovo , the
Governing Board has determined the investment policy to be followed by the Management, and
under its control, by the asset management unit. Since a large amount of the managed funds are
public assets, or could be paid back with a short notice, a special focus is given to safety and
liquidity, and then to return on investments.

All investment operations are carried out with banks which enjoy high ratings (Aaa and Aa or
equivalent). Managed assets are placed in euro currency, either in bank term deposits (52% as of
end of year 2006), or in governmental securities (43%), with a maturity of less than one year and a
high investment grade (Aaa or Aa or equivalent) and last in current accounts. Exposures per single
counterparties and per countries are strictly limited. The compliance with the approved internal
investment rules is followed on a daily basis, while all operations are daily booked by an
independent back office and reported to the managing director office. Analyses of counterparty
risks as well as audits of the assets management functions are regularly carried out.

Deposits received by the CBAK are remunerated on the basis of the European Central Bank (ECB)
deposit facility rate, while in average the return obtained by the CBAK is closed to the ECB
minimum bid rate. CBAK is taking a margin which contributes to its earnings.
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5.4. Services Provided to the Financial Community

5.4.1. Payments System

One of the objectives of the CBAK is to foster an efficient and safe system for domestic payments.
Since its establishment, the CBAK has actively pursued this objective, and a major milestone was
achieved in May 2001, when the Interbank Clearing System (ICS) was established in order to
facilitate the domestic payment operations through the banking system. The CBAK not only
operates and oversees the ICS but also participates directly in its operations along with all
commercial banks.

The volume and the value of transactions routed through the ICS have been steadily increasing,
reflecting the relative increase of non-cash payments and the growth of confidence in the domestic
banking system. Meanwhile, ICS has undergone continuous technological development as the
means of transactions have been streamlined and enriched.

Figure 35: Annual volume and value of ICS transactions
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Like previous years, in 2006, the year-on-year increase of both volume and value of ICS
transactions was significant. During 2006, around 997 thousand transactions with a total value of
euro 2,325 million were channeled through the ICS. Compared to the ICS transactions in the
previous year, the volume of transactions increased 58 percent, and the value of transactions
increased 21 percent.
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Figure 36: Daily average volume and value of ICS transactions
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The significant growth of the ICS transactions can also be seen from the daily average data. The
daily value of ICS transactions in 2006 was around euro 9.3 million, compared to around euro 7.7
million in 2005. Then, the daily volume of ICS transactions in 2006 was nearly 4.0 thousand,
compared to around 2.5 thousand in 2005.

Figure 37: Annual volume of ICS transactions according to their types
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Figure 38: Annual value of ICS transactions according to their types
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Regular transactions constitute around 99 percent of ICS transactions, and they are channeled
through ICS as either individual (one-to-one) transactions or mass (one-to-many or many-to-one)
transactions. They are cleared through regular clearing sessions and settled on a net basis. It has to
be mentioned that in 2006, the second daily clearing session was introduced due to the increase of
the volume of regular transactions. Kos-giro transactions represent a distinct type of regular
transactions that are also cleared through clearing sessions and settled on a net basis. They are
channeled through ICS as mass (many-to-one) transactions. Whereas the individual regular
transactions are designed for payments in general and mass regular payments are designed for
payments and collections of various entities, the Kos-giro transactions are designed for
standardized and automated collections of large billing institutions. The Kos-giro transactions
were introduced in 2005 and had a significant relative increase in 2006.

Priority transactions still represent a small fraction of overall ICS transactions, but their volume has
been increasing considerably each year. They are cleared and settled immediately on a gross basis.
Similar to regular transactions, priority transactions can be channeled through ICS as either
individual or mass transactions.

The five distinct types of ICS transactions can be grouped into two categories depending on
whether they are settled on a net or gross basis as indicated above. Transactions settled on a net
basis continue to dominate over transactions settled on a gross basis. In terms of volume,
transactions settled on a gross basis, despite their annual doubling in 2006, continue to represent
less than one percent of ICS transactions. In terms of value, though, transactions settled on a gross
basis represent more than 10 percent of ICS transactions, and in 2006 they had an annual increase of
nearly 20 percent.
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Figure 39: Annual volume and value of ICS transactions: Net vs. Gross
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As a direct participant in the ICS, the CBAK takes part in the channeling of domestic payment
orders on behalf of and for the account of its clients. During 2006, the CBAK sent through ICS over
109.6 thousand outgoing payment orders, and it received through ICS 60.3 thousand incoming
payment orders. Expressed in value, the amount of outgoing payment orders in 2006 was euro
659.6 million, and the amount of incoming payment orders was euro 913.9 million. The CBAK
remained in terms of both value and volume of transactions the largest participant in the ICS.

5.4.2. Kos-giro

The Kos-giro scheme represents a major feature of the payments infrastructure. Its introduction a
year earlier was a major achievement in the development of low value high volume retail
payments. Kos-giro has been designed to facilitate bill payments through standardization and
automation of an efficient scheme for large billers, payers and the banking sector.

The Kos-giro is based on internationally accepted standards and provides a way for the payer to
pay bills to the biller through the banking system. The biller provides the payer with the bill
(payment request) with a standardized payment form attached, which contains payment details in
a bar code. When the form is presented to the bank, automatically the payment details are obtained
through bar code reader device and the payment is initiated, i.e. the payer’s account is debited or
the payer pays in cash. Actually, if the biller has the account at the same bank, the payment is
finalized immediately, i.e. the biller's account is credited. Alternatively, the payment is finalized
after being channeled through ICS. In addition, Kos-giro also provides for a standardized and
efficient way of providing necessary details to the biller for automated reconciliation.

The Kos-giro scheme underwent significant developments in 2006. Although initially, designed as
scheme to enable free-of-charge processing of bills for the payer, it was adjusted to enable also the
alternative processing (with charges borne by the payer) depending on the position of the biller.
Regarding the original arrangement an agreement among banks was achieved in 2006 laying out
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the interbank fee policy and procedure. In the course of the year, two new billing institutions
joined the Kos-giro scheme KEK for electricity bills and Kosovo Property Agency for its rental
scheme. Also, the UNMIK Customs Service has made the necessary preparations and is expected
to join the scheme in early 2007.

5.4.3. Credit Registry of Kosovo

One of the main services that the CBAK provides to the financial community, namely credit
providing institutions, is making available the credit reports on their credit applicants and
borrowers through the Credit Registry of Kosovo (CRK) system that was introduced in 2006. The
CRK is designed as a web-based application and is accessible online and in real time by credit
providing institutions. In the CRK, credit providing institutions enter and update data on their
granted credits, and they may obtain from the CRK a summary report on level and status of
outstanding credits related to their individual borrowers or credit applicants. The CRK is designed
also that through CBAK each interested person could obtain own credit details. Then, it also serves
for the supervisory purposes of the Bank Supervision.

The CRK provides an important tool for functioning of the credit market. It enables better
assessment of creditworthiness and risks of the borrower / credit applicant and, as a result, it
greatly facilitates the credit granting process.

During 2006, the CRK underwent several upgrades in order to enhance its function for both the
credit providing institutions and the Bank Supervision. In order to better meet needs and inquiries
of credit providing institutions and Bank Supervision, a special organizational unit was established
in the second half of 2006. Apart from running the system, this unit also coordinates its further
development and monitors technical compliance of credit providing institutions.
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5.5. Research and Statistics Activities

The greatest accomplishment of the Research and Statistics Directorate (RSD) during 2006 was the
compilation of the Kosovo Balance of Payments (BOP) statistics for two consecutive years, 2004 and
2005. This is the first time that the BOP statistics were compiled and disseminated by the RSD, as
published in CBAK Bulletin No. 3. Concerning the financial sector statistics, they have been
improved in terms of quality and quantity, thus providing a reliable source of information for
various users.

The RSD has continued to publish the Monthly Statistics Bulletin (MSB). In December of 2006, the
RSD published the 64th edition of the MSB (with quarterly assessment), with the primary objective
of improving the statistics in Kosovo. Also, the dissemination of the time-series on the official
CBAK website and in the layout of the bulletin, including the monthly data since end-2000, seems
to be appreciated by the users.

The CBAK Bulletin (Structure of the Financial Sector) was also compiled and published in 2006. It
contains information on the financial sector in Kosovo, with special reference to the banking sector,
and describes the main developments in the sector. In the future, this information will be included
in a new publication with the title of the Financial Stability Report.

During 2006, two studies were initiated within the RSD. One study related to the intermediation
costs of the banking sector and the second related to the privatization process in Kosovo. The
studies are continuing and the results will be published by the CBAK.
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6. Internal Developments

6.1. New Regulation on CBAK

In August 2006, The Special Representative of the Secretary General (SRSG) has signed a new
regulation on the Central Banking Authority of Kosovo. This new regulation has been drafted with
the aim of increasing the role of Kosovars and Kosovo’s Institutions.

The new regulation asserts the role of the CBAK in the financial sector through two principal
objectives: (i) fostering the soundness, solvency and efficient functioning of a stable market-based
financial system, encouraging market emergence of safe financial instruments; and (ii) supporting
the general economic policies in Kosovo with a view to contribute to an efficient allocation of
resources in accordance with the principles of an open market economy.

The tasks of the CBAK are clearly identified in the areas of financial supervision, payments
systems, economic studies, participation and membership in international financial institutions,
organizations and councils which falls within its fields of competence.

Main provisions of the newly approved CBAK Regulation No. 2006/47 are:

e General Powers have been broaden in order to ensure operational independency and neutrality-
(Section 4.2). C

¢ Capital shall increase from 10 to 20 million Euro-(Sections 12.1)

e Composition of The Governing Board ensures majority of the member appointed by the Kosovar
institutions- (Section 18) - The Governing Board shall be composed of five members appointed by
the Special Representative of the Secretary-General, the Managing Director who shall be the Chief
Executive Officer of the CBAK, and four non-executive Directors among which the Chairperson of
the Board. In consultation with the Special Representative of the Secretary-General: (a) the
Managing Director will be nominated by a proposal of the PISG which, after approval by the
Assembly, shall be submitted for appointment to the SRSG1. Two non-executive Directors shall be
nominated by a proposal of the PISG, one of which upon proposal to the PISG by the Ministry of
Finance and Economy, and both of which after approval by the Assembly, shall be submitted to the
SRSG for appointment; and (b) One non-executive Director will be the Director of the Treasury and
another non-executive Director will be nominated by a proposal by UNMIK. As a transitional
provision, the SRSG shall be appoint directly the first person to assume the responsibilities of
Managing Director (Section 10). One of the two non-executive Directors appointed by the SRSG
shall be designated by the SRSG as the Chairperson of the Governing Board, following
consultations with the Board members. Governing Board members, except the Directors of the
Treasury, and the two Deputy managing Directors, must be persons of recognized integrity and
professional high education and experience in financial, banking, or legal matters, without any
political mandate, current or having lasted less than one year. Previous governing Board was
composed of 7 members, all directly appointed by The SRSG

. International Functions are enlarged —(Section 8)
o A greater role in the field of economic information — (Section 9)
. Financial independence is ensured — (Section 14)



6.2 Physical Security Upgrade Project

A very important and large Project related to the security upgrade of the CBAK building started in
April 2006 and by the end of 2006 around 90% of projected works were completed.

The first and main aim of this project was to ensure the safe and secure function of the Bank, the
execution of its everyday transactions and in the handling of major money transfers. Consequently,
new areas for different categories of transfers have been relocated and high security devices have
been installed accordingly. Subsequently, a comprehensive Access Control system has been
installed and restricted areas have been provided with Biometric door Access Control, including
complete new computer network (LAN), telephone network and entire electrical system. In
addition, a complete new system of CCITV cameras for the whole building together with the
external areas, including a new Intruder Alarm system linked to the Police, then a new Fire Alarm
system was installed. There has been rational rearrangement of office space as well.

Also, significant upgrade has been done with respect to Health and Fire Safety and outside the
building as well. For the particular care of disabled persons, a disabled ramp has been constructed
outside the building, whereas the entire roof waterproof system has been changed.

Last but not least, it is to be highlighted that complete Project has been performed according to the
best EU standards and CBAK has complied all the time with all required permissions from
respective authorities.

Finally, the CBAK acknowledges great contribution and understanding shown by its staff in
performing the business activities without any interruption parallel with the execution of this large
and very important Project.

6.3 Governance and Internal Control

Inspector General exercises the function of head of internal control. He is appointed by the
Managing Director with the approval of the Governing Board and could be removed from office
only by a decision of the Special Representative of the Secretary-General. The present Inspector
General has been appointed for a five years mandate starting February 2007.

Inspector General is one of the three members of the audit committee —the two others are Board
members- and he reports both to the managing Director and to the Audit committee, and last
through this channel to the Board.

The Office of the Inspector General comprises two units: internal audit and budget control
(operations analysis and cost accounting).

6.3.1 Internal audit

Internal audit has worked according to the Annual Plan -approved by both the Audit Committee
and the Governing Board- which is based on a risk approach. Depending of the foreseen risks,
controls and audits are conducted from a monthly to an annual basis, generally at the initiative of
the Inspector General, while the Managing Director and the Audit Committee are also at the origin
of targeted audits

70



71

Numerous controls on valuable assets, namely cash, and accounts reconciliation were performed in
the course of last year, showing only very little discrepancies. Regarding audits themselves, they
have aimed to achieving the following goals:

¢ Fulfillment of objectives and aims defined by the management

* Rational and effective usage of assets

* Responsibility and integration of information

¢ Compliance of operations with policies, plans, procedures, regulations and laws in force.

In order to share experience and to strengthen capacities, the Inspector General has embarked in an
extensive cooperation program with the central banks of the region, while internal control activities
have still benefited from training and technical assistance provided by foreign institutions. In that
respect, the Inspector General and his staff have joined the International Institute of Auditors.

6.3.2 Budget control

This unit controls the conformity of expenditures with the budgetary lines approved by the
Governing Board; it also gives a special focus on the compliance of procurement process and
documentation of expenses. It has started to perform detailed operational and cost accounting
analyses; these functions will be developed in 2007 and 2008.



6.4 Human Resources Development

The Year 2006 marks an important set of milestones related to further increase of CBAK staff
knowledge, skills and expertise.

During the year 2006, more than 45% of all CBAK staff participated in relevant courses organized
by different international institutions (IMF - Joint Vienna Institute, European Central Bank,
Deutsche Bundesbank, Banque de France, Austrian National Bank, The Federal Reserve Bank of
New York, Bank of Japan etc.) and other institutions in Kosovo (Kosovo Bankers Association,
SCAAK, etc.).

In addition, a special one year Professional Development Program and the three months Executive
Leadership Program sponsored by USAID have been successfully completed by five senior
managers of the CBAK. Also, in line with its Staff Training and Development Policy, the CBAK
continued to sponsor enrollment of its most skilled staff in job related postgraduate studies.

During 2006, the average number of CBAK employees stood at 141, which is just 1% higher
compare to its average during 2005. In terms of the structure, 48% was female employees, and 4,5%
from Minorities, whereas in terms of qualifications around 60% of employees held university
degree.

6.5 CBAK Organizational Structure Upgrade in 2006

The overall objective of organizational structure change in 2006 was to enhance the CBAK’s
development by strengthening its capacity to deliver its strategic agenda, thanks to a carefully
designed organization structure.

Introduced in January 2006, the new Organizational Structure has highlighted the Kosovarisation
process in the management of the CBAK, through appointment of two senior local staff (Chief
Operations Officer and Chief Supervision Officer) as Deputy Managing Directors of the CBAK. At
the same time, aimed to further increase its efficiency, accountability and transparent governance,
two organizational pillars of the CBAK (Financial Supervision and Central Banking Operations)
were reorganized into several directorates, two in Financial Supervision and four in the Central
Banking Operations. In 2006, only one foreigner carried out executive functions (the Managing
Director), while three expatriate experts held the following positions: adviser for financial
supervision, senior officer in charge of financial regulation, personal assistant to the managing
director.
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M KPMG Albania Sh.p.k. - Kosovo Telephone  +381 38 246 771

Sulejman Vokshi, No. 14 Telafx +381 38 246 772
Pristina, Kosovo E-mail office@kpmg.al

Independent Auditors’ Report

To the Governing Board of the
Central Banking Authority of Kosovo

We have audited the accompanying financial statements of Central Banking Authority of
Kosovo (“the Bank™), which comprise the balance sheet as at 31 December 2006, and the
income statement, statement of changes in equity and cash flow statement for the year then
ended, and a summary of significant accounting policies and other explanatory notes.

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. This responsibility
includes: designing, implementing and maintaining internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatements, whether
due to fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Auditors’ 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 relevant ethical requirements and plan and perform the audit to
obtain reasonable assurance whether the financial statements are free of 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 our judgment,
including the assessment of the risks of material misstatement of the financial statements,
whether due to fraud or error. In making those risk assessments, we consider internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting principles 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 sufficient and appropriate to provide a
basis for our opinion.

KPMG Albania Sh.p.k, an Albanian limited liabiity company and a
mamber firm of the KPMG Network of independent member firms
affilated with KPMG International, a Swiss cooperative
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Opinion

In our opinion, the financial statements give a true and fair view of the financial position of the
Bank as at 31 December 2006, and of its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting Standards.

KPMG Albania Sh.p.k.

MG Mbvun

18 May 2007
Prishtina, Kosovo

77

CBAK - Central Banking Authority of Kosovo



CBAK

Annual Report 2006

Central Banking Authority of Kosovo

Balance sheet

As at 31 December

In EUR 000 Note 2006 2005
Assets

Cash on hand 6 11.136 24.464
Current accounts with non resident banks 7 22,480 23.765
Treasury bills 8 203.398 159,269
Deposit accounts with non resident banks 9 404,025 190,633
Property and equipment 10 1,262 329
Intangible assets 11 144 165
Other assets 12 173 3707
Total assets 642,622 399,002
Liabilities

Due to domestic banks 13 94,477 82,518
Due to local governmental institutions 14 475,821 229.891
Due to public and commercial entities 15 45,076 64,126
Other domestic liabilities 16 2,658 2,745
Total liabilities 618,032 379,280
Capital and reserve

Statutory fund 17 10,000 10,000
Reserve fund 18 14,590 9,722
Total capital and reserve 24,590 19,722
Total liabilities, capital and reserves 642,622 399,002

The notes on pages 1 to 30 are an integral part of these financial statements.

These financial statements set out on pages 1 to 30 were approved by the Management of the CBAK on 18

May 2007 and signed on its behalf by:
o/ W

L
ichel Svetchine Gahi Gerguri
Managing Director Deputy Managing Director

CBAK - Central Banking Authority of Kosovo 78



Annual Report 2006

79

Central Banking Authority of Kosove
Income statement

For the year ended 31 December

In EUR 000 Note 2006 2o0s
Inferest incoma 15,187 7369
Interest axpense (8,731) (3,433
Met interast meome 19 6,456 1937
Fee and commuzsion meome 744 705
Fee and commussion expense (250 (557
Met fze and commussion income 20 4894 148
Grant revenue | 317 468
Cther operating mncome 2 9 311
Operating income 5,059 4,564
Personnel axpenses 23 (1,254) (1,085)
Depraciation and ameortisation 10,11 (282) (365)
Ceneral and administative expenses 24 (370 (822
Operating expenses (2,406) (2.273)
Profit for the period 5653 1591

The notes on pagas 1 to 30 are an miegral part of thess financial statements.
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Central Banking Authority of Kosovo

Statement of changes in equity for the vear ended 31 December 2008

Annual Report 2006

Statutory Retained

In ELR 000 fund  Reserve fund Earming: Total
Balance at | Janmary 2003 10,000 7513 - 17,513
Profit for the peniod - - 2591 1.501
Total recogmized mecome and

expense - - 2501 1501
Payments to the Mimnzstry of Finance

and Econonyy - (382 - (282)
Transfer to rasarve fund - 2591 (2,591) -
Balance at 31 December 2005 10,000 9,722 - 19,721
Balance at 1 January 2006 10,000 9,712 - 19,722
Profit for the penod - - 5653 | 5,653
Total recognised mecome and

axpanza - - 5,653 5,653
FPayments to the Muustry of Finance

and Econonyy - (785) - (T85)
Transfer to raserve fund - 5.653 (3,653) -
Balance at 31 December 2006 10,000 14,200 - 14,580

The notes on pages 1 to 30 are an mtegral part of these financial statemnents.
3
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Central Banking Authority of Kosovo
Statement of cash flows

For the vear ended 31 December

In EUR 000 Notes 1006 ons
Cash flows from operating acdvifies

Net surplus for the vear 5653 1501
Adustrnents for:

Depreciation 10 137 163
Amortisation 11 145 04
Grant revenne for the year 16 {124) (189
Inferast incomea 19 (15,187 (7,368)
Inferast expanse 19 8731 3432
Coarating cash flows bgfore changes in working capital (e435) (1,178}
Decreaze{increase) in treasury bills (37,178} Loo4
Decreaze{increase) in deposit acoounts with non resident banks (24.254) (2.2500
Decreaze(increase) in odver assets 200 {2
Increaze m due to domestdc banks 11,059 0619
Increase in due to local governmentsl metimbons 245 830 4682
Increaze/{decrease) m due to public and conunercial entities {19,050) 31,300
Increase/(decrease) in other domestdc labilines (5) §l1
Cash fTows ured in apenaring aciivinias 156,957 §2,512
Inferast recaived 13,875 TA46
Inferast paid (B.731) 3,432
Nut cash from oparating acriviiies 162,101 56,506
Cash flows from investing acdvities

Acquisition of equipment 10 (1,070} (65)
Acquisitton of mtanzible assets 11 {129 {130}
Nt cash uzed in imasiing activities (1,194 (I193)
Cash flows from fnancing acdvities

Payments o Minisry of Finance and Econonty 18 {785) (382)
Proceeds from grants 16 42 112
Nat cash from finmncing acrvines (743) (278}
Met (decrease)/increase in cash and cash equivalenrs 160,164 36,041
Cash and cash equivalents at 1 January 345,834 192,783
Cash and cash equivalents at 31 December 25 505,008 4580

Thea notes on pages 1 to 20 are an mtegral part of these fnancial statements
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Central Banking Authority of Kasove

Notes to the financial statements
{dmornis i EUR 000, wnlass atharwise sianad)

L

Reporting entity

The Central Bankmgz Authonity of Keosove (the “CBAK™), a successor to the Banking and
Payments Autherity of Kesove (BPK) is a distinet public entity with the authonty to license,
supervise and regulate financial institutions m the tenttory of Kosovo., The CBAK was establizhed
in accordance with the provisions of the United Mations Inferim Administration Mission in Kosovo
(UNME™) Fegalation no. 1999720 15sued on November 13, 1999 (as amended on October 1,
2001, ) “On the Bankmg and Payments Authority of Kosovo”. Furthermore, on August 24, 2006
Special Bepresentative of the Secretary General has signed a new Regulation on Central Banking
Anthonty of Kosovo and ransformed the Bankmg and Pavments Autheortty of Kosove mte Central
Bankmgz Autherity of Eosove. Under thas Regulation the CBAK s principal objectives are to:

Foster the soumdness, solvency and efficient finefioning of a stable markst based financial
system, encouraging market emergence of safe financial instroments; and

Support the general economrc policies mm Kosovo wath a wiew to contmbuting fo an
efficient allocation of resowrces mn accordance wath the prmeiples of an opsn market
econcny.

The CBAK has, among others, the following specific powers to:

Fecommend bread policy zudelmes fo the Special Eepresentatrve of the Secretary-
General of the  Umited Mations and Provisional Institutions of Self Government in arsas
under its responsibility,

Fommlate and mplement measures for, and oversee and regulate, payments and
settlemmant systems  for transactions m domestic and foreign cumency in Kosovo;

Cham and operate one or more payments systems;

Apct a5 banker and fiscal agent to the Ministry of Finance and Econonty and, to provide
financial advice at its requast;

Hold foreign curency deposits of banks, Mmistry of Fmance and Econonty and other
public entifies;

Ensure an adequate supply of bank notes and coms for the seftlement of cash transactions;
License, superiize and regulate fimancal msttutions; and

Conduct regular economic and menetary analysis of the Kosove econonry, make public
the results, and subumt proposals and measures to the Unsted Nations Inferim
Adnynistration Mission mn Kosovo and the Provisional Insttutions of Self Government on
the bass of such analy=s.

The CBAK operates from the prenuses located in Pristina.

The address of the registerad office of the CBAK is as follows:

33, Ganbaldi Street,
Pristma,
Kosove.

wh
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Central Banking Authority of Kosova

Notes to the financial statements

{Amounis in EUR 000, unless otharwisg siated)

1. Reporting entity (continued)
Governing Board

The Governmg Board determmines policies for the operations of the CBAK and superases their
implementaton. Under UNMIE regulations, the Board 15 compeosad of five mambers appointed the
Special Fepresentative of the Secretary General.

As at 31 December 2006 the Govemning Board of CBAK comprised of the following members:
- bir Apd Begn, Chatrperson of Governimg Beard, MWon-executive Director

- bir Michsl Svetchine, Managing Divector of CBAK

- M= Chizra Bronchi, WMon-exacutive Director

- by Lulzim Ismgghi, Won-sxacutve Director

- Wi Gazmend Lubotem, Won-executive Dhirector

1. Basis of preparation

(a) Statement of compliance

The financial statements have been prepared in accordance with Infernatienal Finanecial Reporting
Standards ([FR.Ss).

(b) Basis of measurement

The financial statements have been prepared on the hustorical cost basis.

(¢) Functional and presentation currency

These financial statements are presemted im ewre (EURT), wlhich 15 the CBAK's fimctional
curency. Except as mdicated, financizl information presented in ewo has been rounded to the
nearest thowsand.

(d) TUse of estimates and judzments

The preparation of financial statements requires managemesnt to make mdzments, sstimates and
assumpiens that affect the application of pelicies and the reported amounts of assets, Labilities,
income and expenses. Actual results may differ from these eshmatas.

Estimates and underlying assumptions are reviewsad on an ongomg basis. Revisions fo accounting

asfimates are recogiuzed m the pertod m wiluch the estimate 15 revised and in any fuhwre penods
affactad.
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Central Banking Authority of Kosova

Notes to the financial statements
{dmounis in EUR 000, wniess otherwise siated)

2. Basis of preparation (continued)
(d)  Use of estimates and judzments (continued)

In particular, mfoomation about siznificant areas of estimation uncertainty and critical judsments m
applying accounting policies that have the most sigmficant effect on the amount recognized m the
financial statements are deseribed mnnote 4.

3. Significant accounting policies

The accounting policias set out below have bean appliad consistently fo all the peniods presented m
thess Anancizl statements.

(a) Foreign currency transactions

Transactions in foreizn cunrencies are ranslated to the fimectional currency at exchange rates at the
dates of the fransactions. Monetary assets and liabilities denonvnated in forelgn cwrencies at the
reportmg date are retranslated to the fumctional curency at the exchange rate at that date. The
forsln curency gam or loss on menstary mems is the difference between amortized cost in the
fiumetional cuvency at the begnming of the peniod, admsted for effectrre mterest and payments
dunng the period, and the amoertised cost m foreizn cwrency translated at the exchange 1ate at the
and of the penod. Non-monetary azsets and habihihes dencrvinated m foreizn cuarencies that are
measured at fam value are retranslated to the functional cunrency at the exchange 1ate at the date
that the fair value was determmed. Forsizn cumency differences amsing on refanslaton ave
recognised m profit or loss.

(b) Interest

Interest mcome and axpense are recognized in the ncome statement using the effective misrast
method The effective interast rate 15 the rate that exactly discounts the estimated futuwre cash
pavments and receipts through the expected hife of the finanmal asset or hability (or where
appropriate, a shorer peried) to the camrving amoumt of the financial asset or lability. The
affactive mterast rate 15 astablished on inrtial recommtion of the fSnancial zsset and labality and 15
not revised subsaquently.

The caleulation of the effective intersst rate meludes all fees and pomts pad or received,
transaction costs, and discounts or premiumms that are an mfegral part of the effective interest rate.
Transaction costs are meremental costs that are directly atimbutzble to the acquizition, 1s5ue or
dispesal of a financial asset or habality.

Inferast meome and expense presentad mn the income statement include:

# ntevest on fnancial assets and habidlites at amortized cost on an effective mievest rate basiz.

CBAK - Central Banking Authority of Kosovo
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Central Banking Authority of Kosova

Notes to the financial statements
{Amounis in EUR 000, wnless otherwise stated)

3. Significant accounting policies (continued)

(¢) Fees and commission

Fees and comrmssion meome and expenses that are mtegral to the effective nfersst rate on a
finaneial asset or habality are meluded m the meanwement of the efective intevest rata.

Chher fees and conmission income, meluding of transaction fees for operating accounts, find
transfars and licensing fees are recopmized as the related services are performed.

Chher fees and commmssion expense relates manly to wansaction and service faes, which are
axpensed as the sarvices are recatved.

(d) CGeneral and administrative expenses
The senerzl and admimstatve expenses are recognized when mowred.

(¢) Employee benefits

{1} Defined contribuion plans

The CBAE makes compulsory soctal ssowity comtnbutions that provide pension benefits for
amplovess upon retrement. The local authertties ars responsible for providms the legally sat
mumman thresheld for pensions in Kosove under a defined commibution pension plan. The
CBAK s conmbutions to the benefit pension plan are charged to the income statement a5 incurrad.

Addittomally the CBAK recogmzes foced conmibution pavable mio a separats pension fund which
15 maintamed by CBAK. CBAK has no legal or constructive obligation to pay firther
econtributions.

(1) Short-term bengfits

Short-term emploves benefit cblizations are meanred on an imdiscownted basis and are expensed
as the related service 15 provided.

A pronasion 15 recognized for the amount expected fo be paid mnder short-term cash bonus or
profit-sharing plans of the CBAK has a present legal or constuetive obligation to pay this amoumnt
as a result of past semics provided by the employee and the cblization can be estimated reliably.

(fi Taxation and profit allocation

The CBAK 15 exemipt from income tax according to the UNMIE Eesulation 199920 15sued on 15
Movember 1999 (as amended on 1 Oetober 2001) “On the Banking and Payments Awthonty of
Eosove” replaced with the new UNMIK Fegulation 2006/47 1ssued on 24 August 2006 “On
Cantral Bankmg Auwtherity of Kosowve™ and 15 requared by law to pay any balance of its net meome
divactly to the Mmesay of Finance and Econonty after allocation to replenish the levels of reserve
funds dwectly by the Govemms Beoard.

(2) Financial assets and liabilities
(1} Recognifien

The CEBAE mtally recogmzes dapomits on the date that they are onzinated. All other finameial
assets and liabilities are imtially recognized on the trade date at whoch the CBAK becomes a party
to the contractual provisions of the mstument.
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3. Significant accounting policies {continued)
(g} Financial assets and labilities {continued)

(1) Derecogmition

The CBAK derecognizes a financial asset when the contractual nghts to the cash flows from the
asset expire, or it transfers the rights to receive the contractual cash flowes on the financial asset m
a fransaction m which substantally all the rsks and rewards of ownership of the fimancial asset ars
transfered. Any miterest in transferred financial assets that is created or retained by the CBAK s
recognized as a separate aszet or Lability.

The CBAK derecognizes a fmanectal lability when its confractuzl oblizations are discharged or
cancelled or axpire.

fii)  Offsernng

Financial assets and labalifes are set off and the net amount 15 presented in the balance sheet
when, and only when, the CBAK has a lagal right to sat off the amowmts and mtends either to settls
on a net basis or to realiss the asset and sattle the liability siultansously.

Income and expenses are presemted om a net basis only when permitted by the accounting
standards, or for gams and losses ansing from a group of similar fransactons.

(tv) Amornzed cost measurement

The amortisad cost of a financial asset or Labality 15 the amount at which the financial asset or
liability 15 measwed at mital recogmubion, minus prneipal repayments, plus or munus the
cunmilative amertisation using the effactive interest method of any difference betwzen the imotial
amonnt recogmisad and the matudty amount, nunus any reduction for Impanment.

(¥} Fair value measurement

The deternuination of fair values of financizl assets and financial Labilities 15 deternrned by wsing
valuation techmgues. Valuation techmques include net present value teclmiques, the diseounted
cash flow methed, comparison to smular mstruments for which market observable prices axist, and
valuation models. The CBAK uses widely recognised valuation models for determuning the far
value of commen and mors simgple financial mstuments. For these financial instroments, inputs
into medels are market ohservabls.

(vi) Idemaficanion and measurement of impatrment

At aach balance sheet date the CBAK assesses whether there 15 objective avidence that financial
assats not caried at fair value through profit or loss are mpaired. Fmanetal assets are impamed
when ohjective evidence demonswates that a loss event has coowred after the mutial reconition of
the asset, and that the loss event has an impact on the funwre cash flows on the asset that can be
estimated reliably.
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3 Significant accounting policies (continued)
(g0 Financial aszets and liabilitie: (continued)

(vi)  Idensification and measurement of impairment (continned)

Objective evidence that fimamcial assets are impaired can melude default or delinguency by a
bomrower, restructurmg of a placement or advance by the CBAK on terms that the CBAK would
not otherwise consider, mdications that a bomower or issuer will enter bankmuptey, the
disappearance of an active market for a secunty, or other observable data relating to a group of
assats such as adverse changes m the payment status of bomowers or 1ssuers in the CBAR or
econonuc condittons that comelate with defaults in the group.

Losses are recognised m profit or loss and reflactad in an allowance account zgainst placements
and advances.

When a subsequent avent causes the amownt of impaimment loss to decrease, the impatrment loss 1=
reversed through profit or loss.

(vir)  Designation at fair value through profit or loss

The CBAK has desiznated financtal assets and Labilities at famr value through profit or loss when

aither:

¢ the assets or labilitnes are managed, evaluated and reported mtemally on a far value basis;

¢ the desimation elinrnates or sigmificantly reduces an accountmz musmatch which would
otherwise anse; or

¢ the asset or liability contains an embedded denvative that significantly modifies the cash flows
that would otheraise be required imder the contract.

Financial assets that have been designated at far value through profit or loss melude trezmury bills

1 the 2005 financial statements.

(k) Cash and cash equivalents

Caszh and cash equivalents neluds cash balance on hand, demand depesits with banks and highly
ligmd fnancial assets with enginal matwities of less than thres menths, which are sulpect to
insignificant risk of changes mn their fair value, and are used by the CBAK in the management of
1tz short-temm conmuztments.

Caszh and cash equivalents are camed at amortisad cost m the balanee sheat,

(i) Investment securities

Investoeent securities are muttally measured at fair value plus meremental divect transaction costs
and subsequently accoumted for as held-to-matmsty.

(1) Held-to-matmrity

Held-to-maturity mrrestments are non-derivative assets with foced or detemunzble payments and
fixed manmty that the CBAK has the positve intent and zbility to hold to maturity, and which are
not destgnated at fam value through profit or loss or available-for-sala.
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kS Significant accounting policies (continued)
(1)  Investment securities (continuwed)

(1) Heldso-maturizy (continued)

Held-to-mraturity ovrestments are camied at amertised cost using the effective inferest method. Amy
sale or reclassification of a sigmfcant amount of held-to-manuity orestments not close to thew
maturity would result m the reclassification of all held-to-mahnity vestments as available-for-
sale, and prevent the CBAK fom classifying imvestment sscwrtties as held-to-matunty for the
current and the followning two financial years.

(i)  Property and equipment

{1} Recogninion and measurement

Items of property and squpment are measured at cost less accummlated depreciation and
impairment losses.

Cost meludes expendinwes that are divectly athbutable to the acquisition of the asset. The cost of
salf-constructed assets meludes the cost of materials and dmect labour, amy other costs divectly
attnbutable fo brmging the assst to a working condition for its intended wse, and the costs of

dismantlmg and removing the items and restoring the site on which thew are located Purchased
soffware that 15 integral to the fimetionality of the related squupment 15 capitalized a5 part of that

aquIpment.
When parts of an item of property or equipment have different useful lives, they are accounted for
as separate items (major compenants) of property and equipment.

(i) Subsequent costs

The cost of replacing part of an item of property or equipment 15 recognizad i the carying amoumt
of the item 1f it 15 probable that the futire scononuc banafits embodiad withm the part will flow to
the CBAK and its cost can be measnurad reliably. The costs of the day-to-day sericing of property
and equipment are recogmsed in profit or loss as incurad.

(21} Depreciation

Depreciation is recogmised m profit or loss oo a straight-line basiz over the estimated useful lives
of each part of an item of property and equipment.

The estimated usefil Lves for the cwrent and comparative pertods ave as follows:

2006 o0s
¢ Vehicles 5 wears 5 years
¢ (Office and other equipment 5 wears 5 years
*  Computer equipment 3 wears 3 vears

Depraciation methods, usefil Ivves and residual values are reassessed at the reporting date.
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3 Significant accounting policies (continued)

(ki) Imtangible assets

Software acquirad by the CBAK 15 stated at cost less acoumulated amortization and acoumulated
impairment losses.

Subsequent expendihme on software assets @5 caprtalized only when it increases the fuhume
scononue benefits embodied m the specific asset to wiuch it relates. All other expendihwe 15
expensed as mowred

Ameatisation 15 recognised i profit or loss on a straight-line basis over the estimated usefl life of
the soffware, from the date that ot 15 avatlabla for use. The estimats useful life of software 15 three
years (2005: 3 years).

(I} Impairment of non-financial assets

The carrving amounts of the CBAK s non-financial assets are reviewed at sach reporting date to
determine whether there 15 any indication of impairment If any such indication exasts then the
aszat’s recoverable amount 15 estimated.

An mmpaiment loss 15 recogmisad 1f the canymg amowmt of an asset or its cash-generating unit
axceeds its recoverabls amount. A cash-generating et 15 the smallest identifiable asset group that
senerates cash flows that largely are independent from other assets and groups. Inmpanmment lossas
are recogused m profit or loss. Impatmment losses m respect of cash-generating vmits ave allocated
to reduce the canving amount of the other assets in the unit {zroup of umts) on a pro rara basis.

The recoverable amount of an asset or cash-generatmgz vt 15 the sreater of its value m use and its
fair value less costs to sell In assessing value mn use, the estimated fuhwe cash flows are
discounted to their present value using a pre-tax discount rate that reflects curvent market
assessments of the fme value of money and the risks specific to the asset.

Imparment loszes recopmised In prnor penods are assessed at each reporting date for anmy
indications that the loss has decreased or ne longer sxasts. An impanment loss is reversed if there
has bean a change in the estimates nsed to deternyne the recoverable amenmt. An mmpamment loss
15 reversed only to the extent that the asset’s carmving amowmt does not excesd the carving amoumnt
that would have been determmned. net of depreciation or amortization, 1f no impaiment loss had
bean racozmsed.

(m) Deposits and other financial liabilities

Depomits are the CBAK's zowees of funding They are mutially measwred at far value plus
transaction costs, and subsequenthy measured af thelr amoriized cost using the effactive mterest
method.

CBAK

89

CBAK - Central Banking Authority of Kosovo



CBAK

Annual Report 2006

Central Banking Authority of Kasove

Notes to the financial statements
{dmornis i EUR 000, wnlass atharwise sianad)

3. Significant accounting policies (continued)

(n) Grant revenue

Grants that compensate the CBAK for expenses mneumed are recognized as revenue in the meome
statement on a systematic basis m the same periods m whoch the expenses are incunred. Grants that
compensate the CBAK for the cost of an asset are recomized in the income statement as revenus
on a systematic basis over the useful life of the asset.

(o) Donor financed salaries

Cartain members of the management of the CBAK are intemational experts appointed by
intemational orgamsations whe provide financial support o the CBAEK In addition these
intemational crganisations also appoint sheat term experts and consultants as the need anses. The
financial support of these intemational organizations meludes but it 15 not limdted to the payment
of the salanes to these manzgement and consultant appommments. As this assistance 15 paid by
intemational divectly to the appointes the extent of the payments are not known nor ave they
mcluded n these financial statements. The langth of the appointment of the manazement personnal
15 not absolutely clear, though it 15 the objective of the mtemational orgamsations to ultimate
replace thess appointaes with local staff

(p) Fidueiary activities

In certam specific mstances the CBAE acts as fiscal agent and paymg agent of the Mimstry of
Finance and Economy. Assets and meome ansing from these activities are excluded from these
financial assets whers the CBAK acts in fidueciary capacity such a5 nominee or agent.

() Provisions

A provision 15 recogmsed if, as a result of a past event, the CBAK has a present legal or
construetive obligation that can be estimated reliably, and it 15 probable that an outflow of
escononue benefits will be requred to settle the obligaticn. Prowvisions are determmmed by
discounting the expectad future cash flows at a pre-tax rate that reflects current market assessments
of the time value of money and, where approprate, the nsks specific to the liability.

A provision for onerous contracts is recogmosed when the expected benefits to be dertved by the
CBAEK from a confract are lower than the wnavordable cost of meeting 1ts oblizations under the
contract. The provision 15 measurad at the present value of the lower of the expected cost of
temunzting the contract and the expected net cost of confimung with the contract. Before a
provision 15 established, the CBAK recogmses amy impaimment loss on the assets associated wath
that contract.
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A

Significant accounting policies (continued)

(r) Eeserve fund

In accordance with UNMIK Fegulation 199920 (as amended) aach vear the CBAK shall allocate
net income to the gzenaral reserve fimd until the capital and the general reserve fimd ameunt to 5%
of the aggregate, amoumnt of the credit balmce of all accommts maintained on the books of the
CBAK by account holders shown on the balance sheet of the CBAK for the vear ended of sach
financial vear.

(s}

New standard: and interpretations not yet adopted

A mumber of new standards, amendments to standards and mterpretations are not vet effective for
the vear emded 31 December 2006, and have not besn applied m preparmg these fimametal
statements:

IFRE 7 Finaneial Instruments: Disclosures (effective from [ JTamary 2007). The Standard will
raquire mereased disclosure about the sgmificance of financial mstuments for an entify’s
financial positon and performance, and qualitative and quantitative disclosures en the nahuwe
and extent of risks. The CBAEK considers that the siznificant additional dizelosures required
will relate to 1tz fimaneral risk management cbjectives, policies and processes. The CBAK wall
apply [FES 7 from amual peniods beginmng 1 JTammary 2007,

I45 1 Amendment ro 145 1 Presemsation of Financial Statements — Capital Disclozures
(affective from 1 Jammary 2007). As a complimentary amendment arsing from IFRES 7 (see
abova), the Standard wall requure meveased discloswre in respect of the CBAK s capital. Thes
amendment will require sz feantly more disclosures regarding the capital stuchwe of the
CBAK The CBAK will apply the Amendment to IAS 1 from annual periods begimmmng 1
Tamary 2007,

IFRE § Operating Segmeniz (effective from 1 Jammary 20090, The Standard requires segment
dizclosire based on the components of the entty that manazement memtors m making
decisions about operating matters. Operating segments are components of an entity about
which separate financial mformation 15 available that 15 evaluated regularly by the chief
oparating decision maker in deciding how to allocate resources and in assessing performance.
The CBAK will apply [FES & from annual periods beginming 1 Jamuary 2008,

IFRIC 7 Applhing the Restarement Approach wmder I45 20 Finawcial Reporting in
Hhperinflationary Economies (effectve for annual pereds begmming on or after 1 March
2006). The Interpretation comtains guidance on how an entify would restats 1ts fimancial
statements pursuant to LAS 29 in the frst year it identifes the existence of hypermiflation in the
econony of it fimetional curency. The Interpretation 15 not relsvant to the CBAK's
operations as the CBAK does not have the cumrency of 3 hypernflationary econonty as s
fimectional currancy.

JFRIC 8 Scope of IFRS 2 (effective for anmmzl perieds begmming on or after 1 May 2006). The
Interpretation clanfies that the accounting standard IFRS 2 Share-based Payment apphes to
arangements where an entrty makes share-based pavments for apparently none or madequate
consideration. The Interpretation 15 not relevant to the CBAK' s oparations.
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3. Significant accounting policies (continued)
(s) New standards and interpretations not yet adopted (continued)

¢ JFRIC O Reassessment of Embedded Devivatives (effective for ammal periods beginnmg on or
after 1 Tuna 2006). The Intsrpratation requires that a reassessment of whether an smbedded
derivative should be separated from the wmderlymg host contract should be made only when
thera are changes in the terms of the confract that sizmfcanthy modify the cash flows that
ctheradse would be requied under the comtract. The Interpretation 15 net relevant to the
CBAK's operations.

¢ JFRIC 10 Interine Financial Reporting and Inpaivment (effective for ammal periods beginning
cn or after 1 November 2006). The Interpretation prohibits the reversal of an mpanmeent loss
recozmused in a previows intenm perntod m orespect of zoodwill, mwwvestments m equuty
mstuments or financial assets camad at cost. The Interpretation 15 not relevant to the CBAK s
oparations.

¢ JFRIC 11 IFRS 2 — Group and Treasury Shave Transactions (effectrve for annual periods
beginmmnz on or after 1 March 2007). The Interpretation requires a share-based payment
arangement m which an entity receives zoods or services as consideration for its own equity-
mstuments to be accounted for as an equitv-setiled share-based pavment tramsaction,
regardless of how the aquity mstuments needed are obtzmed It also provides mudsncs on
whether share-based payment arangements, in which suppliers of goods or services of an
entity are provided with equty instuments of the entity’s parent, should be aceounted for as
cash-sattled or equity-settled in the entity’s fmamcial statements. The Interpretation 15 mot
ralevant to the CBAK s operations.

* JFRIC 12 Service Concession Arrangements (effective from 1 Janmary 2008) The
Interpretation provides gumdance to private sector enfiies on certain recoguution and
measiremant izsues that anse o accountng for public-to-private service comcession
arrangements. The Inferpretation 15 not relevant to the CBAK s operations.

(t) Comparatives

For more appropniate presentation of transactions, classification of certam rtems n a cuorent year

financtal statements differ fom a prer vear. Consequently presentation of prier year financial
statement has been changed where nacessary.

4. Use of estimates and judgments

Management discussed with the Governng Board the development, selection and disclosure of the
CBAK' s entical accounting polictes and estimates, and the application of these pelicies and
astimates.

T

These disclosurss supplement the commentary on financial nsk managenent (see note 27).
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5. Restatement of prior vear financial statements

The CBAK had errensously recorded 1 the previous wear's financizal statements additional zramts
to ba received and related deferred grant revenue m the amownt of EUR 413 thousand As remult
the CBAK assets and liabilities as at 31 December 20035 wers ovarstated by EUR. 413 thousand.
The financizal statements as at and for the vear ended 31 December 2003 ware restated accordingly.
In particular the ameunts presented in the financial statements for other asset and other domestic
liakilities are decreased by EUR 413 thousand.

6.  Cashon hand

Cash on hand 15 denominated as followes:

2008 2008
EUR 11,123 24,464
UsD 13 -
Total 11,136 24464
T. Current accounts with non resident banls
These accounts ware held at the following banks
2o0a 2o0s
Deutsche Bundashank 21,967 22,788
Faiffesen Zemtralbank Osterrerch AG 237 2
Svenska Handelshbanken 211 33
Dresdner Bank 48 a1
Commerzbank AG 17 B51
Total 23480 13,765

8. Treasury bills

Treasury bills are discounted debt zecurities msued by govemments of counties part of the
European Thion with manwrtties from thres to socmenths. All balls are dencumnated in EUR. and are
to be hold to maturity with effective interest rates ranging from 3.07% to 3.59% (2005: from 2% to
2.44%;). They all have highest grade credit rating zraded by the three credit rating agencies —
Standard & Poor's, Fitch Batings, or Moody's.
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2. Depaosit accounts with non resident banls

Dlepesit accounts with non resident banks are composed of:

2006 2005
Time deposits

Baiffaisen Zentralbank Osterreich AG 69,818 33,500
Svenska Handalshanken 53,400 35,000
HBOS Treasury Semice Plo 50,3638 29,342
NG Bank 49548 33544
Dresdner Bank 46,200 15,400
Deutche Bundashank 45,000 5,000
EBC 44512 21488
Babobank 21,680 8334
Dianske Bank 14,635 1.277
Commerzhank A 7.100 S00
402,563 190,483

Interest acerued on time deposits
Baiffaisen Zentralbank Osterreich AG 75 7
Svenska Handalshanken 79 21
HBOS Treasury Semice Plo 243 60
NG Bank 278 19
Drresdner Bank 180 11
Deutche Bundashank 72 2
EBC 165 12
Eabobank 146 10
Dranske Bank & 3
Commerzbank AG 3 -
1.462 150
Total 404,022 190,633

Dlepesit placed with non resident banks are denomimated in EUR. and eamm inferast at effactive
interest rates ranzing from 3.16% to 3.79% (2003: betwean 1.95% and 2.4%%) and have ormgmal
maturities from 7 to 267 davs (2005 from 4 to 186 days).
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10.  Property and equipment

Aszets in
course of

Equipment Computers Vehicle:  construction Total
Clost
Balanee at 1 January 20035 459 608 99 112 1,238
Acquisitions 116 137 253
Drsposals (436) - (438)
Transfers - - - (183} (188}
Balanee at 21 December 2003 469 1588 99 61 917
Balance at 1 January 2006 455 288 99 6l 17
Arquinitions - 63 7 980 1,070
Dhsposals - - (39 - (3%
Balance at 31 Decencber 2004 468 351 7 1041 1,945
Depreciation
Balance at 1 January 2003 253 535 53 - B61
Dlepraciation for the period B4 &0 19 - 163
Drsposals - (436) - - (438
Balanee at 21 December 2003 337 179 72 - £38
Balance at 1 January 2006 3 17 72 - 588
Depraciation for the peniod 30 19 - 137
Dhsposals - - (39 - (39
Balanee at 21 Decamaber 2008 405 29 52 - 636
Carrving amounts
Balanee at 1 January 2003 116 53 45 112 417
Balanee at 31 Decencber 2003 1321 109 ri 61 319
Balanee at 21 Dacamber 2005 64 122 3= 1.041 262

Aszats in course of constmuction relate to security Improvemeants on the pramizes where the CBAR
15 exercismg its activity. According to section three of UNMIEFREG2006/47 Eegulation no
200647 on the Cenfral Bankmz Authornity of Eosovo the CBAE may for s official busmess
pupose whlize and adoimster on behalf of the Unnted MNations Iuterim Advamistration Mission m
Eosove (INMIE™ the property and faciliies, meluding moveable and mmeonzble property,
located at Garthalds Street 33, Pristina, Kosovo and praviously used by the Public Payment Service

of Kosovo. There ara ne assets pledzed as collateral as at 31 December 2006 (20035 nona).
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11.  Imtamgible assets
Software
Clost
Balance at 1 JTammary 2003 691
Acquisitions 35
Dizposals -
Transfars 45
Balance at 21 December 2003 511
Balance at | Jammary 2006 B21
Acgushons n
Dhsposals -
Transfars 102
Balance at 21 December 2006 945
Amortization
Balance at 1 JTammary 2003 432
Amortisation for the peried 204
Dizposals -
Balance at 21 December 2003 656
Balance at 1 January 2006 636
Amortisation for the peried 143
Dszposal -
Balance at 21 December 2006 B01
Carrying amounts
Balance at 1 JTanuary 2003 139
Balance at 21 December 2003 165
Balanee at 21 Decernber 2006 144
19
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12, Other assets

2006 2005
Accrued fee moome 159 335
Accounts recervable and prepayments 13 42
Total 177 ¥

Apcmuad fee meoome represents estimated license renswal fee forth quarter from local finaneial

instrtutions.

13, Due to domestic banks

Undar the CBAK supervinon regulation Fuls XV comwnereral banks oparating i Kesove are
required o mamiam hguidity reserve amowmang to 10%% of their respective tofal customer deposits.

At laast half of these reserve balances nmst ba kept in accoumts at the CBAK

The reserve balance In excess of 5%, up to 10%, of total customer depeosits bears interest of 2. 25%

as at 31 December 2006 (31 December 2005: 1%%). Amount under 5% and over 10% are mon

interest bearing.

2006 2005

Prolredit Bank Keszove 19,039 11,812
Faiffeisen Bank Kosovo 15,232 7.833
Kasabank 5,105 4,875
Mew Bank of Kosove 2,270 2455
Econonue Bank of Pristina 2,030 1,818
Bank for Business 1,850 2108
Cradit Bank of Pristina - 1281
Total required Liguidity reserves 45,326 32182
ProCredit Bank Kesovo 535 14,627
Faiffeisen Bank Kosovo 11,225 7.864
Easabank 12133 12,723
Mew Bank of Kosove 4,240 4461
Econonuc Bank of Pristina 4,008 4,903
Bank for Business 6487 3,362
Credit Bank of Pristina 99 2394
Mational Commercial Bank of Albama 5,005 -
Total current accounts 49,151 20,236
Total 94,477 81,518
20
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14.  Due to local governmental institutions

DChie to local govemmental institutions melide cunrent accounts from the following:

2006 002
Eosovo Trust Agency 275,022 113,132
Mimistry of Finance and Econonry 200,040 113,013
(rher governmental mnstitntions 578 647
UNMIE 172 3085
Total 475,521 129,891

The effective intersst rates for cwovent accounts as at 21 December 2008 are 2.25% (31 Decentber
2005: 1%:).
15.  Due to public and commnercial entities

Chie to public and commercial enfiies mclude cwrent accounts and tune deposits from the
following:

2006 00
Current aceounts
Inmurance companies 18,525 18,218
Public utility corporations 10,359 37,584
Pansion finds 8157 4222
(Crthar 13 2
37079 60,026
Time deposis
Inmurance companies 2,025 -
Pansion fonds 5972 4.100
7,997 4.100
Total 45,076 64,126

The effective intersst rates for cwovent accounts as at 21 December 2008 are 2.25% (31 Decentber
2005 1%%) and for time deposits are between 2.56% and 2.39% as at 3] December 2006 (31
Dlecamber 2005: 1,83 %),

16.  Other domestic liabilities

2006 2008
Lizbilities fo the Kosovo Government 1,636 1,697
Defarred grant reverme 301 183
Lizbalities fo the Former Wational Bank of
Kosovo 457 450
Sumdrv credstors and accmals 218 180
(rher domestic Labilities 35 33
Total 1,658 1,745

The balance of due to the Kosove Government as at 31 December 2006 refers to EUR 1,038
theusand (2005: EUR 1,285 thousand) of rent cellectad for public bunldings untl establishment of
ownership and EUE 598 thousand (2005: EUER 408 thousand) of supervisory penalties collected
from financial mshtubons since 24 Apnl 2002 and related interest repmmerated as of those dates.

21
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16. Other domestic liabilities (continued)

Liabilitias to the Former National Bank of Eosove arise from the following. Upeon mesption, the
CBAK mhented certain ameoumis in cash, In varous curencies, Som the formmer National Bank of
Kosove. Also m this balance are meluded the related imterest accumulated durmg the vears since 5
Jamuary 2004, The cash was mutally comverted mite DEM 872 thousand en 22 December 2000 and
subsequently physically transferred and deposited in the CBAK's account at the Cormmerzhank
A Frankfmt. Balancs of the account as at 1 Januvary 2002 was converted in EUR 446 thousand
and the resulting balance as at 31 Decamber 20046 and 31 Decembar 2005 includes this balancs and
interest rerminerated as of those dates.

The movement m deferred grant revenue was as follows:

United States

C;r.}tr:ll Agency for Oth Total
Authoriey | Jaternational | ST 208

Development
Deferred grant revenue at 1 January 2005 356 16 58 470
Grants recerved during the year - - 112 112
(rant reveme for the yaar (164 (26 [l (1957
Deferred grant revenue at 31 December 2005 222 - 161 383
Defamred grant revermue at 1 January 2006 22 - 161 383
Grants received dums the vear - - 2 42
Grant revemme for the vear (73) - (31 (1243
Deferred grant revenue at 31 December 2006 149 - 152 A1

17. Statutory fund

The nutial statutory fund of the CBAK totalling DEM 5 000 thousand (EUE. 2 556 thousand) was
contributed by the Central Fiseal Auvthority on 31 March 2000, As at & Tune 2004 based on the
decision of DSRSG (Deputv of Special Reprasentative of the Secretary General) Pillar IV the
statutory fimd was increased from EUR. 2,556 thousand to EUR. 10,000 thousand. The CBAK 15
reportmg directly to the Special Fepresentatrve of the Secretary General of the United MNations

Chgamsation

18.  Reszerve fund

The reserve fimd was created durmgz the penod to 31 December 2008, in accordance wath
Fagulation 199920 replaced from the Fegulation 2006/47 dated 24 Angust 2006 and the decision
of the CBAK's Governmg Board. All net profit for the vear m 2005 was transferrad to the reserve
fimd. For the year 2006 the decizsion is net vet taken but zince the reserve 15 under the lnmts
deterrromed in the rezulation the whole profit of the vear will be transferred to the reserve fimd.
In 2006 the CBAK paid to the Mmistry of Finance and Econonny the amount of EUR. 785 thousand
2005 EUR 382 thousand), representmg the excess of its resarve fund over Imuts prasenbed by
the UNMIE Fegulation 1999720 155ued on 15 Wovember 1999 (as amended in 1 October 2001)
‘T the Banking and Payment Authority of Koseva”.

7
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19.  Net interest income
Tet interest incoms 15 composed as follows
1006 2005
Interest income
From fived term placements 9493 3,999
From treasury bills 5,089 3,052
From cwrent account placements (balances) 394 318
15,1586 7.360
Interest expense
From cwrent account deposits of non-bank entites 3,114 3,121
From eligible current accowmt deposits of banks 451 233
From fixed term deposits 123 78
8.730 3,432
Net interest incoms 6,456 3,937
20.  Net fee and commission income
Het fee and commission income 15 composed as follows:
1006 2005
Fee income
From cash deposits 116 117
From forsign incommng transfers 196 165
From foreign outgoing transfars 291 282
From mter-bank clearmg system 127 91
(Crher fees 14 30
T4 0=
Fee expenses
For cash export/import 204 544
Faor comrespondent bank transactions 42 13
(rhar feas 4 -
220 557
Net interest income 494 148
1.  Grant revenue
Crant revenue 15 congposed as Sollows:
2006 2005
CFA - 1&7
USATD - 25
MEF-World bank 142 26
EU 175 250
Total 317 465
23
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12, Other operating income

(Crher operating mmecome includes mamly fees charged to financial mettiutions m Kesovo as part of
1ssumg or renewing of licenses as well as other statutory fees related to their activities.

13, Personnel expenses

2006 2008
Wages and salares S04 203
Soctal security and health insurance cost 224 225
Staff traming 86 19
Governing Board rermmeration 22 22
Orthar 18 11
Total 1,254 1.085

The mumber of emplovess of the CBAK as at 31 December 2006 was 143 (2] December 2005:

135},

4. General and administrative expenses

2006 2005
Insurance expenses 240 45
Fepairs and maimtenance B9 23
Software malntenance B8 83
Commmuucation expense (telephone, telex and
mtemat) 85 a4
Utilities 76 83
At and consulimz expensa 58 03
Secunity and cash ansportation expenses
(zuard services) 53 43
Travel and transportation 42 102
Vehicle operatmg expenses 15 17
Stoves and stationery 12 25
Food and restaurant expenses 11 ]
Commputer consumables expense 10 ]
Other 91 75
Total 870 522
15, Cash and cash equivalents
Cash and cash squivalants comprise the followms:
Mote 2006 2005
Cash on hand 6 11,136 24484
Current accounts with nen resident banks 7 22 4380 23,765
Treasury bills 3 101,614 114 665
Dlapostt accoumts with non resident banks 9 373,765 185,940
Total 208,998 348.534
24
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6.  Commitments and contingencies

Legal

=)

The CBAR s mvolved m routme lazal proceadings m the ordmary cowrse of business. It is the
managemant’s opinion that the final outecoms of these lawesuits will not have a material effect on
the CBARs results.

Credit related commitments

As at 31 Decamber 2006, the CBAK had commyitments to place deposits in total amount of EUR
30,918 thousand (21 Decamber 2005 EUR. 15,313 thousand).

Other commitments

Oiher commitments are composed as follows:

Not later than 1 year Later than 1 year and not later

than 5 years
Prenuses secwrity upgrade
{works and consulting) 941 29
Purchase of equipment 51 -
Total 993 19

17.  Financial risk management

Considering the natwe of the TBAK's operations, financial risk management activities ave
principally related to the use of financtal mstmments. A financial nstument 15 any contract that
gives rise to the nght to recetve cash or another fnaneal asset fom another party (fimancial asset)
or the oblization to deliver cash or another financial asset to another party (financial Lability).
Financial mstuments result in certain 1isks to the CBAK The mest sigmificant nisks facing the
CBAK are disenssad below.

(i) Interest rate rizk

The CBAK's operations are subject to the msk of mierest rate fluchiations to the extent that
interest-eaming assets and mevest-beanng liabilities mahoe or reprice at different times or m
differmgz amounts. The CBAK attempts to mutigate this nsk by monitormg the repricing dates of its
assats and Lizbilittes. In addiion, the actual effect will depend on 3 mmber of other factors,
includng the extant to which repayments are made earlier or later than the coutractsd dates and
varatlons m interest rate sensitmnty within repricing perieds and among cumencies.
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7. Financial rizk management (continued)

(i) Interest rate risk (continued)
(a) Averaze vield mfoomation

The average vields of sizmficant categories of financial assets and liabilities of the CBAK a5 at 21
Drecember 2006 and 2005 ware as follows:

Weighted average interest rate

(in %0)

31 December 2006 2008
Aszets
Cwrrent accounts non resident banks 275 1.08
Treasury bills 1m 11
Deposit accounts with ne resident

banks 285 203
Liabilities
Dz to domestic banks 335 100
Dz to govenumental nstiations 225 1.00
Dz to public and commercizl entities 243 1.00
(Orther domestic Labilities 1.78 1.34

[:)] Interest rate repricing analysis

The following table presents the interest rate repricing dates for the CBAK s monatary assets and
liabilities. Fixed-rate assets and labilities have been reperted according to thelr scheduled
principal repavment dates.
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rY Financial sk management {continued)
(i) Interest rate risk {contimued)
)] Intersst rate repricmz analvsis (contumed)
Tptal Uptod 312 Non interest
i1 Aonth maonth months 1-5 vears bearing Taital
Assets
Cazh oo hand - - 11,136 11134
Cumrent acooumts non resident banks 1480 - - 12 480
Dizposit accoumts with non resident banks 343,033 47,807 13,183 404,025
Treasury bills 38041 61,675 101,782 03,398
Otlrer assets - - 177 177
Total Assets 05 456 109 482 114,965 11,313 41,216
Linbilities
D to domestic banks A4.477 - 84477
True to local povermmental instifutions 475,821 475 811
D to public and commercial endties 25076 - - - 45,076
Otler liabelities - 550 1231 877 1658
Total Liabalsties 615374 550 1131 877 18,032
Gap at 31 December 2006 209.918) 108,832 113,734 10,436 13134
Cumulative gap (209918  {Q00.986) 12748 11748 13184
Tptol 3-12 Non inferest

s month  1todmonth  months 1-5 vears bearing Taital
Assets
Cazh oo hand - 14454 14 464
Cumrent acooumts non resident banks - 13,765
Dieposit accoumts with no resident banks 20,4633 - 100, 633
Treasury bills 44043 9,722 604 159,260
Otlrer assets - - 377 am
Total Assets 150,341 9,722 44,604 14841 398,508
Linbilities
Due to domestic banks 1518 - 52518
D to local govermmental instmtions 128591 - - 119 591
D to public and commercial endties 50,026 4100 - 64,124
Ofer liahelities 2717 - - 28 1745
Total Liabilities 75,152 4100 - 18 378,280
Gap at 31 December 2006 (115,311) 65,612 44,604 - 14813 19,213
Cumulative gap (115,811} (50,180) (5.585) (5,585) 19,218

27
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27, Financial risk management {continued)
(i) Curreney risk

The cwarency 1isk is the nsk that the value of financial instroments will flucmate due to changes m
foreign exchange rates.

Except negliztble amounts, the CBAK assets and hiabalities are dencomnated in EUR, therefors the
CBAK has no significant exposure to cwrency risk.

(i)  Credit risk

Credit risk 15 the nsk of fimancial loss to the CBAK if comnterparty to a financizl instrumsent fails to
meat its contractual oblizations, and arses prneipally from the CBAK s corent accoumts and
deposits with non resident banks and weasury bills. For nisk management reporting purposes, the
CBAK considers and consolidates all elements of credit nisk expesure (much as individual obligor
default sk, coumtry and sector nsk).

Credit nsk 1z managed through the approval of fansactions and placements of fimds the
astablishment if lindts restricting sk and constant momtoring positions.

Counterparties ars accepted only 1f have top credit ratings and are subject to regular credit review.
(iv)  Liguidity rizk

Liguidity misk 15 the rizk that the CBAK will encounter difficulty in meeting obligations from s
finanetal Labihites and it avises in the general fimding of the CBAK's activities and m the
managemant of positions.

Policies to mwmtor and address the hequidity 1isk are set by the Goveming Board. The CBAK
mianazes its lgmdity vk by mvesting in short tamn depesits with non resident banks. Liguedity
managemant policies are set to ensure that even under adverse condrions the CBAK is in a
position to meet it obligations. The Asset Management Department of the CBAK momtors the
liguudity sk on a continual basis by analysmg Lgumdity ratios, zap and economie scenanos.

The following table provides an analysis of the financial assets and liabilities of the CBAK into
relevant maturity groupings based on the remaining periods to repayment.
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17.  Financial risk management {continued)

(iv) Liguidity risk {(continued)

Tpitol 1-3 311

2006 month  mewths  months 1-5 vears Total
Assets

Cash on hand 11,136
Current acoounts with non resident banks - 12 480
Dieposit accounts with no resident banks 13183 404,025
Treasury bills 101.782 103,308
Crher mssets - 177
Toital assets 114965 641,116
Linbilifies

Dme to domestic banks R447T
Dre to govenmental insgubons 475821
D to paiblic and connnercial entities 37,108
Drae to paizlic and conunercial earities (1me) 1018 7,968
Crher liahilides 2,658
Total liabilities 1018 613,032
Cap at 31 December 2006 112947 13,184
Cumulative gap 23184 13184

Uptol lind 312

Joog month month  months 1-5 vears Total
Assets
Cash on hand 14,4584 - 14,464
Current accounts non resident banks 13,7485 - 13,765
Drepostt accounrs with no resident banks 190,633 100,633
Traasury bill 44,043 9,722 4= 504 159,268
Orther assefs in - - m
Total Assets 154182 69,722 44 g A0g.508
Liabilities

Drue to domestic banks 52518 - - - 82,518
Drie 1o governmental mstinibons 128,391 - - - 120801
Dme to public and conumerrial entities G0,024 4,100 - - 64,126
Orther liahilities 2,745 - 1745
Total Liabilities ATE 180 4,100 - 379,280
CGap at 31 December 2005 (90,998) 65,622 44,604 19,128
Cumulative gap (0998 (25376 (19,218 19223

29
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18.  Estimation and disclosure of fair value

Fair value estimates are based on existing balance sheet financial instruments without attempting
to estimate the value of anticipated future business and the value of assets and labilities not
constdered Anancial mstruments.

Treazury Bills

The estmated far value of treazmy bills 15 deterouned wsng market prices or broker/dealer
quetations. Where this information 15 net availakle, far value has been estimated using discounted
cash flows using prevailling mterest rates for mstuments with smwlar eredst nsk and remaimng
maturity. The fair value of teasury balls as at 31 December 2006 15 EUR 203,184 thousand (31
Drecantber 2005: EUE. 159,265 thousand).

Crher finamcial insruments

The amortized cost of fixad term money market placements and deposits approsmates their fair
value as they have short term matmities (less than one year) and are comvertible into cash and are
settfled without sigmficant tansaction costs. Alse the value at cost of cash and cwrent accoumt
placements and deposts 13 assumed to approcmate ther far valne due to thew certam
exchangeability at cost.

19.  Related party transactions

As defimed in TAS 24 “Related Party Disclosures”, a related party 15 any partv that has the abihty
to control the other party or exercise significant influence over the other party in making financial
and operatmg decisions.

Felated parties includs the management and the Govenung Board.

A summary of related party transactions for the vears ended 31 December 2006 and 20035 are as

follows:
2006 S
Govening Board remmumeration 14 16
Manzgement renmmeration a0 30
Total 64 46

Management remmmeration does not include the remunaration to the Managing Dvector of the
CBAEK which 15 paid by the Intemational Monetary Fund.

30, Subsequent events

There are no events afier the balance sheet date that would require either adjusiments or additional
disclomures m the fmancial statemants,

o

107 CBAK - Central Banking Authority of Kosovo



8. Statistical Appendix




List of statistical tables

1. Financial Corporations Survey
2. Depository Corporations Survey
3. CBAK Survey
4. Other Depository Corporations Survey
5. Other Financial Corporations Survey
6. Other Financial Intermediaries Survey
7. Insurance Companies and Pension Funds Survey
8. Insurance Companies Survey
9. Pension Funds Survey
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24,
25.
26.

Other Depository Corporations Balance Sheet - Assets

Other Depository Corporations Balance Sheet - Liabilities
EUR - Deposits at ODC, by Original Maturity

Non-EUR - Deposits at ODC, by Original Maturity

ODC Loans, by Original Maturity

ODC Loans, by Industry

ODC Effective Interest Rates

ODC Income Statement

CBAK - Interbank Clearing System
International Money Transfers among Financial Corporations

Insurance Companies Activity

Other Financial Intermediaries Activity

Kosovo Consolidated Budget
Depository Corporations Network and number of employees

Exports and Imports, by Trading Partners

Exports, by Commodity Group

Imports, by Commodity Group

109
110
111
112
113
114
115
116
116
117
118
119
120
121
122
123
124
124
125
125
126
126
127
128
129
130

108



CBAK

Annual Report 2006

Table 1.
Financial Corporations Survey

(Outstanding amounts, end of period, in thousands of EUR)

Description 2004 2005 2006

Net foreign assets 642,608 685,096 965,246
Claims on nonresidents 691,815 748,684 1,037,249
Currency 56,183 75,587 66,674
Deposits 383,964 422,613 660,512
Securities other than shares 236,701 242,434 303,075
Loans 11,652 4,715 6,986

Shares and other equities 3,313 3,333
Other 2 2 2
less : Liabilities to nonresidents 49,207 63,588 72,003
Deposits 17,862 21,466 21,413
Loans 31,345 42,122 50,589
Domestic claims 202,826 348,722 231,467
Net claims on central government -215,167 -223,504 -472,832
Claims on central government — — —
less: Liabilities to central government 215,167 223,504 472,832
Deposits 215,167 223,504 472,832
Claims on other sectors 417,993 572,226 704,299
Loans 413,517 565,552 694,336
Public nonfinancial corporations _ — 49
Other nonfinancial corporations 329,803 439,566 548,224
Other resident sectors 83,714 125,986 146,063
Households 83,714 125,986 146,063
Other claims 4,476 6,674 9,962
Deposits 675,306 834,498 894,878
Transferable deposits 278,375 318,938 308,932
Local government 3,212 4,464 5,365
Social security fund 2,968 1,708 4,301
Public nonfinancial corporations 34,605 67,565 34,794
Other nonfinancial corporations 81,305 76,801 96,923
Other resident sectors 156,285 168,400 167,548
of which: Households 145,542 155,525 157,645
of which: NPISH 9,069 10,686 7,763
Other deposits 396,931 515,560 585,947
Public nonfinancial corporations 149,297 181,326 193,337
Other nonfinancial corporations 24,429 33,734 27,594
Other resident sectors 223,205 300,501 365,015
Households 222,496 298,884 359,482
NPISH 709 1,616 5,533
Loans 2,330 3,022 3,375
Households 2,330 3,022 3,375
Insurance technical reserves 23,605 30,817 38,039

Net equity of households in life insurance reserves — — —

Net equity of households in pension funds 5,755 8,725 10,540
Prepayment of premiums and reserves against outstanding claims 17,850 22,092 27,498
Shares and other equity 145,058 165,781 198,327
Funds contributed by owners 91,201 95,319 121,193
Retained earnings 11,326 13,336 27,754
General and special reserves 10,266 13,966 15,628
Profit/loss of the year 12,683 17,571 5415
Grants from donors 19,581 25,590 28,338
Other items (net) -865 -300 62,093
Other liabilities 37,322 42,262 110,993
less: Other assets 37,943 43,454 54,009
plus: Consolidation adjustment -244 892 5,109
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Table 2.

Depository Corporations Survey
(Outstanding amounts, end of period, in thousands of EUR)

Do - “ - -

Net foreign assets 133,306 583,318 649,489 695,176 648,486 694,997 976,195
Claims on nonresidents 145,811 604,828 674,095 726,426 687,647 744,338 1,036,306
less: Liabilities to nonresidents 12,505 21,509 24,606 31,249 39,160 49,341 60,111

Deposits 9,581 16,464 17,897 20,311 17,862 21,466 21,413
Loans 2,924 5,045 6,709 10,938 21,298 27,875 38,698

Domestic claims 2,343 -44,419 172,094 113,607 158,494 290,352 163,781

Net claims on central government -5,657 70,336 -258,592 -346,380 215,167 -223,504 -472,832
Claims on central government — _ _ _ — — _
less: Liabilities to central gov. 5,657 70,336 258,592 346,380 215,167 223,504 472,832

Deposits 5,657 70,336 258,592 346,380 215,167 223,504 472,832

Claims on other sectors 3,314 25916 86,498 232,773 373,661 513,856 636,613

Loans 3,314 25916 86,498 232,773 373,661 513,856 636,613

Public nonfinancial corp. _ _ _ 198 _ _ 49

Other nonfinancial corp. 3,314 25916 80,806 193,529 289,947 387,870 490,501

Other resident sectors . . 5,692 39,046 83,714 125,986 146,063

Households _ _ 5,692 39,046 83,714 125,986 146,063

Broad money liabilities 115,899 486,764 413,558 499,286 717,222 867,589 917,465
Deposits included in broad money 115,899 486,764 413,558 499,286 717,222 867,589 917,465

Transferable deposits 115,899 361,534 285,278 278,681 305,169 347,751 340,563
Other financial corporations . . . . 26,795 28,813 31,631
Local government . . . . 3,212 4,464 5,365
Social security fund . . . . 2,968 1,708 4,301
Public nonfinancial corp. 22,896 6,963 3,473 5,288 34,605 67,565 34,794
Other nonfinancial corp. 1/ 93,003 135,345 160,084 138,982 81,305 76,801 96,923
Other resident sectors . 219,226 121,720 134,412 156,285 168,400 167,548

of which: Households 2/ . 219,226 121,720 134,412 145,542 155,525 157,645
of which: NPISH . . . . 9,069 10,686 7,763

Other deposits . 125,231 128,280 220,605 412,053 519,839 576,902
Other financial corporations . . . . 19,109 24,252 31,100
Public nonfinancial corp. . . . . 149,297 181,326 193,337
Other nonfinancial corp. 1/ . 31,318 23,921 87,131 22,318 33,054 24,560
Other resident sectors . 93,913 104,359 133,474 221,329 281,207 327,905

Households 2/ . 93,913 104,359 133,474 220,620 279,590 322,371

NPISH . . . . 709 1616 5,533

Deposits excluded from broad money 2,984 12,913 25,113 29,169 3,987 19,974 40,144
Other nonfinancial corporations . . B . 2,111 680 3,034
Households . . . . 1,876 19,294 37,110

Shares and other equity 11,077 25,162 43,805 61,075 87,104 94,389 117,832
Funds contributed by owners 9,525 20,999 33,320 46,617 67,678 72,406 93,689
Retained earnings . 852 4,821 -1,492 2,712 412 11,929
General and special reserves . 821 4,601 8,037 5273 7,244 7,742
Grants from donors . 728 464 1,619 469 801 658
Profit/loss of the year 1,552 1,762 597 6,293 10,971 13,528 3,813

Other Items (net) 1,003 14,059 -5,080 -7,960 41,333 3,397 64,534
Other liabilities 2,287 26,276 8,479 18,905 27,989 37,873 103,466
less: Other assets 4,352 9,328 14,041 26,908 29,078 35,368 44,041
plus: Consolidation adjustments - - 244 892 5,110
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Table 3.

CBAK Survey

(Outstanding amounts, end of period, in thousands of EUR)

Description 2000 2001 2002 2003 2004 2005 2006

Net foreign assets 52,116 293,654 345,410 453,691 344,505 394,293 639,604
Claims on nonresidents 61,697 296,235 345,773 453,990 349,684 397,399 639,712
Currency 15,828 150,843 17,474 26,590 12,064 24,464 11,136

Deposits 45,869 145,392 328,299 427,399 213,202 213,448 424,928

Securities other than shares _ _ _ _ 124,418 159,488 203,647

less: Liabilities to nonresidents 9,581 2,581 363 298 5,179 3,106 108
Deposits 9,581 2,581 363 298 5179 3,106 108

Net claims on central government -5,657 -70,336 -258,592 -346,380 -215,167 -223,476 -470,770

Claims on central government _ _ _ _ _ _ _
less: Liabilities to central gov. 5,657 70,336 258,592 346,380 215,167 223,476 470,770
Deposits 5,657 70,336 258,592 346,380 215,167 223,476 470,770

Claims on other sectors

Monetary base 38,649 182,297 50,120 64,917 112,242 151,320 146,468
Liabilities to ODC 15,753 173,904 46,222 59,612 72,899 82,518 94,467
Transferable deposits 15,753 173,904 46,222 59,612 72,899 82,518 94,467

Deposits included in broad money 22,896 8,393 3,898 5,305 39,342 68,802 52,001
Transferable deposits 22,896 8,393 3,898 5,305 34,242 64,702 44,033

Other financial corporations _ _ _ _ 17,757 21,611 26,692

Local government _ _ _ _ 1,891 1,602 379

Social security _ _ _ _ 2,968 1,708 4,301

Public nonfinancial corp. 22,896 6,963 3,473 5,288 9,942 37,587 10,519

Other nonfinancial corp. _ 1,430 425 17 10 5 2

Other resident sectors _ _ _ _ 1,675 2,188 2,140

Other deposits _ _ _ _ 5,100 4,100 7,968

Other financial corporations _ _ _ _ 5,100 4,100 7,968

Deposits excluded from broad money 2,984 12,913 25,113 27,367 _ _ _
Shares and other equity 4,925 4,727 10,561 16,068 17,982 20,401 25,522
Funds contributed by owners 2,556 2,556 2,556 2,556 10,000 10,000 10,000
Retained earnings . 1,133 3,599 4,512 3,045 2,970 6,390
General and special reserves . 309 3,940 7,380 4,468 6,630 8,473
Grants from donors . 728 464 1,619 469 801 658
Other items (net) -99 23,381 1,025 -1,040 -885 -904 -3,157
Other liabilities 1,236 24,245 1,911 1,448 98 530 247

less: Other assets 1,335 864 886 2,488 983 1,434 3,404
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Table 4.

Other Depository Corporations Survey

(Outstanding amounts, end of period, in thousands of EUR)

Net foreign assets 81,190 289,664 304,079 241,485 303,981 300,704 336,591
Claims on nonresidents 84,114 308,593 328,322 272,436 337,963 346,938 396,594
Currency 12,686 88,342 35,597 46,611 43,245 50,101 54,595
Deposits 71,428 212,753 292,725 106,205 170,783 209,174 235,583
Securities other than shares . 7,498 119,620 112,281 82,946 99,428
Loans . . . . 11,652 4,715 6,986
Other _ _ _ _ 2 2 2
less: Liabilities to nonresidents 2,924 18,929 24,243 30,951 33,982 46,234 60,003
Deposits _ 13,884 17,534 20,013 12,684 18,360 21,305
Loans 2,924 5,045 6,709 10,938 21,298 27,875 38,698

Other — — _ —
Claims on CBAK 12,685 176,793 45,740 59,569 73,245 81,637 88,933
Deposits 12,685 176,793 45,740 59,569 73,245 81,637 88,933
Net claims on central government 1/ . . o . . -28 -2,062
Claims on other sectors 3,314 25,916 86,498 232,773 373,661 513,856 636,613
Loans 3,314 25,916 86,498 232,773 373,661 513,856 636,613
Public nonfinancial corporations _ _ _ 198 _ _ 49
Other nonfinancial corporations 3,314 25,916 80,806 193,529 289,947 387,870 490,501
Other resident sectors . . 5,692 39,046 83,714 125,986 146,063
Households _ _ 5,692 39,046 83,714 125,986 146,063
Deposits included in broad money 93,003 478,372 409,660 493,981 677,880 798,787 865,464
Transferable deposits 93,003 353,141 281,380 273,376 270,927 283,048 296,530
Other financial corporations . . . . 9,037 7,202 4,939
Local government . . . . 1,321 2,861 4,986
Public nonfinancial corporations . . . . 24,663 29,978 24,275
Other nonfinancial corporations 93,003 133,915 159,660 138,964 81,295 76,796 96,921
Other resident sectors . 219,226 121,720 134,412 154,610 166,212 165,409
Households . 219,226 121,720 134,412 145,542 155,525 157,645
NPISH . . . . 9,069 10,686 7,763
Other deposits . 125,231 128,280 220,605 406,953 515,739 568,934
Other financial corporations . . . . 14,009 20,152 23,132
Public nonfinancial corporations . . . . 149,297 181,326 193,337
Other nonfinancial corporations . 31,318 23,921 87,131 22,318 33,054 24,560
Other resident sectors . 93,913 104,359 133,474 221,329 281,207 327,905
Households . 93,913 104,359 133,474 220,620 279,590 322,371
NPISH . . . . 709 1,616 5,533
Deposits excluded from broad money . . . 1,802 3,987 19,974 40,144
Other nonfinancial corporations . . . . 2,111 680 3,034
Households . . . . 1,876 19,294 37,110
Shares and other equity 6,152 20,435 33,244 45,007 69,122 73,988 92,310
Funds contributed by owners 4,600 18,443 30,764 44,061 57,678 62,406 83,689
Retained earnings . -282 1,222 -6,004 -333 -2,558 5,539
General and special reserves _ 511 661 657 805 613 -731
Profit/loss of the year 1,552 1,762 597 6,293 10,971 13,528 3,813
Other items (net) -1,966 -6,434 -6,587 -6,963 -102 3,420 62,158
Other liabilities 2/ 1,051 2,030 6,568 17,457 27,891 37,344 103,219
less: Other assets 3,017 8,464 13,155 24,420 28,095 33,934 40,637
plus: Consolidation adjustment _ _ _ _ 102 11 -424
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Table 5.
Other Financial Corporations Survey

(Outstanding amounts, end of period, in thousands of EUR)

Description 2004 2005 2006

Net foreign assets -5,878 -9,901 -10,949
Claims on nonresidents 4,169 4,346 943
Currency 874 1,022 943

Securities other than shares 3

Shares and other equity 3,313 3,333
less : Liabilities to nonresidents 10,046 14,247 11,892
Loans 10,046 14,247 11,892
Claims on depository corporations 45,904 53,065 62,732
CBAK 22,857 25,711 34,657
Transferable deposits 17,757 21,611 26,689
Other deposits 5,100 4,100 7,968
Other depository corporations 23,046 27,354 28,074
Transferable deposits 9,037 7,202 4,942
Other deposits 14,009 20,152 23,132
Net claims on central government — — —
Claims on other sectors 44,332 58,370 67,685
Loans 39,856 51,696 57,723
Other nonfinancial corporations 39,856 51,696 57,723
Other claims 4,476 6,674 9,962
Deposits — — —
Loans 2,330 3,022 3,375
Other resident sectors 2,330 3,022 3,375
Households 2,330 3,022 3,375
Insurance technical reserve 23,605 30,817 38,039

Net equity of households in life insurance reserves

Net equity of households in pension funds 5,755 8,725 10,540

Prepayment of premiums and reserves against outstanding claims 17,850 22,092 27,498
Shares and other equity 57,955 71,391 80,495
Funds contributed by owners 23,523 22,913 27,504
Retained earnings 8,614 12,924 15,824
General and special reserves 4,993 6,722 7,885
Profit/Loss for the year 1,712 4,043 1,602
Grants from donors 19,112 24,789 27,679
Other items (net) 468 -3,697 -2,441
Other liabilities 9,333 4,388 7,527
less: Other assets 8,865 8,086 9,968

plus: Consolidation adjustment
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Table 6.

Other Financial Intermediaries Survey
(Outstanding amounts, end of period, in thousands of EUR)

Description 2004

Annual Report 2006

Net foreign assets -9,433 -13,434 -10,867
Claims on nonresidents 613 813 891
Currency 634 822 891
less : Liabilities to nonresidents 10,046 14,247 11,758
Loans 10,046 14,247 11,758
Claims on depository corporations 3,510 5,751 2,546
Other depository corporations 3,510 5,751 2,546
Transferable deposits 2,507 3,693 1,871
Other deposits 1,003 2,058 675
Net claims on central government — — —
Claims on other sectors 39,856 51,696 55,994
Gross loans 39,856 51,696 55,994
Other nonfinancial corporations 39,856 51,696 55,994
Loans 2,330 3,022 3,274
Shares and other equity 32,004 41,512 44,963
Funds contributed by owners — — _
Retained earnings 7,899 10,246 11,098
General and special reserves 4,993 6,477 7,015
Grants from donors 19,112 24,789 26,850
Other items (net) -402 -521 -564
Other liabilities 1,781 2,310 2,502
less: Other assets 2,182 2,830 3,066

plus: Consolidation adjustment

CBAK - Central Banking Authority of Kosovo 114



CBAK

Annual Report 2006

Table 7.

Insurance Companies and Pension Funds Survey
(Outstanding amounts, end of period, in thousands of EUR)

Description 2004 2005 2006

Net foreign assets 3,555 3,533 25
Claims on nonresidents 3,555 3,533 25
Currency 239 200 25

Shares and other equities 3,313 3,333
Claims on depository corporations 39,482 44,534 55,863
CBAK 22,857 25,711 30,636
Transferable Deposits 17,757 21,611 22,668
Other deposits 5,100 4,100 7,968
Other depository corporations 16,625 18,823 25,227
Transferable deposits 6,369 3,479 2,871
Other deposits 10,255 15,344 22,356
Net claims on central government — — —
Claims on other sectors 4,476 6,674 9,962
Other claims 4,476 6,674 9,962
Insurance technical reserve 23,605 30,817 38,039
Net equity of households in life insurance reserves — — _
Net equity of households in pension funds 5,755 8,725 10,540
Prepayment of premiums and reserves against outstanding claims 17,850 22,092 27,498
Shares and other equity 23,039 27,100 29,670
Funds contributed by owners 20,612 20,133 23,031
Retained earnings 715 2,678 4,384
General and special reserves 246 653
Profit/loss of the year 1,712 4,043 1,602
Other items (net) 870 -3,176 -1,859
Other liabilities 7,552 2,079 4,948
less: Other assets 6,683 5,255 6,807

plus: Consolidation adjustment
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Table 8.
Insurance Companies Survey

(Outstanding amounts, end of period, in thousands of EUR)

Description

Annual Report 2006

Net foreign assets 3,555 3,533 25
Claims on nonresidents 3,555 3,533 25
Currency 239 200 25
Shares and other equities 3,313 3,333
Claims on depository corporations 33,727 35,810 45,323
CBAK 17,525 17,422 20,543
Transferable deposits 14,525 17,422 18,525
Other deposits 3,000 2,018
Other depository corporations 16,202 18,388 24,780
Transferable deposits 6,369 3,479 2,424
Other deposits 9,833 14,908 22,356
Claims on other sectors 4,476 6,674 9,962
Other claims 4,476 6,674 9,962
Insurance technical reserve 17,850 22,092 27,498
Net equity of households in life insurance reserves — — —
Prepayment of premiums and reserves against outstanding claims 17,850 22,092 27,498
Shares and other equity 23,039 27,100 29,670
Funds contributed by owners 20,612 20,133 23,031
Retained earnings 715 2,678 4,384
General and special reserves 246 653
Net Profit/loss of the year 1,712 4,043 1,602
Other items (net) 870 -3,176 -1,859
Other liabilities 7,552 2,079 4,948
less: Other assets 6,683 5,255 6,807
plus: Consolidation adjustment
Table 9.
Pension Funds Survey
(Outstanding amounts, end of period, in thousands of EUR)
Description
Net foreign assets — — —
Claims on depository corporations 5,755 8,725 10,540
CBAK 5,332 8,289 10,094
Transferable Deposits 3,232 4,189 4,144
Other deposits 2,100 4,100 5,950
Other depository corporations 423 436 447
Transferable Deposits 447
Other Deposits 423 436
Insurance technical reserve 5,755 8,725 10,540
Net equity of households in life insurance reserves — — _
Net equity of households in pension funds 5,755 8,725 10,540
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Table 10.

Other Depository Corporations Balance Sheet - Assets

(Outstanding amounts, end of period, in thousands of EUR)

CBAK

Cash and balances with BPK 25,371 265,135 81,337 106,180 116,490 131,738 143,528
Cash 12,686 88,342 35,597 46,611 43,245 50,101 54,595
Balances with BPK 12,685 176,793 45,740 59,569 73,245 81,637 88,933
Balances with commercial banks 71,428 212,753 292,725 106,205 186,009 221,936 243,105
Sight accounts 2,074 2,539 57
Time deposits 1,500 5,508 479
Nonresidents 71,428 212,753 292,725 106,205 182,435 213,889 242,569
Securities _ 7,498 119,620 112,281 82,946 99,428
Investment portfolio _ _ _ _ 4,500
Nonresidents _ _ _ _ 4,500
Trading portfolio _ 7,498 119,620 112,281 82,946 94,928
Nonresidents _ 7,498 119,620 112,281 82,946 94,928
Gross loans and lease financing 3,314 25,916 86,498 232,773 373,661 513,856 636,613
Public nonfinancial corporations . _ . 198 49
Other nonfinancial corporations 3,314 25,916 80,806 193,529 289,947 387,870 490,501
Households _ _ 5,692 39,046 83,714 125,986 146,063

NPISH _ _ —
Fixed assets 441 4,544 9,498 12,265 15,878 16,933 22,872
Other assets 2,576 3,920 3,657 12,155 12,219 17,003 17,767
TOTAL ASSETS 103,130 519,766 473,715 589,198 816,538 984,412 1,163,314
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Table 11.

Other Depository Corporations Balance Sheet - Liabilities

(Outstanding amounts, end of period, in thousands of EUR)

2006
Balances from other banks . . . 1,802 14,276 23,034 30,245
Debts to clients 95,927 497,300 432,612 522,887 695,932 843,048 930,537
Deposits 93,003 492,255 427,194 513,994 694,533 836,657 926,370
Transferable deposits 93,003 365,448 295,909 290,453 281,033 296,607 310,893
Central government _ _ _ _ . 28 1,062
Local government . . . . 1,321 2,861 4,986
Other financial corp. . . . . 9,037 7,202 4,939
Public nonfin. Corp. . . . . 24,663 29,978 24,275
Other nonfin. Corp. 93,003 133,915 159,660 138,964 81,295 76,796 96,921
Households . 219,226 121,720 134,412 145,542 155,525 157,645
NPISH . . . . 9,069 10,686 7,763
Nonresidents . 12,307 14,529 17,077 10,106 13,530 13,302
Other deposits . 126,807 131,285 223,541 413,499 540,050 615,478
Central government _ _ _ _ _ 1,000
Other financial corp. . . . . 14,009 20,152 23,132
Public nonfin. Corp. . . . 149,297 181,326 193,337
Other nonfin. Corp. . 31,318 23,921 87,131 24,429 33,734 27,594
Households . 93,913 104,359 133,474 222,496 298,884 359,482
NPISH . . . . 709 1,616 5,533
Nonresidents . 1,577 3,005 2,936 2,559 4,338 5,399
Other borrowings (incl non-neg. CD) 2,924 5,045 5,418 8,893 1,399 6,391 4,167
Nonresidents 2,924 5,045 5,418 8,893 1,399 6,391 4,167
Other liabilities 1,051 2,030 6,568 17,457 27,891 37,344 103,219
Subordinated debt _ 1,291 2,045 9,318 6,999 7,003
Own resources 6,152 20,435 33,244 45,007 69,122 73,988 92,310
In EUR currency 6,152 20,435 33,244 45,007 69,122 73,988 92,310
Share capital 4,600 18,443 30,764 44,061 57,678 62,406 83,689
Contingency reserve _ 511 511 511 613 613 -731
General and other reserves . 150 146 192
Profit/loss of the year 1,552 1,762 597 6,293 10,971 13,528 3,813
Retained profit/loss . -282 1,222 -6,004 -333 -2,558 5,539
TOTAL LIABILITIES 103,130 519,765 473,715 589,198 816,538 984,413 1,163,314
1/ Untill May '04 Includes all currencies.
2/ Till May 2004 figure for all nonfinancial corporations;
3/ Till May 2004 figure for households includes NPISH;
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Table 12.

EUR - Deposits at ODC, by Original Maturity

(Outstanding amounts, end of period, in thousands of EUR)

Description 2004 2005 2006

Government 1,321 2,889 7,048
Transferable deposits 1,321 2,889 6,048
Other deposits 1,000
Financial corporations 25,621 35,408 28,182
Other depository corporations 3,675 8,054 112
Transferable deposits 2,175 1,054 112
Other deposits 1,500 7,000
Other financial intermediaries 3,510 5,751 2,395
Transferable deposits 2,507 3,693 1,869
Other deposits 1,003 2,058 526
Insurance companies 1/ 15,524 18,823 24,780
Transferable deposits 5,268 3,479 2,424
Other deposits 10,255 15,344 22,356
Pension funds . . 443
Transferable deposits . . 443

Other deposits
Financial auxiliaries 2,912 2,780 452
Transferable deposits 162 30 202
Other deposits 2,750 2,750 250
Nonfinancial corporations 275,260 318,994 338,413
Public nonfinancial corporations 173,499 211,256 217,357
Transferable deposits 24,202 29,930 24,020
Other deposits 149,297 181,326 193,337
up to 1 month 34,000 23,851 19,873
over 1 month and up to 3 months 4 12,763 19,442
over 3 months and up to 1 year 115,293 119,461 114,320
over 1 year and up to 2 years 25,251 39,701
Other nonfinancial corporations 101,760 107,739 121,056
Transferable deposits 78,171 74,369 94,190
Other deposits 23,589 33,369 26,866
up to 1 month 9,037 6,292 6,187
over 1 month and up to 3 months 6,028 8,294 6,816
over 3 months and up to 1 year 6,254 13,027 9,103
over 1 year and up to 2 years 169 5,090 1,738
over 2 years 2,101 667 3,023
Other domestic sectors 360,325 440,714 500,373
Households 350,694 428,727 487,282
Transferable deposits 136,862 144,734 144,986
Other deposits 213,832 283,993 342,295
up to 1 month 63,817 87,179 111,209
over 1 month and up to 3 months 42,152 41,726 39,573
over 3 months and up to 1 year 91,778 109,269 127,919
over 1 year and up to 2 years 14,229 26,544 26,486
over 2 years 1,857 19,275 37,107
NPISH 9,631 11,987 13,091
Transferable deposits 8,922 10,371 7,558
Other deposits 709 1,616 5,533
Nonresidents 12,324 17,326 18,192
TOTAL 674,850 815,332 892,208
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Non-EUR - Deposits at ODC, by Original Maturity

(Outstanding amounts, end of period, in thousands of EUR)

Annual Report 2006

Description 2004

Government — — —
Financial corporations 1,102 4 1

Other depository corporations 1 3

Transferable deposits 1 3
Other financial intermediaries 1 1
Transferable deposits 1 1

Insurance companies 1,101

Transferable deposits 1,101
Nonfinancial corporations 4,425 2,839 3,714
Public nonfinancial corporations 461 48 255
Transferable deposits 461 48 255

Other deposits _ _
Other nonfinancial corporations 3,964 2,791 3,459
Transferable deposits 3,124 2,426 2,731
Other deposits 840 365 728
up to 1 month 340 17 250
over 1 month and up to 3 months 188 131 208
over 3 months and up to 1 year 302 204 185
over 1 year and up to 2 years — — 74
over 2 years 10 13 1
Other domestic sectors 17,490 25,998 30,051
Households 17,344 25,683 29,846
Transferable deposits 8,679 10,791 12,659
Other deposits 8,664 14,891 17,186
up to 1 month 2,791 3,925 6,754
over 1 month and up to 3 months 2,190 2,466 1,815
over 3 months and up to 1 year 3,001 7,978 8,534
over 1 year and up to 2 years 664 503 80
over 2 years 19 19 3
NPISH 146 315 206
Transferable deposits 146 315 206
Nonresidents 341 542 509
TOTAL 23,358 29,383 34,275
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Table 14.

ODC Loans, by Original Maturity 1/

(Outstanding amounts, end of period, in thousands of EUR)

Description 2004 2005 2006

Government _ _ o
Financial corporations _ _ _
Nonfinancial corporations 289,947 387,870 490,550
Public nonfinancial corporations 49
Over 2 years 49

Other nonfinancial corporations 289,947 387,870 490,501

Up to 1 year 111,491 117,924 128,736

Over 1 year and up to 2 years 111,259 125,220 127,654

Over 2 years 67,198 144,727 234,111

Other domestic sectors 83,714 125,986 146,063
Households 83,714 125,986 146,063

Up to 1 year 15,906 19,549 19,691

Over 1 year and up to 2 years 15,244 21,046 24,689

Over 2 years 52,563 85,392 101,684

TOTAL 373,661 513,856 636,613

1/ Allloans are in EUR currency.
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Table 15.

ODC Loans, by Industry

(Outstanding amounts, end of period, in thousands of EUR)

Description 2004

Annual Report 2006

Agriculture 7,931 12,492 16,443

Up to 1 year 3,851 4,061 3,419

Over 1 year 4,079 8,431 13,024

Industry, energy and construction 47,773 74,230 97,667

Mining 6 512 480

Up to 1 year 512 480

Over 1 year 6

Industry 35,562 48,142 61,861

Up to 1 year 16,070 11,565 12,152

Over 1 year 19,492 36,578 49,708

Manufacturing ( Food, Textile, etc) 29,769 44,005 54,910

Up to 1 year 12,623 10,448 10,696

Over 1 year 17,146 33,557 44,214

Manufacturing (Oil,Chem., etc) 5,724 3,544 6,259

Up to 1 year 3,441 925 1,137

Over 1 year 2,283 2,619 5,122

Electricity, gas and water 69 594 691

Up to 1 year 5 192 319

Over 1 year 64 403 372

Construction 12,205 25,575 35,327

Up to 1 year 6,401 12,459 15,315

Over 1 year 5,804 13,116 20,012

Services 234,243 301,147 376,440

Trade 197,234 249,659 307,380

Up to 1 year 78,537 81,070 92,404

Over 1 year 118,697 168,589 214,977

Wholesale and retail trade 172,843 209,575 259,511

Up to 1 year 66,328 64,038 74,515

Over 1 year 106,507 145,537 184,997

Hotel and restaurants 18,949 27,978 29,542

Up to 1 year 9,379 12,198 10,537

Over 1 year 9,571 15,780 19,006

Other trade 5,450 12,107 18,327

Up to 1 year 2,830 4,834 7,353

Over 1 year 2,619 7,272 10,974

Fin. Services 3,209 2,742 1,073

Up to 1 year 69 117 166

Over 1 year 3,141 2,626 907

Other services 33,800 48,745 67,987

Up to 1 year 10,870 11,207 28,092

Over 1 year 22,931 37,538 39,895

TOTAL 289,947 387,868 490,550
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Table 16.
ODC Effective Interest Rates
Description 2004 2005 2006
DEPOSITS
Nonfinancial corporations
Other deposits 1/
Up to 250.000 EUR
<=1 month
Interest rate 1.71 2.10 212
Standardized variance 0.14 0.03 0.06
> 1 month and <= 3 months
Interest rate 2.19 2.39 2.65
standardized variance 0.06 0.01 0.04
> 3 months and <=1 year
Interest rate 2.95 3.39 W
standardized variance 0.10 0.17 *
Equal or more than 250.000 EUR
<=1 month
Interest rate W 242 3.13
Standardized variance W 0.08 0.19
> 3 months and <=1 year
Interest rate W 3.73 4.30
standardized variance W 0.05 0.08
Households
Other deposits 1/
<=1 month
Interest rate 1.70 2.02 212
standardized variance 0.10 0.05 0.04
> 1 month and <= to 3 months
Interest rate 2.25 2.36 2.50
standardized variance 0.04 0.03 0.03
> 3 months and <=1 year
Interest rate 3.00 3.27 3.65
standardized variance 0.06 0.09 0.06
>1year and <=2 years
Interest rate 3.82 3.89 4.34
standardized variance 0.02 0.04 0.05
> 2 years
Interest rate W 4.57 4.77
standardized variance S 0.10 0.11
LOANS

Nonfinancial corporations
Investment business loans
>1year and <= 3 years
Interest rate 14.31 13.82 X
standardized variance 0.18 0.36 *
Other business loans

>3 months and <=1 year

Interest rate 15.89 15.52 13.71
standardized variance 0.30 0.32 0.29
> 1 year
Interest rate 14.85 14.24 14.34
standardized variance 0.19 0.13 0.18
Credit lines
Interest rate 15.61 15.20 15.71
standardized variance 0.08 0.00 0.05
Households
Consumer Loans
Interest rate 12.31 12.17 12.06
standardized variance 0.19 0.12 0.14

* At least one of the conditions for publication (i.e. minimum 3 answers with new business Bnd a standardized variance of
1/ Nontransferable (time) deposits.
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Table 17.

ODC Income Statement

(Cumulative within the calendar year, in thousands of EUR)

Description pA 2001 2002 2003 pA 2006

INCOME
Interest income _ 393 2,035 6,183 53,999 74,612 88,842
Loans _ 393 1,646 4,836 48,110 67,963 79,406
Placement with banks _ _ 389 1,347 2,452 3,969 6,613
Securities 955 8,437 8,290 29,243 3,437 2,681 2,823
Non-Interest income _ _ _ _ 19,449 19,697 25,102
Fees and commissions _ _ _ _ 17,522 17,380 22,474
Other operating income _ _ _ _ 1,927 2,317 2,628
TOTAL INCOME 955 8,437 8,233 24,355 73,448 94,309 113,944
EXPENDITURES
Interest expenditures _ _ 996 12,027 9,978 15,389 19,846
Deposits _ _ _ 4,939 9,237 13,894 17,465
Borrowings _ _ _ 2,964 741 1,495 2,381
Non-Interest expenditures _ _ _ 1,975 14,939 18,743 21,877
Provisions for loan losses 955 8,437 8,233 19,406 11,071 13,419 16,024
Depreciation on fixed assets 955 8,437 7,237 9,362 3,868 5,324 5,853
General and administrative expenses _ _ 996 10,044 33,952 43,851 48,410
TOTAL EXPENDITURES _ _ _ 10 58,869 77,983 90,132
NET INCOME _ _ 57 4,888 14,579 16,327 23,811
Net gains/losses from dealing securities _ _ 57 2,582 -441 -362 -114
Net gains/losses from dealing in foreign ex. _ _ _ 2,306 328 990 551
Net gains/losses from exchange rate variat. 4,004 38,725 105,436 232,637 593 -39 612
Net income from ban. activ.before tax 4,004 31,228 87,401 179,556 15,059 16,916 24,861
less : Provision for taxes 4,004 31,228 74,966 116,813 2,104 3,389 5,565
Net profit/ loss for period _ _ 12,435 62,743 12,955 13,527 19,296
less: dividend paid 3,240 22,351 68,475
Retained profit 3,240 22,351 62,289 84,960 12,955 13,527 19,296
Table 18.

CBAK - Interbank Clearing System

(Cumulative within the calendar year, in thousands of EUR)

Description 2001 2002 2003 2005 2006

Transactions
Amount 79,535 840,605 1,416,109 1,715,646 1,919,149 2,325,050
Number 4,888 75,763 164,207 266,743 321,669 990,858

CBAK - Central Banking Authority of Kosovo 124



CBAK

Annual Report 2006

125

Table 19.
International Money Transfers among Financial Corporations

(Cumulative within the calendar year, in thousands of EUR)

Description 2000 2001 2002 2003 2004 2005 2006

OUTGOING
CBAK 8,553 77,295 241,718 277,674 369,087 309,844 304,796
Commercial banks 173,463 500,522 722,415 1,014,779 1,282,860 1,277,402 1,324,634
Financial auxiliaries 1,746 10,094 14,486 13,167 15,358 14,715 16,999
TOTAL 183,762 587,911 978,619 1,305,620 1,667,305 1,601,961 1,646,429
INCOMING
CBAK 117,213 226,980 239,706 232,020 92,607 92,747 261,066
Commercial banks 286,096 588,229 747,932 916,723 1,154,931 943,087 1,042,330
Financial auxiliaries 6,370 41,841 106,471 137,385 162,258 167,172 184,690
TOTAL 409,679 857,050 1,094,109 1,286,128 1,409,796 1,203,006 1,488,086
Table 20.

Insurance Companies Activity

(Cumulative within the calendar year, in thousands of EUR)

Description 2001 2002 2003 2004 2005 2006

Amount of premiums received

TPL 31,161 27,231 29,163 28,739 33,341 34,705
Border policies . 3,686 6,557 8,604 7,061 9,429
Other (non TPL) . 66 1,340 1,747 6,811 4,594
TOTAL 31,161 30,983 37,060 39,00 47,213 48,728

Number of policies sold

TPL 179,864 175,008 199,223 241,901 223,770 251,641
Border policies . 72,358 62,073 120,609 134,596 136,182
Other ( non TPL) . 67 3,827 8,423 14,520 17,977
TOTAL 179,864 247,433 265,123 370,933 372,886 405,800

Amount of claims paid

TPL1/ 2,655 3,540 5,295 5,746 7,945 9,825
Border policies . . 278 580 332 481
Other (non TPL) . . 11 417 889 627
TOTAL 2,655 3,540 5,584 6,743 9,166 10,933

1/ Included the claims paid by the Kosovo Guarantee Fund.
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Table 21.

Other Financial Intermediaries Activity
(Outstanding amounts, end of period, in thousands of EUR)

Amount of loans 2,661 19,718 33,437 33,874 39,856 51,696 57,723
Number of loans 2,722 11,423 16,431 19,037 22,286 27,123 35,541
Table 22.

Kosovo Consolidated Budget

(Cumulative within the calendar year, in millions of EUR)

Description 2000 2001 2002 2003 2004 2005 2006
Tax Revenues 121.7 249.7 4444 536.4 550.1 553.3 620.5
Border taxes 115.2 208.7 364.5 4283 436.0 426.1 456.4
Domestic taxes 6.6 41.0 79.9 108.2 114.2 127.2 164.1
0.0 0.0 0.0
Non tax revenues 6.0 227 353 44.7 43.8 46.3 57.0
of which: Interest 11 20 3.7 3.0 3.3 2.6 35
Local Government revenues - 8.5 13 23.6 23.7 28.6 34.6
Donor grants 160.9 83.4 389 26.0 172 10.2
TOTAL 288.6 364.4 520.0 630.7 634.8 638.4 712.0
Wages and salaries 92.1 109.2 131.4 145.7 184.2 194.6 203.8
Goods and services 73.5 97.6 148.2 1944 203.0 142.8 143.0
Subsidies and transfers 68.0 61.6 87.5 1279 186.3 2139 155.4
Capital outlays 62.0 97.8 192.0 144.9 133.2
0.0 0.0 0.0
Reserves 24 3.9
TOTAL 233.6 268.4 429.2 568.2 769.4 696.1 635.5
BALANCE (Rev-Exp) 55.0 96.0 90.8 62.5 -134.6 -57.7 76.5

Source: Ministry of Finance and Economy.
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Table 23.

CBAK

Depository Corporations Network and number of employees

Prishtina region

CBAK 1/

Other Depository Corporations
Head office
Branches
Sub-branches

Prizreni region

Other Depository Corporations
Head office
Branches
Sub-branches

Peja region

Other Depository Corporations
Head office
Branches
Sub-branches

Gjilani region
Other Depository Corporations
Head office

Branches
Sub-branches

Mitrovica region

Other Depository Corporations
Head office
Branches
Sub-branches

Total Network Units

CBAK 1/

Other Depository Corporations
Head office
Branches
Sub-branches

Total numbers of employees
CBAK 1/
Other Depository Corporations

o

NN

|

|

w |
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21

o o~ ®

477
338
139

NS

a1 Nwl —-

o

=N

48

21
27

15

976
339
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28

4
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16

o |

10

23

13
10

34

14
20

136

21
115

41
67

1,525
132
1,393

40

1
39

31

24

o |

16

27

13
14

39

14
25

22

(=)}

16

152

151

42
102

1,781
124
1,657

61

1
60

52

37

ol

28

41

13
28

50

14
36

30

(o)}

24

219

218

43
168

2,199
133
2,066

69

1
68

60

o |

31

44

13
31

54

14
40

(=)}

26

238

237

42
188

2,479
138
2,341

69

1
68

61

ol

31

40

12
28

49

12
37

[o)}

20

221

220

37
177

2,557
141
2,416

Region in Prishtina (Gllogovc, Fushé Kosova, Lipjan, Obiliq, Podujeva, Shtime)

Region in Prizren (Dragash, Rahovec, Suhareké, Malisheva, Mamusha)

Region in Peja (Deqan, Gjakova, Istog, Kling, Junik)

Region in Mitrovica (Leposaviq, Mitrovica, Skenderaj, Vushtrri, Zubin Potok, Zveqan)

Region in Gjilan (Kaganiku, Kamenica, Novo Berd, Shterpc, Ferizaji, Vitia)

1/ Head Office.
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Table 24.

Exports and Imports, by Trading Partners

(Cumulative within the calendar year, in millions of EUR)

Description 2001 2002 2004 2005 2006

Export 10.6 27.6 35.6 56.6 48.9 79.2
Import 684.5 854.8 973.1 1,063.3 1,180.0 1,314.6
Trade balance -673.9 -827.2 -937.5 -1,006.7 -1,131.1 -1,235.3
Albania Export . . 1.88 1.8 52 10.5
Import . . 6.11 20.2 18.1 233
Bulgaria Export . . 0.18 0.4 1.0 4.1
Import . . 30.72 42.1 37.7 36.3
Bosnia and Export . . 0.84 15 3.4 4.4
Herzegovina Import . . 11.46 12.8 19.0 18.7
Croatia Export . . 1.84 0.5 0.9 0.7
Import . . 23.04 25.1 25.0 28.2
European Export . . 14.68 16.4 17.4 225
Union Import . . 242.53 377.4 408.8 407.4
EU 15 Export . . 13.69 15.0 16.1 17.9
Import . . 174.02 284.0 309.7 301.5
of which:
E t . . 1.35 0.9 0.9 1.1
Austria por 3
Import . . 21.51 27.6 20.9 23.7
Export . . s 0.2 0.5 0.2
France
Import . . 12.46 23.1 20.5 15.2
Export . . 3.79 3.3 3.2 3.4
Germany
Import . . 38.49 78.2 129.9 125.6
E . . . 4. 4 3
Greece xport 1.78 3 5. 3.9
Import . . 52.18 68.5 47.6 44.4
E t . . .2 . K 9.
Italy Xpor 6.25 5.5 5.6 0
Import . . 26.31 44.5 50.4 58.3
E t . . 0.18 0.1 0.1 0.2
Netherlands por
Import . . 6.00 10.1 7.9 6.5
United Export . . 0.15 0.6
Kingdom Import . . 3.80 11.1 8.0 6.8
EU new 10 Export . . 1.00 1.2 1.3 4.6
Import . . 68.51 93.4 99.0 105.9
of which: . . 0.00
E t . . . .1 .1 -
Hungary xpor 0.05 0. 0.
Import . . 17.74 19.7 16.2 20.1
Slovenia Export . . 0.66 1.0 1.2 4.3
Import . . 40.70 56.9 55.5 57.2
Switzerland Export . . 0.09 0.1 0.7 6.4
Import . . 10.52 16.2 18.7 23.0
Macedonia Export . . 6.94 9.6 9.6 8.2
Import . . 290.87 149.2 219.7 260.2
Serbi Export 10.1 6.9 11.9
erbia
Import 161.3 163.6 192.2
Export . . 6.75 _ _ 2.0
Montenegro
Import . . 112.01 . . 17.8
Turke Export _ _ _
Y Import _ _ _ 86.8 85.4 90.4
China Export . . 1.72 e
Import . . 66.35 34.3 55.8 75.5
Ukrai Export . .
raimne
Import . . 12.47 109 114 11.6
Brazil por
Import . . 6.88 21.5 16.8 18.6
United Export . . e . 0.2 .
States Import . . 5.16 17.0 18.5 11.7
Other Export . . 13.3 2.6 11.5
Import . . 10.24 88.5 81.6 94.1

NOTE: Exports data are by destination country. Imports data are by country of origin of goods.
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Table 25.

Exports, by Commodity Group

(Cumulative within the calendar year, in millions of EUR)

s - - -
10.6 56.5

Total 27.6 35.6 489 79.2
I Live animals and animal products . 0.1 0.5 0.3
1T Vegetable products . 24 24 2.6 2.8 3.9

III Animal or vegetable fats and oils - edible . 0.1 0.1
IV Prepared foodstuffs, beverages and tobac. . 1.3 4.1 3.8 4.6 4.9
V' Mineral products . 0.3 0.5 24 32 15.8
VI Products of the chemical or allied industries . 0.3 0.5 1.0 1.0 1.0

VII Plastics, rubber and articles thereof . 2.7 27 3.7 0.9 3.1

VIII Hides, skins, leather and articles thereof . 6.0 4.5 59 6.1 6.7
IX Wood and articles of wood . 0.3 0.6 0.4 0.4 0.6
X Cellulosic material, paper and articles thereof . 0.4 0.4 0.4 0.6
XI Textiles and textile articles . 0.6 11 14 0.6 0.5

XII Footwear . 0.1 0.1 0.1 0.1 0.7

XIII Articles of stone, plaster, ceramic and glass . 0.6 0.8 1.8 04 0.6

XIV Pearls, precious, stones, metals, jewelry, etc. . 0.1 0.2 0.2

XV Base metals and articles of base metal . 6.6 12.0 19.7 23.8 33.2

XV1Machinery, appliances, electrical equip. etc . 34 3.0 9.2 27 32

XVI Transport means . 19 12 2.0 0.9 3.0

VTl Optical, medical and musical instruments . 0.1 0.1 1.1 0.2 0.1

XIX Arms and ammunition . 0.1

XX Miscellaneous manufactured articles . 0.7 14 0.7 0.3 0.6

XXI Other . 0.1 0.1 0.1

Source: Customs and Statistical Office of Kosovo. Data for 2003 and 2004 are processed by BPK.
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Table 26.
Imports, by Commodity Group
(Cumulative within the calendar year, in millions of EUR)

Description 2001 2002 2003 2004 2005 2006

Total 684.5 854.7 973.1 1,063.2 1,180.0 1,314.6
I Live animals and animal products . 51.0 50.4 52.4 542 50.4
I Vegetable products . 47.1 66.7 68.1 57.5 67.2
II  Animal or vegetable fats and oils - edible . 7.9 83 7.3 11.1 19.4
IV Prepared foodstuffs, beverages and tobacco . 174.9 203.5 165.4 164.8 169.8
V  Mineral products . 123.5 138.6 173.1 212.3 243.3
VI Products of the chemical or allied industries . 527 70.9 98.0 914 96.5
VII Plastics, rubber and articles thereof . 25.3 32.7 425 51.0 64.3
VIII Hides, skins, leather and articles thereof . 1.3 04 1.0 15 16.9
IX  Wood and articles of wood . 299 332 299 30.7 33.9
X Cellulosic material, paper and articles thereof . 9.9 16.6 33.4 25.0 27.3
XI Textiles and textile articles . 164 28.8 31.2 36.7 39.1
XII' Footwear . 6.2 7.5 10.4 113 20.5
XIII Articles of stone, plaster, ceramic and glass . 72.5 60.5 549 51.5 545
XIV Pearls, precious, stones, metals, jewelry, etc. . 0.1 0.3 0.3 0.3
XV Base metals and articles of base metal . 53.6 58.0 77.5 90.7 89.5
XVI Machinery, appliances, electrical equipment, etc . 97.5 105.5 116.8 133.9 156.0
XVI Transport means . 10.3 27.8 50.2 110.3 99.4
XVI Optical, medical and musical instruments . 8.1 8.5 15.1 16.1 24.4
XIX Arms and ammunition . 0.4 0.5 0.2 11.0
XX Miscellaneous manufactured articles . 66.5 54.6 35.4 29.6 27.1
XXI Other 0.1 3.6

Source: Customs and Statistical Office of Kosovo. Data for 2003 and 2004 are processed by BPK.
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