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Report of factual findings - assembly and reconciliation of cash flows

We were engaged to perform the procedures agreed with you with regard to the reconciliation of
cash flows from the petroleum, mining and hydro-energy activities and compilation of the contextual
information as part of the implementation of the Extractive Industries Transparency Initiative (EITI) in
Albania for the year 2013 and 2014.

In performing our work we referredtot he | nternational Standard on Rel ate
AEngagements to perform agreed upon procedures regard
I nternational Federation of Accountants (61 FACO) .

Our procedures are listed in Chapter 4 of the report. Our findings are presented in Chapter 6 and in
the appendices as indicated in Chapter 6.

Because the agreed-upon procedures do not constitute either an audit or a review made in
accordance with International Standards on Auditing or International Standards on Review
Engagements, we do not express any assurance on the financial information provided in this report
including payments reported by the companies and government institutions. The information
presented in our report, or information provided by licensees or government institutions, has not
been subject to control or verification procedures unless otherwise stated in the report. Had we
performed additional procedures, or had we performed an audit or review in accordance with
International Standards on Auditing or International Standards on Review Engagements, other
matters might have come to our attention that would have been reported.

The enclosed EITI report for 2013 and 2014 consists of seven chapters covering among other things
contextual information on the industry, description of the compilation, and reconciliation processes
and related findings as well as lessons learned during these yearséreconciliation and summarized
recommendations.

Information presented in Chapter 1 and Chapter 2 and other information in addition to payment
streams that were subject to the reconciliation process and our procedures, is provided mainly by
EITI Albania in collaboration with the Ministry of Energy and Industry, National Agency of Natural
Resources in Albania, Albpetrol, and the Albanian Geological Survey. We did not carry audit or other
testing procedures to validate the completeness and accuracy of such information.

The objective of this report is to enhance transparency within the petroleum, mining, and hydro-
energy industry. Our procedures are not designed to identify fraud or misstatements made by
licensees and government bodies.
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Executive Summary

This summary sets out main
facts over the extractive
sector and hydro-energy
sector in Albania and findings
from the reconciliation
exercise.



Chart 1 - Production
in USD million in 2013

Albania stands among 49 countries complying with the Extractive
Industry Transparency Initiative.

As part of the ongoing implementation of this initiative the Albanian
Government publishes this informative report on the extraction of
oil, gas and other minerals, contribution of this industry to the State
budget and allocation and spending of these income. The final aim of
this initiative is to promote transparency in order to prevent corruption,
and raise awareness among citizens to demand from their

600 1 530 Government proper use of the fiscal and non-fiscal income generated
500 - from the exploration and exploitation of natural resources in Albania.
400 - The EITI report for the years 2013 and 2014 provides an overview of
the upstream oil and gas sector, mining sector and hydro-energy
300 - sector and reconciliation of main flows paid by licensees and collected
200 - 141 from the government agencies in these sectors.
106 .
100 - Based on data reported by AKBN and ERE production generated out
. of these sectors is estimated at USD 777 million in 2013 and USD
- < — ' 815 million in 2014, Whilst its contribution were 3.9% of revenue
N {\\,\\Q 0@\ recorded in National budget in 2013 and 3.5% in 2014,
«\’b N & L L .
o @\0 Contribution of the extractive industry to total employment in the
< country is almost insignificant. AKBN reports that companies licensed
in oil, gas and mining sectors employed collectively less than 1% of
total employee workforce registered in the country in 2013 and 2014.
'CthDZ - Ijlr_odu.ctiggm Crude oil comprised about 67% of the total output in both years.
n mitiion 1n Approximately 87% of total oil produced was extracted from the
600 - 549 Pato_s—Marine_za oilfields. Chgpter 2 provides_ an ov_er_v_iew_ of regulatory
and fiscal regime and exploration and production activities in the three
500 + sectors.
400 1 Selection of reporting entities
300 1 All companies operating an exploration license in oil, gas, and mining
200 - 176 and a production license in oil and gas were required to report under the
92 EITI Standard. Thus, cash flows reconciled for the oil and gas
100 -+ . sector represent 100% of cash flows contributed by the sector for the
B . B8 selected revenue streams.
@& . < Q}cs\ Because of the large number of small-scale producers in the mining and
O@b A\ & hydro-energy sector, certain materiality criteria based on annual
&&0 production were applied to select the most significant producers.
The selection resulted in 81 mining companies in 2013, which based
on the data provided by AKBN, comprised 85% of the production
value and 99 mining companies in 2014, which comprised 87% of the
production value.
In the hydro-energy sector, the MSG selected to report the
Chart 3 - Chash-flows reconciled 10 largest producers and 5 largest investments in
in Lek billion hydro-power plants not yet entered the production phase.
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By the date of this Report cash flows were reconciled to
99% of total cash flows reported from the licensees and the
Government.

aggregated level. Company-by-company reconciliation is

I Chapters 5 and 6 present the reconciliation on an
presented in the appendices to the report. Chart 3 on the

2011 2012 2013
Source: EITI reports 2011 - 2014

left presents the trend of the cash flow reconciliation from

2014 year 2011 to 2014.



1.Introduction

This Report is the 5" Albanian
Extractive Industry
Transparency Initiative Report
and covers the years ended 31
December 2013 and 31
December 2014.



1.1 What is EITI?

The Extractive Industries Transparency I nitiative
governments, extractive industry companies and civil society organizations engaged in management

and use of natural resources, such as oil, gas and minerals (see also: www.eiti.org) . EI'TI 6s final
aims, is to promote transparency in order to prevent corruption as well as provide citizens with a

basis for demanding fair use of revenue.

(A E

Transparency is also expected to positively contribute to growth of investments in the sector.

Alongside other efforts to improve transparency in government budget practice, the EITI begins a
process whereby citizens can hold their governments to account for the use of those revenues.

The transparency initiative is regulated through an

international standard that ensures more transparency

around countries6 oil, gas and mi
AEI TI Standardo, which replaced t
July 2013. Since then, the
EITI standard was further
amended in January 2015

! O2dzy G NB Q& yI (dzNT f
its citizens. Citizens should have the

right to see what their government is
receiving from these resources.

However, in too many countries this

information is not publicly available. The EITI standard is

developed and overseen by

a coalition of governments,
companies and civil society. It is based on the belief that prudent use of
natural resources contributes to economic growth, sustainable
development and reduction of poverty in resource-rich countries.

Under this standard, companies declare what they pay and governments
declare what they receive. These payments are disclosed in an annual
EITI Report which shall be comprehensive and actively promoted to allow
citizens to see for themselves how much their government is receiving

THE EITI STANDARD

EITl Intemational Secretariat 1 Jan

from their countryds natur al resou for
revenue.
1.2 EITlin Albania

( The Extractive Industries

§] bncie Transparency Initiative in

{ EI I I.';?.";:f:“" Q  edp  SSengien Albania (ALBEITI,

t ALBA\]A www.albeiti.org) was established

Y in 2009 by the Government of

Albania with the purpose of
promoting good resource
governance through the
implementation of the
international criteria and
principles of the EITI. Albania

The EIM MSG Extractive Industries Publications News Contact Us Transparency Program

" 12 MARS 2015,
PARLAMENTI AMENDON LIGJIN

4 E HIDROKARBUREVE PER
. _‘“I RAPORTIMIN SIPAS STANDARDEVE
¥ EITI

and 2012. This report covers years 2013 and 2014.

joined EITI as a candidate in
May 2009 and obtained the EITI
compliant status in May 2013.
Annual reports were produced
for the years 2009, 2010, 2011


http://www.eiti.org/
http://www.albeiti.org/

The process is overseen by the Albanian Multi-s t ak ehol der Group (AMSGO he
Gr o u pegujated by Public Order of the Prime Minister No. 71 dated 21 July 2011. The Albanian

Working Group is chaired by the Deputy Minister of the Ministry of Energy and Industry and

composed of various EITI stakeholders including the Government, extractive companies, civil society

etc. The Albanian Working group is the decision-making body supervising the implementation of EITI

in Al bania. The Al banian MSG is supported in its

or t

wor k

1.3 Albanian Working Group
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1.4 Annual reporting

According to the EITI Standard, licensees and the Government bodies shall report payments made
and revenues received annually and these shall be reconciled by an independent administrator. In

this context, the MSG and ALBEITI requested the following parties to report all payments made to

the Albanian Government:

A all licensees operating in exploration of oil, gas, and mining;

A all licensees operating in production of oil and gas;

A the largest mineral producers;

A larger hydro-power producers; and

A largest investors in hydro-power plants in the pre-production phase.

Additionally, the MSG and ALBEITI requested recipient Government institutions to report revenues
received.

EITI Reporting in Albania for the mining and petroleum sector are regulated respectively, through

Law No. 10304 AOn the Mining sector in ,aneededRedpubl i c of
LawNo.Law no. 7746 AOn Petroleum (Exploration and Produc
These laws compel all mining and oil and gas companies to implement the EITI. The Hydro-energy

sector has voluntarily accepted EITI.

In accordance with the new EITI standard requirements, the contextual information over the
extractive and hydro-energy sector in Albania is presented in chapter 2 of this report. For compiling
of the contextual information, the MSG and ALBEITI requested the industry regulators, and fiscal
Government agents to furnish ALBEITI with macroeconomic data, production, exports, and revenue
collected from the extractive industry.

Independent Administrator

The MSG appointed Deloitte Audit Albania Sh.p.k ( i D e | asiatimingtda)or according to a
contract dated July 14,2015. The admini stratorés role is to:

A Receive reporting from licensees and governmental agencies

A Compile the reporting and seek to resolve discrepancies to the extent possible

A Prepare and publish a report comprising the reconciled payments and revenues, any
discrepancies, and other information relevant, to understand the payments and revenues
from the petroleum and mining activity.

A Compile the contextual information in accordance with EITI report requirement 3.

A Other information requested by MSG; and

A Provide recommendations for improving the process

1.5 Acknowledgements

We would like to express our sincere thanks to the Ministry of Energy and Industry, the Albanian
Working Group and to the Albanian EITI Secretariat, who have assisted us in receiving timely replies
from the Government and participating companies.
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2.0verview of the

extractive sector
and hydro-
energy sector in
Albania

Information presented in this
chapter is compiled using
information published in the
websites of governing public
entities, SOEs, major investors
operating in the energy and
resources sector. Public
entities were asked to report
additionally necessary
information in accordance
with EITI requirement 3 and 4.

The independent administrator
did not carry audit procedures
to validate the completeness
and accuracy of the
information presented in this
section.
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2.1 Key facts

2.1.1 Energy and resources in Albania

Albania is largely self-sufficient in Chart 4 - Contribution of Energy and resources to

energy resources and in most GDP (at current prices)

years (up to 1989) has heen a net I T
exporter of electricity and refinery 2014 La0l -
oil by-products. 2013 | v N I ]
Albania is rich with energy

peat, and hydro-energy patential  dsu

etc., which contribute in different 2011 el .
ways to meet energy demandsin 2010 GGG

the country.
Energy and resources sectorin 2009 114 | =i

Albania is dominated by the: 2008

A petroleum sector, ) 500 1,000 1,500

A hydro-energy sector and

] a = Total GDP in Lek billions = Energy and resources in %
A Mining and quarry sector.

Source: INSTAT-Annual National Accounts (production approach)
Based on preliminary results
published by INSTAT?, the Energy and resources sector accounted for 7% of the gross domestic
product in 2013 and 2014. Oil and mining sector together account for a share at 5% of the GDP,
while the power sector comprised about 2% of the GDP.

Crude oil comprises the primary source of energy produced in Albania representing 67.7% of
primary energy sources produced in 2014 (2013: 59.1%) followed by the power sector with about
20% of primary energy sources produced in 2014 (2013: 29.3%).

Chart 5 - Energy produced by Chart 6 - Energy produced by
primary sources 2014 primary sources 2013
Woods, Others, Woods, Others,
10.0% 0.9% 9.9%_| 0.9%
Electric
power, .
20.1% Electric
_\ power,
29.3%_\
—Crude
Natural oil,
gas, ~Crude Natural ~__ 59.1%
1.4% oil, gas,
67.7% 0.8%

Source: INSTAT i National independency of energy

Gover nment 6donosproxideifos thel exast figure of the total government revenue

generated by the extractive sector. However, if we consider revenue generated by main revenue

streams (royalties, profit tax, share on oil production, signature bonuses, and other industry related

payments) the extractive sector and hydro-energy sector contributed at minimum an amount of

Lek 12.9 billionor3.9% of t ot al Government 6s revenule20ldp t he Nat.i
the extractive sector and the hydro-energy sector contributed at minimum Lek 12.7 billion,

representing 3.5% of the revenue recorded in the National Budget (refer to table 1 below).

* Annual National Accounts (Production Approach) 2008-2014 published on www.instat.gov.al.
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Table 17 Statement of Governments revenue from the extractive sector

In Lek million

National National
Payments streams (*)  Albpetrol AKBN ERE KESH Budget Albpetrol AKBN ERE KESH Budget
Share of oil production 4,968 - - - - 4,354 - - - -
Bonuses 11 47 - - - 12 23 - - -
Concession fee - - - 133 - - - 190 -
Regulatory payments - - 23 - - - - 72 - -
Other - - - - - - 633 - - -
Royalty - - - - 10,037 - - - - 9,730
Profit tax - - - - 2,885 - - - - 2,224
Dividends - - - - - - - - - 757
Oil and gas 4,979 47 - - 9,970 4,979 656 - - 9,904
Mining - - - - 2,433 - - - - 2,554
Hydro-energy - - 23 133 520 - - 72 190 253

(*) Payment streams listed above include only the significant payments made by the licensees to the State Budget, AKBN, ERE, KESH and Albpetrol

which are selected for reconciliation in this Report. The list does not represent a list of all payments streams. Such comprehensive disclosure is not

supported by the Governmentd s i nf o r ma tExoept forgoyadtyt, whialsis disclosed in full by the collecting agents, respectively the General

Directorate of Taxes and Albanian Custom Administrate, the other payment streams aggregate payments up to the level reported by licensees and

collecting public entities for the purpose of reconciliations included in these reports. Therefore, except for royalty, amounts shown above do not represent

a full disclosure of Governmentds revenue from t he radhydiodesergg.t reams | i sted at

Royalty comprises the primary revenue stream contributed by the extractive sector of oil, gas and mining to the National budget. Royalty collected in 2014
was 3% lower than royalty collected in 2013. Royalty decreased despite the increase oil and mining production. Such drop in royalty is attributed to the
decrease in international prices for oil and mineral ores. Share of oil production is the second largest revenue stream collected by the oil sector. Private oil
companies entirely paid in kind the share of oil production of 75,825 ton in 2013 and 94,304 ton in 2014. Values shown above for share of oil production were
estimated using the annual average sales price applied by Albpetrol in 2013 of USD 441/ton and USD 396/ton in 2014. Amount in USD were converted in Lek
with the average rate of the Bank of Albania for the year 2013 and 2014, respectively at 1 USD equal to 105.7 Lek and 1 USD equal to 105.5 Lek.

In 2013, the National Budget collected revenue of Lek 15,439 billion from the privatization of the HPPs of Ulza, Shkopet and Bistrica 1 and 2, which
were operating under KESH until mid-2013. Due to its one off nature, this revenue is not included in the table above. Had this amount been
included in the revenue shown above, the contribution to the revenue National Budget would be increased from 3.9% to 8.7%.

14
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Chart 71 Exports from extractive sector vs. total In Lek Chart 81 Exports from extractive

exports billion industry by minerals
100.0 - :
. i m Crude oil
Exports from the extractive sector Limestone & other
In Lek billions = Total exports 90.0 1 ®Cromium ore
Ferrochrome 3 7
400.0 - 39% 32% n
350.0 - 0 —
25% 80.0 I
300.0 7 19% ] - 7.5 4.9
250.0 A 70.0 -
2000 | IS
150.0 - 60.0 -
100.0 -
50.0 - 50.0
2011 2012 2013 2014
Source i Albanian Customs Administrate? 40.0 1 63
2

Exports from the extractive sector have increased 30.0
substantially by over 100% in the last four years.

In 2013 exports from the extractive sector amounted at ~ 20.0 -
Lek 96.7 billion or 39% of total exports. This share

@ ©
o [

I 1

dropped in 2014 to 32% of total exports or Lek 82.2 10.0 -

billion.

Such share is attributed to the crude oil exports which ) 2011 2012 2013 2014
accounted from 64% to 75% of total extractive exports

in the last four years, as shown chart 4. Source i Albanian Customs Administrate?

Crude oil was mainly exported to Italy, Spain and Malta. While China was the major buyer of
the Albanian chromium and copper ore.

Figure 17 Main destination countries for export of crude oil, chromium and copper:

Copper was exported to
China and Turkey

Source i Albanian Customs Administrate?

2 The Albanian Customs Administrate sent this information officially for compilation of this Report.
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Oil and Gas

In 2013 and 2014, oil and gas sector counted five companies producing oil and gas in the
southern part of Albania and six companies engaged in exploration activities. The State was
involved in the sector through direct ownership of Albpetrol, engaged in exploration, development
and production of oil and gas. Albpetrol holds shares as a primary licensee in all existing oil fields. In
order to pursue efficient operations, Albpetrol sub-granted its rights to private oil companies.

Production of crude oil has more than doubled since 2003, when private oil companies started
operating in the sector. In 2013, AKBN reported crude oil production at 1,203,637 ton with an
estimated worth of USD 530 million. The production in 2014 increased to 1,386,124 ton with an
estimated worth of USD 549 million. Bankers Petroleum operating the Patos-Marinza oilfield,
extracted above than 87% of total crude oil production in 2013 and 2014. Albpetrol production
counted at about 3% of domestic output in both years. The oil and gas sector contribution to the
National budget accounted at minimum with 3% in 2013 and 2.7% in 2014. Despite the increase in
domestic oil production, revenue from royalty dropped 6% in 2014 compared to 2013. Such
decrease is mainly attributed to the drop in the oil price in the international markets, used in the
determination of revenue from royalty as principal revenue stream to the National budget.

Despite increased production, employee number in the sector fell by 23% in the last four years.
These changes were due to transfer of production operations from Albpetrol to the private oil
companies. Apparently, the private sector could not absorb the employee force made redundant
during these transfers. In 2014, the upstream oil and gas sector employed about 3,109 staff
contributing with about 0.3% of total registered workforce reported by INSTAT in 2014. Albpetrol
was the largest employer in 2014 in the sector with about 2,062 employees, comprising 66% of total
employment in the sector.

In 2013, the crude oil produced approximated the internal demand for crude oil consumption
at 98% and exceeded by 108% internal demand for crude oil in 2014. Based on these data, can
be assumed that had total crude oil output been refined in Albania, the country output would have
been very close to fulfilling domestic consumption of refined oil.

Oil produced in the country is mostly exported to be refined abroad. Internal consumption for refined
oil is fulfilled through imported oil. Based on the data reported by the Albanian Custom, crude oil
exports accounted to 104% of oil produced in 2013. This ratio decreased to 77% of oil
produced in 2014, when crude oil refined through domestic refineries reached 22%.

Ming and quarry sector

As a traditional mining country, Albania contains an increasing number of medium, small-scale
mining and quarry companies, and only a couple of large-scale industrial mining companies. In
November 2015, AKBN reported 600 mining licenses, whereas 112 licensees were extracting
chromium ore in Bulgiza mines.

Mining production was estimated at USD 140.9 million in 2013 and USD 175.5 million 2014.

Chromium contributed at the largest share with about 72% of domestic mining output in 2013.
This share increased to 76% of domestic mining output in 2014. Limestone and other
construction minerals represented the second largest group of minerals after chromium. Their
share in the domestic mining output counted at 14% in 2013 and 12% in 2014.

Mining sector employed about 3,800 staff in 2013 (0.3% of total registered workforce) and 4,300
staff in 2014 (0.4% of total registered workforce). Chromium sector employed about 59% of mining
workforce in 2013 and 69% in 2014.

The sector known contribution accounted at minimum for 0.7% of total revenue in the national
budget in both years.

17



Hydro-energy sector

The hydropower production in Albania is dominated by the public sector. A the end of 2014, the State
owned and operated the Albanian Electrical Power Corporation (KESH), the Transmission System
Operator (OST) and Electricity Power Distribution Operator (OSHEE)

KESH is the largest producer in the country. With an installed capacity of 1,448 MW or 80% of total
installed capacity in Albania built in a cascade over Drini River in the north, KESH contributed with
87% of power output in 2013. This ratio fell to 72% in 2014, due to increase activity of private HPPs
and HPP under concession in the sector.

ERE reported domestic hydro-power output of 6,956 GWh in 2013 and 4,726 GWh in 2014. If
estimated using average export prices, the domestic output would have been reported at Lek 25.5
billion (equivalent to USD 243 million) in 2013 and Lek 24.1 billion (equivalent to USD 229 million) in
2014. However, because KESH sells its output at regulated price of Lek 1 per KWh (equivalent USD
0.01 per KWh) sales from the sector did not exceed Lek 11 billion (equivalent to USD 106 million)
in 2013 and Lek 9.6 billion (equivalent to USD 91.5 million) in 2014.

The Albanian State subsidizes the power sector through regulation prices of power generation,
transmission and distribution. This fact explains the relatively low contribution of the sector to GDP
at about 2%.

In 2013, 45% of power transmitted was lost in the distribution system because of its poor technical
conditions and informal connections to the system. In 2014, the losses dropped to 37.81% of the power
transmitted?® as a result of combined efforts of the Albanian Government and the power distribution
company - OSHEE. Foregone contribution of power losses measured at export prices is estimated
to be about Lek 22.3 billion in 2013 (equivalent to USD 212 million) and Lek 19.9 billion in 2014
(equivalent to USD 190 million).

The cost structure of domestic power output has changes in the last 5 years with intensification of
production from private HPPs and HPPs under concession and is expected to change further in the
future when a large number of medium and small HPP under concession enter the production phase.

The sectorod6s known c¢ dRr% ofthdtotdl ievemue @ codhe tationeldudadt in
2013 and 0.1% in 2014. In addition to normal cash flows the Government collected also revenue of
Lek 15,439 billion from the privatization of the HPPs of Ulza, Shkopet and Bistrica 1 and 2, which were
operating under KESH until mid-2013. Had this amount been counted together with normal cash flows,
the contribution to the revenue in to the National budget in 2013 would increase to 4.9%.

Data reported from AKBN show that a large number of HPP granted on concessions have not yet
commenced the construction or are still under construction as at the date of this report, showing delays
of two years and above. More specifically, out of 502 HPPs under concession, 308 HPPs with installed
capacity of 1,152 MW and forecasted energy at 5,359 GWh have not yet started the construction
phase. While, 84 HPPs are in the construction phase. If assumed that all HPPs were completed within
two years from the concession date and produced the energy foreseen in the concession contract the
concession fee for the year 2013 would be Lek 1.78 billion and increased further to Lek 1.9 billion in
2014, which is more than 10 times larger than the concession fee collected in both years.

Gas infrastructure

Albania will have access to gas supply in five years through connecting to the Trans-Adriatic Pipeline
crossing through 215 kilometers the southern part of Albania. The Government of Albania approved
the Law on natural gas sector N0.102/2015 in March 2015. This new law will govern the development
of infrastructure for the transmission and distribution of gas in Albania.

3 Power transmitted includes both domestic power consumption and power losses.
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2.1.2 Public institutions and entities governing the sector

Figure 2¢ Key public institutions and reporting lines

Albanian Parliament

Ministry of
Ministry of Enegy Economic
and industry Development,

Trade and Tourisn
—
~
National Agency o Albanian
Natural Resource Geological Servici
L
N\
8l ALBPETROL
~

N

~

Ministry of Energy and Industry* ("MEI" or "Ministry") is the Ministry
L3 responsible for making public policy and monitoring the implementation of

BV

ﬁﬁfﬁ rﬁm legislation in the energy and resources sector. It operates through its
.!.u.u:ﬁ:;....... directorates responsible for the development of public policies in the

MINISTRIA E ENERGJISE  petroleum, mining, hydro-energy, renewable energy sources and energy
DHE INDUSTRISE . . . .
efficiency, and technical and industry standards.

MEI is responsible for granting exploration and production licenses in the mining sector for evaluating
applications for petroleum agreements and concession rights for the construction of hydropower plants
in Albania. Petroleum agreements and hydro-energy concessions are approved by the Council
of Ministers.

The mission of the Ministry in the energy sector is to promote constant and sustainable economic
development through:

A encouraging private investment, domestic or foreign, in the energy sector with an
attractive legal climate for these investments; and

A development of market reforms in the energy sector to achieve national objectives for EU
integration and the development of a Regional Electricity Market.

MElI is primarily financed by the State Budget in accordance with Budget law. Revenues generated by
the energy sector include service tariffs and license fees. The Ministry operates through the State
Treasury System, where revenue collected and disbursements for expenditure are pooled in the
Stateds joint bank account s. MEIl publishes in
and program in the following link: http://www.energjia.gov.al/al/publikime/trasparence-per-publikun/te-
dhena-financiare-te-mei. MEI annual accounts are audited by the Supreme State Auditor as part
of its activities.

In reaching its primary mission in the energy and resources sector, the Ministry is supported by the
National Agency of Natural Resources and the Albanian Geological Survey.

4 Link to website: www.energjia.gov.al
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State-owned entities in the energy and resources (SOES)

MEI representatives chair the Board of Directors of the State owned entities in the energy and
resources sector. The Ministry of Economic Development, Trade, Tourism and Entrepreneurship
( A ME DT Tegpongible for economic policies holds shares in the sector through ownership of:

A Albpetrol Sh.a (100% of shares) i upstream oil and gas operations

A Korporata Elektroenergjitike Shqgiptare Sh . a ( i KIB®4Hob shares) i hydropower

generation
Operatori i Sistemit te [L00% ofshares)iipowettrarBissian ( A OSTO
Operatori i Shperndarjes se Ener(@ph of shar€s)jiekt ri ke

power distribution
In addition, the State retained 15% of the shares in ARMO Sh.a. engaged in oil refining activities.

Role of Albpetrol and ARMO is explained in section 2.2 Oil and gas sector. Role of KESH,
OST and OSHEE is explained in section 2.4 Hydro-energy sector.

National Agency of Natural
Resources (NANR or
AKBN) is established as a
public entity reporting to the
#M  Services Information  Legislation  Projects  Transparency Program  Pariners  Contact Minister I’esponsible for
Energy pursuant to CMD no.
547 dated 9 August 2006,
&5 amended. Its main purpose
d is to develop and supervise
the rational deployment of
natural resources in the
mining, petroleum and
energy sector based on
governing policies in force.

Renewable Energies
Hydrocarbons
Mines

Hydropower Sidebar

In pursuing its mission AKBN is responsible and performs the following functions concerning the
mining, petroleum and energy sector:

1 Contributes to the development of the strategies and governing policies;

Performs technical review to the studies and projects implemented in the sectors;

Promotes national oil, gas and mining resources and renewable energy resources
Negotiates and monitors the implementation of petroleum and mining agreements;

Monitors the implementation of the concessionary agreements in the hydro-energy sector;
Administers the data produced by the sectors and compiles the national and regional energy
balance in accordance with EUROSTAT?® requirements and the International Energy
Agencys, etc.

=A =4 =4 -4 -4

AKBN is headed by the Board of Directors staffed by seven member including the Chairman and the
Executive Director. All members are nominated by the Minister of Energy and Industry. The entity
performs its public functions through the directorates of petroleum, mining, hydro-energy and
renewable energy, primary responsible for the activities in each sector.

5 http://ec.europa.eu/eurostat/web/energy/data/energy-balances
8 http://www.iea.org/
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AKBN is primarily funded by:

1 The State budget for specific projects implemented in the sectors of petroleum, mining,
hydro-energy and renewable energy;

1 Tariffs applied for the services performed throughout license-application process and inter-
institutional projects;

1 Signature and training bonuses derived from petroleum agreements;

1 Settlement of performance guaranties derived from non-compliance with petroleum and
mining licenses;

1 Sales of the State interests in petroleum agreements;

1 Banking interest;

1 Donations etc.

AKBN makes no payments to the State budget, any surplus of annual income over expenditures, are
carried forward in the next fiscal year. AKBN administers its own bank accounts where deposits its
surplus funds. AKBNG6 annual accounts are audited by the Supreme State Auditor as part of
its activities, however AKBNO&s annual f i nwereadt méde availabdedar public
access and review at the date of this report.

Albanian Geological Survey (AGS

or SHGJSH) represent the oldest

public institution acting as scientific

counselor in accordance with Law

no. 8366, dated 2 July
Geol ogical Serviceo, amel
no. 9221, dated 15 April 2004 and

Law no. 10227, dated 4 February

2010. In 2015 the Al banian Parliament approved a new
servicebo, which abrogated the first | aw. SHGJSH i s
hydrocarbons, mining, quarry, and hydro-energy etc. The entity publishes projects implemented or

under implementation in its website: www.gsa.gov.al. Main projects undertaken in the energy and

resources sector include:

Home Welcome

1 Compilation of the digital maps for the hydro-energy and mining and quarry sectors;
1 Assessment of mining opportunities in the area of Qafe Mali i Perlat;

1 Assessment of the oil opportunities in the region of Shtepez in North Delvina;

1 Monitoring use and management of the groundwater and rivers and basins, etc.

Among other duties, SHGJSH is responsible for promoting and negotiating exploration licenses in
mining and quarry sector, and for monitoring the project implementation under each exploration
license granted.

SHGJSH is financed by the State Budget, service fees and tariffs for technical reviews and geological
surveys.

Albanian Energy Regulator
(ERE) is an independent
public body responsible for the
regulation of activities in the
power and natural gas sector,
organized in accordance with
XI ~ L7 the provisions of Law No.
Pwwwrss 0 9072 dated May 22, 2013 "On

PRESENTATION  » TARIFFS LICENSES ENERGY MARKET power sector", amended, and

" o ' Law No. 9946 dated June 30,
2008 "On gas sector".

DECISIONS »

PUBLICATIONS 3

ANNOUNCEMENT »
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In 2015 the Albanian Parliament approvedanewlLawno.1 02/ 2015 dated 20On Septembe
nat ur al gwahich abegatedthe dirst law.

ERE is the competent authority for issuing licenses for the generation, transmission, distribution,
supply and trading of power. The Body is directed by a Board of Commissioners appointed by the
Albanian Parliament.

ERE is responsible for:

A Establishing rules and requirements for licensing, transfer and withdrawal of licenses in power
generation, transmission, distribution, supply, trading of electricity and gas;

A Establishing wholesale and retail sales tariffs, as well as the terms and conditions attached to
power services;

Protection of the energy consumersd interests;
Resolution of disputes between licensees and customers and between the licensees;

Maintaining the balance between the interests of licensees, consumers, state and other
participants in the energy sector;

Promotion of competition in the energy sector;

Establish market rules, grid codes and other codes governing the activities of the licensees in
the energy sector.

A Determination of tariffs for all renewable energy sources (RES) in general and power
generation in particular;

ERE is financed by regulatory license fees and regulatory tariffs paid by the licensees in generation,
transmission, distribution, trade of electrical power and licensees in transmission and distribution of
gas etc.

ERE reports annually to the Al banian Parli dment " On F
The report approved by the Parl i amenetegovialswittpnhu bl i shed i
three months from the end of the reporting period. EF

i n EREO®s anBREanhuaraecpuntsfare audited by the Supreme State Auditor as part
of its activities.

2.1.3 Membership in Regional Energy initiatives

Albania is a member of the Regional Energy Community '
since 2006, part of European Union initiatives for the ey Cammiin ity
creation of the European energy market.

ABOUTUS MEMBERS AREAS OF WORK MEETINGS EVENTS DOCUN
Energy Community, as an international organization, hasas
its basis the development of a common energy policy inthe . ueus ALBANIA
region of Southeast Europe and its integration into the -
energy market of the European Union (EU), through

creating an integrated energy market allowing for cross- I BERSHE

Member Coniracting Party
border energy trade and integration with the EU market. oot
ENERGY SECTOR BENCHMARK DATA
By signing the Energy Community Treaty, Albania is ENERoY X
committed to the implementation of the relevant acquis it i ik
communautaire by developing an appropriate regulatory ENERGY EFFICIENCY FACT AND FIGURES
) ) R . . ENERGY EFFICIENCY ACTION PLAN
framework and the liberalization of the energy market in line SECURITY OF SUPPLY STATEMENT

with the acquis. Details of the community goals and
activities can be found at https://www.energy-community.org/.
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2.2 Oil and gas sector Figure 37 Oil and gas fields

2.2.1. Exploration, development, and Q‘ In Albania’

production of oil and gas’

Oil exploration in Albania began in 1918. Since
then, oil bearing fields were discovered in the
onshore and offshore areas as summarized in
figure 3.

Albanian oil sources, which are distributed in the
western and southwestern part of Albania, are
mainly in two structures: sandstone and
limestone. Currently these sources have
considerable reserves but their full potential
extraction needs advanced secondary methods.

Table 2 below summarizes the reserves
assessed through studies performed by foreign
companies and Albpetrol® between year 1985
and 1990. According these studies petroleum
reserves at existing Albanian drill sites totaled
about 437.6 million tons, however recoverable
stocks estimated based on extracting methods
applied in those years amounted to only 81
million tons. Estimated geological reserves from
sandstone structures comprised 77.4% of total
geological reserves, however their recovery was
assessed at 13%. Recovery of geological
reserves from limestone formations varied from
24% to 53%. Albpetrol reported cumulative
crude oil production from both sandstone and
limestone formation up to 31 December 2014
was reported at 58 million ton’.

Albania's known natural gas reserves have been
estimated at 18,164 million Nm3 and lie mainly in
the Kugova and Patos areas. Albpetrol reported
cumulative gas produced until the end of 2012 of
12,504 million Nm?38,

Table 2 - Geological and recoverable oil
reserves based on studies dating 1985-1990 and cumulative oil production up to 20148

| Reservesin6 000 i Cumulative Recovered
Oil Fields Formation -- Recovery | production reserves at 31
Geological | Recovered ratio up to 2014 | December 2014
in 600 in 6000

Cakran i Mollaj 16,128 8,144 50% 4,269 3,875
Ballsh-Hekal 19,269 6,360 33% 5,054 1,305
Gorisht i Kocul Lime- 30,500 14,674 48% 11,988 2,686
Amonice stone 411 136 33% 94 42
Visoke 2,836 1,503 53% 703 800
Delvine 28,362 6,807 24% 6,214 593
Finig 7 Krane 335 134 40% 19 115
Drashowca Flysch 1,027 154 15% 144
[ Total Limestone | | 98869 37912  38% | 283511 056l
Patos-Marineza Sand- 258, 394 31 120 12% 25, 436 5 684
Kucove stone 78,332 11,772 15% 4, 260 7,513
Rase-Pekisht 1,970 197 10% 180
| Total Sandstone | | 338696 43090  13% |  29713| 13,377 |
(Total | | 437565[] 81002]  19% | 58064] 22038

7 Source: Invest in Albanian Natural Resources i Mineral Resources, published in August 2010, at by the National Agency of
Natural Resources (AKBN) website i www.akbn.gov.al

8 Information on reserves and cumulative production is provided by Albpetrol. Aggregated data are disclosed in the following
link: http://www.albpetrol.al/rezervat-gjeologjike/
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Sandstone formations include Patos-Marinza, the largest oil field discovered in the country with
geological reserves estimated at 258.4 million tons. Patos-Marinza comprised 60% of the geological

reserves, however due to their formation their recovery ratio through primary extracting methods was
estimated at 12%.

Chart 9: Banker's
reserves in 2014

In million barrels

200

150

100

50

Source: http://www.bankerspetroleum.com/operations/reserves

Probable, 69

Total Proved
(1P), 122

Patos-Marinza

Al bpetr ol 0 s2stHaviowstanding recavierabée reserves at
31 December 2014 in Patos-Marinza at 5.7 million ton of crude oil.

However

, Bankers

Petrol

eum Ltd

operates the oilfield through enhanced horizontal drilling method,
reported larger reserves for Patos-Marinza oilfield.

According Bankers Petroleum press release, proven reserves at the
end of 2014 in Patos-Marinza oilfield amounted at 122.3 million
barrels equivalent to 18.5 million ton® of crude oil. Proven plus
probable reserves were reported at 191.4 million barrels equivalent to

41.4 million ton® of crude oil.

Petroleum geology

AKBN provides detailed information on geological formation of Albania territory, including onshore

and

of fshore

publication

history and characteristics of oil fields and oil in Albania is presented in the table 3 below

Table 37 Summary of exploration activity in Albania

can

Discovery | Reservoir Reservoir
Field ear type depth (m Ol/g gravity (API

Drashovica
Patos

Kucova
Marinza
Visoka
Gorisht- Kocul
Ballsh-Hekal

Cakran-Mollaj
Finig- Krane
Delvina
Divjaka
Ballaj-Kryevidh
Frakulla
Povelca
Panaja
Adriatik-4
(offshore)
Sqgepuri

1918
1927

1928
1957
1963
1965
1966

1977
1973
1989
1963
1983
1965
1987
1988

1994
2001

N/a i not available

Oligoc-flysch
Mess-clastics

Mess-clastics
Mess-clastics
Cret/Eoc.Carb
Cret/Eoc.Carb
Cret/Eoc.Carb

Cret/Eoc.Carb
Cret/Eoc.Carb
Cret/Eoc.Carb
Tort/clastics
Piloc/clastics
Mess-clastics
Mess-clastics
Mess-clastics

Mess-clastics
Cret/Eoc.Carb

opportunities
b e ebsitecvensy.skdrdgoviah A sirKnBalN 6fghe @xploration

in

AfiPetr ol

100-200
Surface to
1200
Surface to
1500
1200-1800
800-1000
1000-2500
1000-3000

3000-4500
800-2000
2800-3400
2400-3000
300-1700
300-2500
1800-3500
2500

2500-3100
4950

oil<10°
Oil (12-24° API)

Oil (13-16° API)

Oil (12-35° API)

Qil (5-16° API)

Qil (17° API)

Oil (12-24° API)

Qil 14-37 ° API) Cond., 52 °

API

Oil (<10° API)

Qil (31° API) Cond., 53 ° API
Gas & Condensate

Gas

Gas

Gas & Condensate

Gas

Biogenic Gas & Cond, 54.3°
API

Oil (37° API)

eum

exp

Sulphur

(ABanker

| orati on

content (%

N/a

2.5-6

4

4-6

5-6
6

5.7-8.4

0.9

3.7-4.3

0.7
N.a
N/a
N/a
N/a
N/a

N/a
2.3

Source: Petroleum exploration and production opportunities in Albania, published by AKBN 7 www.akbn.gov.al

91 Metric Ton of crude oil is converted into 6.5939 Barrels as reported by US Energy Information Administration for Albania at:
http://www.eia.gov/cfapps/ipdbproject/iedindex3.cfm?tid=94&pid=57&aid=32&cid=AL,&syid=2010&eyid=2014&unit=BCOPMT
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Petroleum Law

Exploration, development, and production of oil and gas in Albania are regulated by Law no. 7746
AOn Petroleum (Exploration and Pr o(dfuRetiroml)®u nd alt aevdo )2 8

The Petroleum Law expressly states that all petroleum deposits existing in their natural condition in
strata lying within the jurisdiction of Albania are the exclusive property of the Albanian State. The law
permits the Ministry responsible for the energy sector to enter into a Petroleum Agreement, whereby
grant exclusive rights to explore and produce oil and gas for a limited period to an oil company.
Applicants need to demonstrate to possess technical competences and financial capacities to
explore and develop the exploration blocks and oil fields in Albania.

The Petroleum law guarantees the oil companies operating petroleum agreements, the right to
export their share of production derived from operations in Albania, unless there is an emergency
call on the supply of crude oil in the local market!!. Moreover, foreign investors becoming part of a
petroleum agreement may negotiate fiscal stability terms to prevent future changes in certain taxes.
In December 2015, MEI announced that fiscal stability terms would apply for a period not
longer than 12 years?*?.

Amendments to the Petroleum Law?!3

In March 2015, the Albanian Parliament approved amendments to the Petroleum Law. These
amendments specify that AIbEITI has the right to request and receive information on tax payments
from entities holding petroleum agreements, tax and custom authorities and local government units,
and publish these data in the EITI report.

Petroleum Agreements

Petroleum agreements can be developed as Production Sharing Agreements (PSAs) or in another
form agreed between the parties. All petroleum agreements signed for operations in Albania have
been developed as Production Sharing Agreements (PSAs), signed by the National Agency of
Natural Resources (AKBN) on behalf of the Government of Albania and the licensee. As set in the
Petroleum Law PSAs for oil fields discovered are granted for an initial production period no longer
than 25 years and can be extended further as provided for in the Petroleum Law. The Petroleum
Law!* defines PSAs as agreements under which:

A the Licensee may recover costs incurred from the petroleum produced in the contract area
or from a proportionate part thereof through owning of fithec o st ;and | 0

A the stock of petroleum outstanding after the recovery of contract costs it he pr qii t oi | o
divided between the Licensee and the State in accordance with a scale or formula specified
in the petroleum agreement.

In December 20152, MEI announced that the cost recovery model will change in order that oil
companies pay profit tax since the start of the production phase. According to this new model, 90%
of revenue will be allocated for cost recovery purpose, while 10% of revenue will be classified as net
profit and taxed at in accordance with Petroleum profit tax law and regulation.

Detailed terms of signed petroleum agreements are considered confidential and not currently
disclosed for public access. Main terms and features of these agreements?® are listed below:

1. Duration of Exploration Period

The duration of the exploration period is up to 5 years and can be extended up to 7 years in
conformity with the "Petroleum Law". The exploration period is divided in three phases, where
each phase has its work obligations and financial commitments. The duration of each phase of
Exploration Period is subject to negotiations.

2. Duration of the Development and Production Period

In case of a commercial discovery, the period for development and production of the area shall
be twenty-five years and can be further extended as provided for in the "Petroleum Law".

10 Summary of the Albanian legal framework for petroleum exploration and production i www.energjia.gov.al.

11 Law No. 7746 on Petroleum (Exploration and Production), Article 5/c

12 Link: http://top-channel.tv/lajme/artikull.php?id=315023&ref=ngj. Information confirmed by the Director of Hydrocarbon
policies directorate, Mr. Dritan Spahiu.

13 Albanian Parliament publishes draft laws and amendments in its official website www.parlament.al.

14 Law No. 7746 on Petroleum (Exploration and Production), Article 2

15 petroleum exploration and production opportunities in Albania, published by AKBN i www.akbn.gov.al
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Minimum Work Obligations and Financial Commitments

These obligations will be defined by the Contractor in its application and are subject to
negotiations before entering the agreement.

Training and Administration Funds

The amount must be specified by the Contractor in its application and may be subject to further
negotiations.

Cost Recovery and Petroleum Sharing

The terms for cost recovery and petroleum sharing will be specified by the contractor in its
application, subject to negotiations before the signing of the Agreement.

The Contractor shall have the right to receive and retain abroad the proceeds from its export
sales to the extent that they are not required to meet on a current basis its local currency costs
in Albania.

Bonus

Under the Petroleum Sharing Agreement, the bonus (including signature bonus) is payable in
various stages. The production bonus and the signature bonus are subject to negotiations.
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2.2. 2. Al bpetrol 6s operations and governance

The State participates in the oil and
NATURAL GAS  GEOLOGICAL RESERVES ~ COMPANIES  LEGAL BASIS 'lﬁ’fﬁ%l’,mmm_ gas industry thr0ugh A|bpetro|
Sh.A,, the state-owned oil
company engaged in exploration,
development and production of
crude oil and gas.

Albpetrol Sh.a. was incorporated
on 20 March 1993. Prior to its
incorporation Albpetrol formed part
i of the government structure
Natural Gas » MAP FREE ZONES responsible for the entire oil and
gas operations in the country.
3 Since its incorporation, the State
granted Albpetrol sh.a with the
administration of all existing
oilfields in Albania and some exploration blocks. Extension of Albpetrol exploration and

production rights were defined in a separate agreemen
Agreement o) .

Initial Albpetro | 6 s activities included exploratiod, productio
petroleum services. In 1999, due to restructuring process, Albpetrol was divided into the following
three State-owned companies:

A Al bpetrol Sh. a. (AAl bpetrol 0) which retained expl
administration of all oil fields and exploration blocks allocated prior to this date;

A ARMO Sh.a. which retained refining, marketing and sales of oil; and

A Servcom, which retained petroleum services.

In pursuing better utilization of resources and production efficiency, the Law allows Albpetrol to sub-

grant its exploration and production rights to oil and gas companies through petroleum agreements,

subject to approval by the Ministry of Energy and Industry. Albpetrol is party to the agreements when
PSAs grant oil fields under its administration.

At 31 December 2014 Albpetrol held shares in PSAs with 5 companies operating in production of oil

and gas (see section 2.2.5), and operated on its own wells located in Ballsh, Patos and Kucova. List

of PSAsthatsub-gr ant rights to oil operations under Al bpetro
Appendix 4.

Al bpetrol s governance

The Gener al Assembly (fAthe As s dyobAlbgelrgl. Thedssdamblg hi ghest
appoints the Supervisory Counci l (Athe Councild) entr
activities and internal controls of the Company. The Assembly elects the administrator of the

Company with e three year mandate, based in the criteria established by the Supervisory Council. In
accordance with the Al bpetrolds statute the administr
separate functions, where the administrator reports to the Supervisory Council and may not be a

member of the Council. Among other functions, the Council is also responsible for establishment of

the administratorés remuneration.

The Supervisory council is composed of members with mixed backgrounds representing the
Government of Albania. Currently, the Supervisory Council is chaired by Mr. Koli Bele, General
Secretary of the Ministry of Energy and Industry.

Revenue generated by Albpetrol
Main revenue Albpetrol generates from the PSAs include:

A Share of oil production allocated to Albpetrol, and
A Signature and training bonuses.
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Share of oil production

, Albpetrol holds share in oil produced by the companies
Chart 10: Share of oil operating in areas under its administration. As such is entitled
from PSAs 2011 - 2014 to a share of production, which is defined contractually, based
on deemed production (pre-existing production when the well
was transferred) and incremental production (production
150,000 - i ssued from cont r acshaseaobpsoductiorv e st ment )
= PEP = ASP allocated to Albpetrol can be either paid in cash or in kind.

100,000 - In compliance with the Petroleum Agreements signed,
companies shall transfer to Albpetrol the Pre - Existing
Production and Al bpet rwhithvawiesShar e on
50,000 1 I based on the level of production and cost recovery stage as

In thousand tons

measured by R factor.

- In 2014 Albpetrol was entitled to its share of PEP at 91,039 ton
2011 2012 2013 2014  of cryde oil (2013: 95,270 ton) and ASP at 13,140 ton of crude
oil (2013: 11,441 ton).

Source: Data provided by AKBN6

At the end of 2014, Albpetrol reported that based on current PSAs in force, PEP expected to be
collected until the end of each agreement amounts to 570,834s ton crude oil and 13.4 million Nm3
gas.

Signature and training bonuses

Signature and training bonuses are typical features of Petroleum agreements. These are determined
(based on contract negotiations) upon the granting of exploration permits or production licenses in oil
and gas within the context of the specific contractual terms and conditions.

Sale of Al bpetrol s oil

Albpetrol sells the oil derived from PSAs and extracted through its own oil field operations through
open public auctions in accordance with law and regulation on public auctions'” and rules and
procedures set in the Order no. 83, dated 10 October 2012, amended issued by the Minister
responsible for the energy sector.

Accordingly, Albpetrol organizes open auctions to allocate annual oil contracts. Quantity of oil sold is
based on the annual forecasts of oil production and share of oil to be derived from PSAs. Albpetrol
delivers oil and collects contract payments based on a defined schedule during the year.

The commission administering the auction comprises 7 members including 3 representatives from

the Ministry of Energy and Industry, 2 representatives form Albpetrol, 1 representative from the

St at eds dndlodustriald mlspectoli a)ead ST representative from /
commission is primarily responsible for compiling the terms of the bid, overseeing the process and

evaluation of the bids.

The auction start price is set with reference to Brent oil prices through a formula that considers
quality of oil to be delivered, access to international markets etc. The price includes adjustments for
the transport costs in consideration to the delivery point. The price is set by a group of experts from
Albpetrol, AKBN, MEI and STII.

16 This information is provided by AKBN for the purpose of this report.
17 Law no. 9874, date 14 February 2998 "On public auctions" and Council of Ministers Decision no. 1719, date 17 December
2008 AApproval of public auction rulesodo, amended.
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The table below summarizes the details of the auctions organized in 2013 and 2015.

Table 47 Summary of Auctions organized 2013 - 2015

Auction | Quantity | Auction starting Winning bid Non- Access to
year in ton price winning procedure
applicants
2013 200,000 Brent/1.65 $bbl. + K Consortium between Europetrol Filed in the Ministry
fi T RTdading Petrol & Durres Ltd of Energy and
Drilling (NUIS Industry archive

L21807013N) 0
Alnterpetrol
L52013058A) 0

K =10.12 $/bbl.
2013 30,000 Brent/1.65 $bbl. +  Liona Sh.a. (NUIS No other Filed in the Albpetrol
K equivalent to L31731005C) with applicants archive
Brent x 60.61% K = 0.1 $/bbl.
$bbl. + K
2015 100,000 Brent x 72.52% - TPD-Trading Petrol & No other http://www.albpetrol.
5.55 $/bbl. + K Drilling (NUIS applicants al/njoftim-ankandi-
L21807013N) with per-shitjen-e-naftes-
K = 0.1 $/bbl. brut-sasia-100-000-

ton/

Albpetrol organized two auctions in 2013 for the sale of respectively, 200,000 ton and 30,000 ton for
the sale of crude expected to be available in 2013 and 2014. Pursuant to the oil contract allocated in
2013 and contracts brought forward from previous years, Albpetrol reported sales of:

A 127,741 ton crude oil in 2013 at USD 56,3 million, with an average sales price of USD 441 /
ton, and

A 127,659 ton crude oil in 2014 at USD 50,6 million, with an average sales price of USD 396 /
ton.

Annual average sales prices applied by Bankers Petroleum?® for 2013 and 2014were respectively
higher by 13% and 20% when compared to Al bpetrol s av

UsD 6000 Chartll-Sales of Albpetrol's oil 2013-2014

50,000

40,000

30,000

20,000 2013 2013 2013

10,000 % g 2014 % 2014 % o014 2013 2014
= . —

TPD Trading Liona Ducellari Interpetrol Other
Petrol & Drilling 2010

Source: Data provided by Albpetrol

TPD Trading Petrol&Dr i |  ing Sh.a. (TPD) results the | argest cu
operates through a cooperation agreement the oil refinery of Fier owned by ARMO (see section
2.2.8).

Details of monthly quantities and values of sales to each contractor in 2013 and 2014 is presented in
Appendix 6.

18 Annual average price applied by Bankers Petroleum in 2013 were derived by divding the annual revenue shown in the
Companyo6s f i nan cuwa.bankerspatioleumeamttosoil solt reported by Bankers Petroleum as reported by
Albpetrol for the purpose of this Report.
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Al bpetrol 6s key perfor20pce indicators (2011

The table below summarizes data derived from Al bpetrc
payments to the State Budget reported by Albpetrol for the EITI reconciliation reports for the years
2011, 2012, 2013 and 2014.

Table571 Al bpetrol 6s key financi al dat a

Key performance indicators

Net operating revenue in Lek million 9,385 8,035 10,405 8,371
Profit before tax (PBT) in Lek million 3,906 1,430 1,457 1,423
PBT margin 41.6% 17.8% 14.0% 17.0%
Return on Equity (PBT/Equity) 6.3% 2.4% 2.5% 2.4%
Return on Assets (PBT/Total assets) 5.4% 2.0% 2.0% 2.0%
Available oil in '000 ton 176.6 156.9 144.0 149.6
Own production 34% 29% 26% 30%
PEP collected in kind 62% 65% 66% 61%
ASP collected in kind 4% 6% 8% 9%

Cash payments to the State Budget

. . 809.0 1,892.1 1,562.0 2,072.9
in Lek million

Royalty paid 415.4 977.6 621.0 829.3
Profit tax & related penalties paid 230.6 561.2 850.1 445.0
Dividend paid (including taxes) 163.1 353.2 90.9 798.7
Cash payments in % to net revenue 9% 24% 15% 25%

Employee data
Personnel costs in Lek million 2,558 2,232 2,197 2,064
Employee number 4,010 3,072 2,936 2,062

Source: Data provided by Albpetrol?°

Albpetrol®& financials show a sound profit margin. Net operating revenue during the last four years

varied from 8 to 10 billion Lek. Revenue is primarily derived from sale of available oil. Albpetrol

extracted oil through operating wells on its own and collected share of oil from PSAs granted for

areas und e rliceAde hgpeement.Albieso| 6 s own pr odu c t34%oohitstalmpr i sed
available oil. Albpetrol mainly derived its oil through collecting share of oil produced through PSAs.

Personnel costs comprised a key cost component. In the period from 2011 to 2014 personnel costs
decrease by -19%, at a compound annual rate of -5%. In the same period number of employees
decreased by -49%, at a compound annual rate of -15%.

These changes relate mainly to Al-llcgn®eng of oillofgestionse st ruct ur
Albpetrol delivered approximately 1,400 operating wells to the sublicensed oil companies. According

to Al bpetrol 6s mmssignedtdeach wellarmmdd®rgderglant when wells are

delivered to the private oil companies operating PSAs. PSA terms require the operator to retain and

compensate employees of each well transferred for a minimum period of six months. At termination

of this period the operator may employee staff as needed. PSAs suggest but do not force the

operators to employ staff previously working at the wells transferred. Albpetrol could not provide

statistics on the number of pmthePShoperatédrd. bpetr ol 6s st af

19 The financial information is derived from the annual audited financial statements of Albpetrol for the fiscal years 2012, 2013
and 2014. These financial statements are not available for public access. Albpetrol shared this information with Deloitte for
the purpose of this Report.
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Table 6- Wells held by Albpetrol at 31 December 2014

At the end of 2014 Albpetrol held 993 active wells and
344 non-active wells located mostly in the oilfields of
Kucova (890 active and 170 non-active wells), followed

Patos 24 4 by Karbunare, Ballsh and Patos as presented in Table
Kucove 890 170 6. Albpetrol reported no well delivery during 2015.
Ballsh 78 2 Cash payments made to the State budget for royalty,
Karbunare 1 168  profit tax and dividends varied from 9% to 25% to net
Total 993 344  operating revenue.

Source: Data provided by Albpetrol

Al bpetr ol 6 grivatizgtienct e d

Under Law N0.10490 dated 15 December 2011, the Albanian Parliament decided to privatize
Albpetrol. This law established that exploration and production rights granted to Albpetrol as
primary licensee would be subject to the regular terms referred in the Petroleum Law for oil and gas
economic operators and will become effective form the date of the privatization. Pursuant to this
decision in April 2012 the Ministry responsible for the energy sector allocated to Albpetrol new
exploration blocks in the onshore area of Delvina, Panaja, Velca, Dumre, 1, 4, 5, 6, 7 and 8 and the
offshore exploration blocks of Adriatik 2, Adriatik 3, Adriatik 4, and Rodoni North2° (shown in figure 4
in page 32). Whilst, in April 2014, the Council of Ministers decided?! to reallocate to MEI the free
exploration blocks of Dumre, Panaja, 1, 4, 5, 6, 8 and C held by Albpetrol at that date.

Al bpetrol 6s extension of rights and assets that wil!/
established by the date of this Report.

2.2.3 Revenue generated by AKBN in the sector

AKBN employees and develops technical expertise in the oil and gas sector in pursuing its expert
role in negotiating petroleum agreements, technical reviews of the petroleum projects, monitoring
implementation of negotiated petroleum projects etc. (see also section 2.1.2). AKBN holds shares in
the petroleum agreements on behalf of the State and collects signature and training bonuses derived
from PSAs. When these PSAs will enter the production phase, AKBN will receive and retain the
benefits of share of profit oil negotiated
in usD '000 Chart 12 - AKBN's revenue from PSAs in the PSAs.

7000 ; 2011-2014 Bonuses Revenue )
generated by AKBN during the
6,000 - Other years 2011-2014 from PSAs are shown
5,000 1 in Chart 12.
4,000 -
3,000 - During the period 2011-2013, AKBN
2,000 - derived its share from PSAs through
1,000 - collection of bonuses. Other revenue in
. 2014, relate to the appropriation of
2011 2012 2013 2014 guarantee from termination of PSAs in

blocks A, B, D and E (see also 2.2.5).
Source: Data provided by AKBN for the EITI reconciliation in 2011-2014

None of the PSAs granted for sites administered by AKBN has entered the production phase; hence,
AKBN has no revenue from share of oil in this period. List of PSAs signed for oil operations under
AKBNOGs administration 5 s presented in Appendi X

20 Council of Minister Decision (CMD) 279 dated 12 April 2012/ On appr ov al of the list of the petrol
of the Agreement between the Ministryof Ener gy and | ndustry and Al bpetrol dated 26 July
ACMD no. 335, dated 22 April 2015 AOn some changes to the CMD no.
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2.2.4 License allocation process

The petroleum industry recognized two main systems for awarding contracts: competitive bidding,
where companies compete against each other to offer the best terms with regard to one or more
defined variables, and ad hoc negotiations, where investors come unsolicited with a project
proposal and negotiate terms. The system used depends on the state of the petroleum sector. Add
hoc negotiations usually applies to cases where geological data are not available, oilfields are not
discovered or in case of hard to reach areas.

Petroleum agreements in Albania are negotiated in acc
procedures of hydrocarbon agreements and agreement s | i cense and respective d
by the Minister responsible for energy in 2006 (AReguU
agreementso). Al bpetrol summari zes key terms of this

http://www.albpetrol.al/en/legal-basis/. This regulation provided steps and timeline for evaluation
unsolicited proposals however did not foresee application of competitive bidding until recent changes
enforced in May 2015.

Based on the regulation in force until 2014 MEI, AKBN and Albpetrol provided an overview of the
free oil and gas blocks in their websites and to interested companies.

Process for evaluation of unsolicited proposals based on regulation in force until the end of
2014

Step 17 Submission of applications

Private oil companies submit their intent letters and applications respectively to AKBN for areas
administered by AKBN and to Albpetrol for areas administered by Albpetrol. AKBN and Albpetrol
submitted the practice to MEI to obtain approval for the start of negotiations.

Step 21 Start of negotiations

Upon approval granted by MEI, AKBN and Albpetrol start negotiating the key Terms and
Conditions of the agreement with interested oil companies. The negotiated terms signed by all
interested parties are submitted for approval to MEI.

Step 31 Approval of main terms and conditions of the PSAs

Upon approval of Main Terms and Conditions of the Agreement, AKBN and Albpetrol start
negotiations with interested oil companies and prepare the draft of the Petroleum
Agreement. The draft petroleum agreement signed and confirmed by all parties is sent for
approval to MEI.

Step 41 Technical reviews

Where considered necessary MEI requests the Ministry of Finance and Ministry of
Justice to perform a technical review of the terms. Changes suggested by the technical
review are incorporated as part of final negotiations.

Step 51 Signature of the PSA

In case of areas administered by AKBN the renegotiated draft of the agreement is
approved and signed by the Minister of Energy and Industry and the representatives
of the oil company. In case of areas administered by Albpetrol the renegotiated draft
is approved by the Minister of Energy and Industry and signed by Albpetrol and the
representatives of the oil company.

Step 61 PSA approved by the Council of Ministers
The agreement signed is approved via the Council of Ministers Decision.

License agreements between Albpetrol and MEI

Albpetrol and the Minister of Energy and Industry sign a License Agreement reflecting terms and
conditions of the approved Petroleum Agreement for areas administered by Albpetrol. This license
agreement is negotiated simultaneously with the Petroleum Agreement and signed within 10 days
upon final approval is granted for the Petroleum Agreement.

The old regulation simply defined the steps and parties involved, however provided no
guidance on terms to be negotiated and how to proceed when two or more applicants
presented their unsolicited proposals for the same block.
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Amendments to the regulation in May 2015

In May 2015, the Minister of Energy and Industry approved some amendments to the Regulation for
approval of petroleum and license agreements?2, Pursuant to these changes, MEI and AKBN publish
in their websites the map of free oil and gas blocks and set a deadline for submission of applications.

Further, changes clarify the procedures to be followed in case of a single applicant and when two or
more entities submit their applications separately.

In case of a single applicant, AKBN or Albpetrol will proceed with the regulation steps as described
earlier in this section. Where two or more entities present their applications for the same oil block,
AKBN or Albpetrol shall forward to MEI the documents of the applying companies and their
evaluation of the most advantageous proposal based on the technical and financial capacity and
main terms and conditions of the petroleum agreements. If MEI approves the proposal, AKBN or
Albpetrol may start negotiations with the selected company. By order of the Minister, MEI
representatives and external parties will be appointed part of the negotiation group. Minutes of
meetings will be kept during the negotiation process.

Further significant changes in the petroleum agreement allocation

MEI has drafted a new Regulation on exploration and extraction of petroleum in Albania, which is
approved by the Order of the Minister of Energy and Industry at the end of 2015. This new regulation
shall bring significant improvements towards transparency in allocating petroleum exploration blocks
and oilfields.

Accordingly, MEI, AKBN or Albpetrol will publish in their website and an international economic
newspaper all application procedures for new exploration blocks and oilfields. The application
procedures shall include details on:

A the application steps and form;

A evaluation criteria;

A rights and responsibilities of each applicant;

A application period (in any case not less than 90 days from publication of the procedure); etc.

The principal criteria for evaluating the applications will be technical capacity including available
knowledge, technology, staff, and previous experience, financial capacity and available financing
resources, financial terms and working plan proposed and any other aspects in the public
interest. Applications will be rejected if, explorations and production plans do not guarantee efficient
and systematic exploration and extraction activity.

MEI is in process of compiling and will introduce in 2016 a PSA model contract, which will serve as
bases for bids and negations.

20rder no. 121, dated 8 May 2015 of the Minister of toBeergy

and

ARegul ation for approval procedures of hydrocarbon agreements
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2.2.5 License situation in 2013 and 2014

The following petroleum agreements were in the production phase during 2013 and 2014:

Table 77 Licensees in the production phase??

Date of Area of
Shareholders Licensee Petroleum operations WWEHIE
Agreements onshore

Bankers Petroleum

Bankers Albania Ltd July 2004 A Patos-Marinza, www.bankerspetroleum.com
Petroleum Ltd. |§2§’21|\Ieol?r?1 Il_r][tc;ernatlonal ggg;ember A Kugova www.bankerspetroleum.com
Dega ne Shqiperi e A Gorisht-Kocul, T S e A S Gl
Stream Oil & Gas  Stream Oil & Gas Ltd August 2007 A Cakran-Mollaj, S t ransatlanticpetrolleum'
Ltd. (Now Transatlantic A Ballsh-Hekal : com :
Petroleum Ltd) A Delvina —
Transoilgroup AG :;agﬁglilpgrriow -Dega g(e)ll);uary A Visoka www.transoilgroup.com
A Amonice,
A Pekish-Murriz,
e A Frakulle Gaz,
B PHOENIX A Panaja,
Frank Jurgen PETROLEUM GAS August 2013 A Pp\(elce, n/a
. 9 Sh.a A Divjake,
Weise - 20%

A Ballaj-Kryevidh,
A Finig-Karne, and
A Drashovice

All petroleum agreements for development and production of oil and gas, presented above,
are administered by Albpetrol, in its capacity of primary licensee in the area. Accordingly,
Albpetrol held a share of oil produced under these agreements. Up to the end of 2013, Albpetrol
sub-licensed development and production activities for all existing oilfields.

In September 2014 Transatlantic Petroleum Ltd acquired operations of Stream Oil & Gas in Albania
for an amount of USD 41.2 million (www.transatlanticpetroleum.com). MEI approved the transaction
and allowed Transatlantic Petroleum to continue operation of the PSA awarded to earlier to Stream
Oil and Gas.

The following petroleum agreements were in the exploration phase during 2013 and 2014:

Table 87 Licensees in the production phase®

Date of Area of
Group Licensee Petroleum . Website
operations
Agreements
Bankers Petroleum November A Block F
Bankers Petroleum Ltd. Albania Ltd 2010 onshore www.bankerspetroleum.com
Petromanas Albania December ABlocks A, B, D, www.petromanas.com
Petromanas Energy Inc. GmbH. 2007 E, onshore:
Royal Dutch Shell plc & A Blocks, 2, 3, www.royaldutchshellplc.com
Royal Dutch Shell pic & Petromanas Albania July 2009 onshore
Petromanas Energy Inc. GmbH www.petromanas.com
San Leon Energy plc San Leon Durresi B.V. Aug-2007 A cl?ftfjsr[%sré)lock, Www.sanleonenergy.com
Cairn Energy PLC Capricorn Albania September A Joni 5 block WWW.cairnenergy.com
Limited 2007 offshore
The Israel Land Emanuelle Adriatic A Offshore blocks http://en.ildc.co.il/
Development Company Energy Ltd August 2004 Adriatic 2, 3
Ltd. and 4

Petromanas terminated the PSAs for blocks A, B, D and E in 2014. Pursuant to contract termination
AKBN executed the guarantee held in the amount of EUR 6 million#,

Almost all PSAs signed until the end of 2014, were awarded though ad-hoc negotiations.
Main technical and financial terms negotiated are not disclosed for public access.

2 petroleum licensees are listed in the website of MEI i www.energjia.gov.al and AKBN i www.akbna.gov.al.
2 Information submitted by AKBN for the purpose of this report.
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Current licensing situation and free exploration blocks in October

20157 published at www.energjia.gov.al

Table 9 below lists all exploration blocks in the onshore and offshore
territory of Albania in October 2015, stating current licensing situation

and free exploration blocks.

Table 9171 List of exploration blocks

No. |Location [Block Currently operated by |License
/ Free administered by

1 Offshore
2 Offshore
3 Offshore
4 Offshore
5 Offshore
6 Onshore
7 Onshore
8 Onshore
9 Onshore
10 Onshore
11  Onshore
12 Onshore
13  Onshore
14  Onshore
15 Onshore
16  Onshore
17 Onshore
18 Onshore
19 Onshore
20 Onshore
21 Onshore
22  Onshore
23  Onshore

Block Rodoni N & S Free

Block Adriatiku 2
Block Adriatiku 3
Block Adriatiku 4
Block Joni 5
Block 1

Block 2

Block 3

Block 4

Block 5

Block 6

Block 7

Block 8

Block A

Block B

Block C

Block D

Block E

Block F

Block Dumre
Block Panaja
Block Velca
Block Delvina

Emanuelle Energy
Emanuelle Energy
Emanuelle Energy
Capricorn Albania
Free

Petromanas & Shell
Petromanas & Shell
Under negotiation (*)
Free

Free

Free

Free

Free

Free

Free

Free

Free

Bankers Petroleum
Under negotiation (*)
Free

Free

Transatlantic Albania

AKBN
Albpetrol
Albpetrol
Albpetrol
AKBN
AKBNI
AKBN
AKBN
AKBN
AKBN
AKBN
AKBN
AKBN
AKBN
AKBN
AKBN
AKBN
AKBN
AKBN
AKBN
AKBN
Albpetrol
AKBN

Source: MEI'T www.ernergjia.gov.al

(*) In 2015, MEI awarded with exploration blocks 4 and Dumre

respectively to the joint operation Petromanas & Shell and Navitas,

part of Delek Group. The Companies were selected through a

competitive bidding process. PSAs are under negotiation at the date of

this report.

Figure 47 Situation of exploration blocks in October 2015

ALBANIA
EXPLORATION BLOCKS

B ONSHORE LICENSED BLOCHS

[ OFFSHORE LICENSED BLOCKS
FREE ONSHORE BLOCKS
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FREE ALBPETROLBLOCK

Source: MEI'T www.ernergjia.gov.al

BLOCKS UNDER
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2.2.6 Oil and gas activity 2011-2014

Chart 137 Historical oil production in tons by Albpetrol and
private sector

In thousand tons
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Petroleum Agreements Albpetrol

MEI - www.energjia.gov.al

Chart 14- Oil production in 2013 and 2014

2013

2014

Source:

7% - Stream oil&gas
3% - Albpetrol
1% - Transoilgroup

Production valued at USD 530 million

7% - Stream oil&gas
3% - Albpetrol
2% - Transoilgroup

Production valued at USD 549 million

Data provided by AKBN?®

25 This information is officially sent by AKBN for the purpose of this Report.

2013
2014

Crude oil production in Albania
began in 1929 with 750 tons of
crude oil. After World War I
production increased steadily
and recorded the highest pick
in 1974 with an annual
production of 2.25 million tons
equivalent to 38,408
barrels/day). In the 80s oil
production fell under 1 million
tons per year and did not pick
up until 2012.

The chart on the left presents
oil production trend from 1993
to 2014. Oil production
through petroleum
agreements increased 3 times
in the last five years.

AKBNZ25 reported crude oil
production respectively at
1,203,637 ton and 1,386,124
ton in 2013 and 2014.

Total production worth is
estimated at USD 530 million
in 2013 and USD 549 million
in 2014. Production value is
estimated using annual
average sales prices reported
by Albpetrol respectively at
USD 441/ton in 2013 and USD
396/ton in 2014.

Oil produced by private
licensees operating in the
petroleum sector represented
97% of total oil produced in
2013 and 2014. This
production was extracted
mainly from the Patos-Marinza
oil fields, operated by Bankers
Petroleum, respectively 88%
of production in 2013 and 87%
in 2014.

AKBN? reported in 2013 and
2014 the output of gas
extracted through petroleum
production respectively at 22.5
million Nm® and 17.7 million
Nm3.
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2.2.7 Employment in the upstream oil and gas sector

MEI reports that in the 70s and 80s,
when the petroleum upstream and
downstream sectors were entirely
owned and administered by the State,
the sectors employed about employed
about 25,000 staff.

Based on the data reported by
Albpetrol and AKBN, at the end of 2014
the upstream petroleum sector
employed about 3,109%¢ staff, where
Albpetrol represented the largest
employer among all with 66%27.

Employee number in the sector dropped
by 38% in the last four years. These
changes resulted due to transfer of
production operations from Albpetrol to
the private oil companies in accordance
with PSA in force (see also section
2.2.2). Apparently the private sector
could not absorb the employee force
made redundant during these transfers.

Chart 15 -Employement vs. production

in ton'000 in the upstream oil sector number

4,500

1,400 4.000
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Source: Data provided by AKBN?® and Albpetrol?®

Chart 16: Emplyement in petroleum

upstream sector 2011 - 2014
number

5,000 - . .
Albpetrol Private companies
4,000 -
3,000 A
2,000 -~

1,000 -

2011 2012 2013 2014

Source: Data provided by AKBN?® and Albpetrol?®

26 AKBN shared for the purpose of this Report, information on the staff number of the private companies.
27 Albpetrol shared for the purpose of this Report, information on the staff number of Albpetrol.
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2.2.8 Use of the Albanian crude oil

Oil produced in the country is mostly exported to be refined abroad?®. Internal consumption for

refined oil is fulfilled through imported oil. Based on the data reported by the Albanian Customs
Directorate (table 10), oil exports accounted for 104% of oil produced in 2013. This ratio decreased
to 77% of oil produced in 2014, when crude oil refined through domestic refineries reached 22%.

Crude oil dependency

Domestic crude oil produced represented 76% of internal demands oil in 2011. Following to
increased activity of private licensees in the sector, crude oil production increased steadily at a
compound annual rate of 12% up to the end of 2014. In 2013, the crude oil produced approximated
the internal consumption of crude oil at 98% and exceeded by 108% internal demand for crude oil in
2014. Based on these data, can be assumed that had total crude oil output been refined in Albania,
the country output would have been very close to fulfilling internal consumption demand.

Table 107 Crude oil dependency ratio (20117 2014)

In ktoe

2011
2012
2013
2014

Source: INSTAT - National independence of energy i www.insta. gov.al and MEI i www.enegjia.gov.al

895 697 78% (1,172)
1,029 1,001 97% (1,044)
1,206 1,252 104% (1,235)
1,386 1,069 77% (1,287)

Exports of crude oil

Chart 17 - Exports of crude oil 2011-
ton '000
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Exports of crude oil amounted respectively at
2014 Lek 69.5 billion and Lek 55 billion and

comprised 28% and 22% of total exports in
28% 2013 and 2014. Exports of oil steadily
increased at a compound annual rate of 30%

22% from 2011 to 2013, than dropped by 20% in

25%

2014 due to increased domestic refining

activity.

16%

Spain

Oil refining
ARMO Sh.a.( A ARMOO0O)

i s

During the last four years, petroleum was
exported mainly to the Western Europe
Spain Spain countries, where Italy appears to be the major
importer of oil, followed by Spain and Malta.

the only oi

company operating in Albania established as a

Source: Data provided by Albanian Customs Administrate?®

spin off from the State-owned oil company
2011 2012 2013 2014 Albpetrol Sh.a. in April 1999.

In August 2008, the Albanian Government privatized 85% of the shares in ARMO to Anika Mercuria
Refinery Associated Oi |  ( iAMRA Oi |l o) .
shares of AMRA Qil controlling 68% interest in ARMO.

n

August

2013,

28 Custom Authority shared with us for the purpose of this report exports of crude oil in the period 2011-2014.

2 This is a measure in terms of crude oil and includes refined oil internally consumed and crude oil refined in Albania.

30 Source: http://www.energjia.gov.al/al/publikime/nafta/perpunimi-i-naftes

Heaney As
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Up to May 2014, ARMO operated the two oil refineries in Ballsh and Fier, three wholesale branches,
a research facility, and an import/export terminal with a total storage capacity of 220,000 cubic
meters. The refineries were built in early 70s with technology which dates back in the 60s. The
facilities have both a refining capacity of 1.5 million tons per year, however work at substantially low
capacity due to outdated technology. Ballsh is the only complex refinery in the country equipped to
produce different oil by-products. In 2013 and 2014, ARMO employed about 1,500 staff.

According to public information, ARMO has interrupted its operations in Ballsh refinery Since June
2015. While TPD Trading Petrol & Drilling Sh.a. (TPD) continues to operate the oil refinery of Fier
since 2013 via a cooperation agreement with ARMO.

Oil transportation

Two crude oil pipelines connect the ARMO Vlora oil terminal with the refineries of Fier and Ballsh
and the two refineries. Both pipelines are out of operation due to poor condition. In total, the oll
pipeline network is 188 km long and has a capacity of 2.5 million tons per year3?,

Currently, crude oil is mostly transported via oil tanks, from oil fields to Port of Vlora, from where
exported to Italy, Spain, Malta, etc.

La Petrolifera Italo-Albanese Sh.a. operates the costal terminal for oil, LPG and their derivatives in
the port of Vlora serving the upstream oil and gas companies with the deposit of crude oil to be
exported. There are no State-owned companies operating in this sector.

Other Gas and oil depositing structures

Oil and gas fields where all or part of recoverable reserves have been extracted, can be used as the
storage site for the storage of natural gas because of suitable geological conditions. Saline in Dumre
are also very suitable for storing natural gas during summer. These geological advantages combined
with geopolitical position make Albania an attractive route for regional gas pipeline projects.

2.2.9 Trans Adriatic Pipeline Project (TAP project)

Trans Adriatic Pipeline (TAP) AG is a joint venture company established with the purpose of
planning, developing and building the TAP natural gas pipeline.

TAP will transport natural gas from Shah Deniz Il field in Azerbaijan to Europe. The approximately
870 km long pipeline will connect with the Trans Anatolian Pipeline (TANAP) near the Turkish-Greek
border at Kipoi, cross Greece and Albania and the Adriatic Sea, before coming ashore in Southern
Italy. Accordingly, Albania will become a central transit country for gas supply to the European
Union. TAP is expected to promote the economic development and job creation along the pipeline
route, including Albania. It will be a major source of foreign direct private investment as it is not
dependent on grants or subsidies. TAP operations are expected to commence in year 2020.

Further information on TAP project can be found at: http://www.tap-ag.al/ and www.energjia.gov.al.

The Government of Albania is committed to support the TAP project through several steps of State
authorizations and permits. At the end of 2013 the Council of Ministers established the Multi-
institutional group for coordination of work in implementing the TAP project in Albania (CMD no.
1081 dated 18 December 2013).

Albania TAP6 s Gover nment Hypsoved By gawee 116/2013 dated 15 April 2013 and
other related agreements can be accessed in MEI website - www.energjia.gov.al. According to MEI,
the agreement does not foresee any transition fee.

In addition to expected macroeconomic economic benefits from gas utilization and
infrastructure, Albania is also expected to benefits 7 million EUR for capacity building and
compensation for the community in the TAP route area.

31 Sourced from: Emergency Oil Stocks in the Energy Community Level, Petroleum Development Consultant Limited,
Energetski I nstitut Hrvoje Pogar, April 2011.
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2.2.10. Governmentds revenue from the upstream oil ar

The State mainly derives its revenue in the oil and gas sector through share of oil, bonuses, royalty

tax, profit tax and revenue from direct investments in the sector. The figure 4 below show allocation

of total revenue share generated by oil operations between the Albanian Government, Albpetrol,

AKBN and the oil contractor. The Al banian Statebs int
Albpetrol and AKBN, which derive from PSAs: bonuses, their share of oil and other revenue arising

from contract breach and termination such as penalties and executed guarantees.

Figure 51 Allocation of revenue form the oil and gas sector

OIL PRODUCTION

COST OIL PROFIT OIL ROYALTY

ALBPETROL'S

CONTRACTOR'S SHARE SHARE

CONTRACTOR'S
SHARE AFTER PROFIT
TAX

PROFIT ROYALTY &
TAX DIVIDENDS

TOTAL CONTRACTOR'S SHARE TOTAL GOVERNMENT'S SHARE

Due to current organization of the oil sector main revenue stream allocated to the State budget are
royalty, profit tax and revenue generated from its direct investment in Albpetrol.

Royalties

Royalty is exclusively applied to the taxable value (or fiscal value) of revenues from extractive

activity in accordance with Law No. 9975 AOn national
stream represents the main revenue stream earned form the upstream sector. Royalty on exports is

collected by the Albanian Customs Administrate and royalty on domestic sales is collected by the

General Tax Directorate. Under this law, royalty tax on petroleum extraction is applied at 10%.

Profit tax

Taxation on petroleum, regulatedby Pr e s i derctr&«e no. 782 fAO0On fiscal syste
sectoro dated 22 December 1994 (ALaw on petroleum t ax
profit. Under this law, taxable profit is equal to accumulated revenue less accumulated capital and

operating expenses as specified in the terms of the Petroleum Agreement. Accordingly, profit tax is

applied when cumulative revenue exceeds capital and operating expenses accumulated since the

start of operations.

MEI announced that starting from December 201532 (see also 2.2.1) the PSA model will be
amended to allow for oil companies to pay profit tax since the start of production phase.
Accordingly 10% or revenue will be classified as net profit and taxed at 50%.

%2 Link: http://top-channel.tv/lajme/artikull.php?id=315023&ref=ngj. Information confirmed by the Director of Hydrocarbon
policies directorate part of the Ministry of Energy and Industry, Mr. Dritan Spahiu.
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Government interest in the extractive sector

The Government is entitled to dividends from annual financial results and revenue from potential
privatization of Albpetrol. Albpetrol is also subject to taxes applicable to oil commercial entities such
as profit tax, royalty, VAT etc.

Apart from the distribution of dividend, there are no other transfer policies between the State and
Albpetrol.

Chart 18- Allocation of revenue from oil sector

Revenue in Lek million - 2014

Albpetrol, Albpetrol,
— 33.2% — 322%
\ AKBN, 0.3%
‘ AKBN, 0.5%

State's Budget, 66.5% State's Budget, 67.4%

Table 11 - Revenue from direct payment streams applied to the oil and gas sector
In Lek million

2013 2014
National

National
Albpetrol AKBN Budget ezlN Albpetrol AKBN Budget Total

Share of oil -
production 4,968 - - 4,968 4,354 - - 4,354
Bonuses 11 47 - 58 12 23 -
Other - - - 633 -
Royalty - - 8302 | i - - 7,820
Profit tax - - 1668 [ - - 1,327
Dividends - - 757

Source: Payments reported by the licensees for the EITI reconciliation in 2013 and 2014.
Revenue from direct payment streams applied to the sector

Revenue generated from direct payment streams such as bonuses, share of oil, royalties, profit
taxes and dividends in 2013 and 2014 amounted respectively at Lek 15 billion and Lek 14.9 billion.

Such payments comprised 27% of production of crude oil in 2013 and 26% in 2014. The
National budget collected about 67% of direct revenue in 2013 and 2014. Revenue contributed in
the national budget by royalty, profit tax and dividend from Albpetrol comprised 3% of total
revenue in the National Budget in 2013 and 2.7% in 2014. The reminder was collected by
Albpetrol, and a small share of 0.5% or less allocated to AKBN. Share of revenue is determined by
the relative shares of principal revenue streams royalty and share of oil in 2013 and 2014.

Despite the increase in domestic oil production, revenue from share of oil and royalty dropped
respectively by 14% and 6% in 2014 compared to 2013. Such decrease is mainly attributed to the
drop in the oil price in the international markets, used in the determination of revenue from share of
oil production and royalty as principal revenue streams.

Royalty represents the principal revenue stream generated from the oil sector with a share of 55%
of direct revenue in 2013 and 52% of direct revenue in 2014. Royalty is recorded in the National
budget based on Law on National taxes. The State shall make subnational transfers of royalty form
the National budget to the budgets of oil and mining producing LGUs (see section 2.5).



Share of oil production is the second largest revenue stream comprising about 33% of direct
revenue in 2013 and 29% of direct revenue in 2014. Share of oil production was entirely collected by
Albpetrol. PSAs administered by AKBN have not entered the production phase until the end of 2014.
Share of oil production was mainly derived from the reserves developed by Albpetrol, whereas PEP
accounted respectively 89% of share of oil allocated to Albpetrol in 2013 and 87% in 2014.

Profittaxwas entirely coll ected f r2amd28145paectofrreavéndes oper at i o
derived from profit tax is expected to increase in th
operations start generate taxable profits.

Tax on capital gains as another possible forms of taxation

Many small and medium oil companies hold share in exploration, development and production
operations in Albania. These companies generated significant part of their value in the Albanian
operations, such that a transfer of shares or rights generates capital gains. Majority of these
transactions happen outside Albania, however, MEI captures all transactions happening to licensees
in oil and gas sector as part of its review of the transfer and approval of the new contractor.

Currently, these transfers are not subject to taxation in Albania, as tax law and regulations do not
foresee taxes applicable to transactions happening outside Albania on assets and value generated
in the country.
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2.3.1 Exploration, development, and production of mineral ores

Albania has a longstanding history in mining with significant mineral deposits of chromium, nickel,
copper, limestone etc. Geological studies carried out from 1945 to 1995, revealed substantial deposits
of chromium ore, ferronickel, copper, bitumen, and non-metallic minerals such as limestone and
decorative stones etc.

Mining industry development in Albania has passed through three main stages:

The first stage includes the period up to the end of World War I, which marked by two important
events: compilation of the first Geological Map of Albania in 1922, and approval of the first Mining Law
in 1929.

In the second stage (1944-1994), the mining activity has been organized in state-owned
enterprises.

The third stage includes the period from 1994 up to date, when the sector opened to
mi ningdbs operations privatization, after the &

As a traditional mining country, Albania contains an increasing number of medium and small-scale
mining and quarry companies, and only a couple of large-scale industrial mining companies. In
November 2015, AKBN reported 600 mining licenses, operating mostly in Bulgiza (112), Berat (43),
Kruje (39), Kukes (39) Mat (36), Tropoje (32) and Librazhd (42) districts.

Law and regulation governing the mining and quarry sector

The mining sector in Albania is regulated by Law No. 1
Al baniado, dated 15 July 2010 (ALaw on Miningo), which
the Mining Law No0.7796, dated 17 February 1994. Despite the fact that the Law entered in force in

2010, its implementation effectively started in mid-2011 when accompanying instructions were

approved and published. MEI and AKBN provide a summary of laws and regulations in force for the

mining sector in their respective websites: www.akbn.gov.al and www.energjia.gov.al.

The Law on Mining groups minerals in to the following four categories:

A Metals, non-metals, coal and bitumen;

A Minerals used in construction;

A Precious and half-precious minerals; and
A Radioactive minerals.

Based on the data reported by AKBN, none of the licensees operate in the production of the
precious metals, half-precious metals and radioactive minerals.

License terms

According to the Law on mining, the initial term of exploration licenses shall be 3 years, subject to
further extension. Production licenses are initially granted for 25 years, subject to renewal for additional
10 years and where the projects present significant economic and social interest production license can
be granted or extended up to 99 years.

Production licenses grant the licensee the exclusive right to develop the infrastructure, extract and own
the production derived in the licensed area. MEI may also grant licenses for elaboration of mining
waste. Licensees are encouraged to invest in processing plants.

The Law on mining sets maximum land surface to be granted for exploration licenses at 100 km? and

production licenses at 10 km?2. Based on the projects presented MEI, may grant two or more licenses to

the same entity. Regul ation approved by CMD no. 364 ¢
and investment value for mining |licenseesadinygll s t he n
for exploration and production licenses. These vary by type of minerals.
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In addition to licenses, which are long term, mining licensees obtain mining permit each year of activity
in accordance with Law no. 100 8sks, authairatods a@dderritsinr uar y 2
the Republic of Albaniao.

Requirements for environmental rehabilitation

Under the new Law on Mining (2010), licensees in this sector are no longer required to pay surface tax.
Instead, the new Law introduces the concept of incorporating an environmental rehabilitation plan and
commitment toward the annual investment and work. AKBN and SHGJSH approve these financial
plans respectively for the licensees under their supervision. Afterwards, licensees shall deposit financial
guarantees each year in favor of MEI, in accordance with the approved annual plans. Rules for the
deposit and return of financial guarantees and respective minimum values are provided in the
regulation approved by CMD no. 440, dated 16 June 2011, amended? and MEI order no. 718 dated 3
October 2011.

Deposits of financial guarantees for minimum investment plan or working plan are set at 10% of the
approved annual plan. The guarantee is returned in full to the licensee if the investment is realized in
full and within the timeline set. If the licensee realized less than 90% of the investment, MEI may
appropriate the guarantee and record revenue in its budget.

Deposits of financial guarantees for environment rehabilitation are set based on annual production
plans approved. These deposits are returned when the licensee restores the damaged area in
accordance with the plan. Otherwise, MEI may appropriate the guarantee and commission
environmental rehabilitation in the area.

Detailed terms of mining license and concession agreements are considered confidential and
currently not disclosed for public access.

Amendments to the Law on Mining3*

In October 2014, the Albanian Parliament approved several amendments to the Law on Mining. These
amendments specify that AIbEITI has the right to request and receive information on tax payments from
entities holding mining license, tax and custom authorities and local government units and the publish
this data in the EITI report.

Further, changes in the law establish criteria for dealing with the subcontracting, which is quite common
in the mining activity. These changes require explicitly that the selection of the subcontractor for
exploration and / or production operations be approved by the Minister of Energy and Industry upon
fulfillment of technical and financial conditions.

The law changes also foresee the employment of technical staff for the duration of the exploration and /
or production license.

License allocation

AKBN and SHGJSH support MEI with the pre and post-licensing procedures, AKBN for production
licenses and SHGJSH for exploration licenses, respectively.

MEI grants mining licenses through round biddings for competitive mining areas and ad hoc
negotiations on the basis of first-in first-served for open mining areas. Competitive and open mining
areas are set in the annual mining plan based on the following criteria:

1. Competitive bids are granted for areas where known geological and recovered reserves
present significant economic interest;

2. Add hoc negotiations are usually performed on areas with limited information on reserves,
licensees present an extended plan involving areas neighborhood to their current licensed area
and other strategies with significant public interest pursuit in the area.

Subject to approval by the Council of Ministers, MEI may grant mining concessions for projects
assessed with significant economic and social interest.

33 CMD no. 440, dated 16 June 2011, amended by CMD no. 741, dated 9 September 2015
34 Albanian Parliament publishes draft laws and amendments in its official website www.parlament.al.
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MEI publishes the bid notices, terms of references and bid evaluation criteria in the public procurement
agency website: www.app.gov.al. Public Procurement Agency (PPA) is a public agency reporting
directly to the Prime Minister. PPA oversees the public procurement activity including mining licenses
and concessions.

Mining bids are evaluated against the following main criteria which are weighted from 10% to 20%:

1. Technical capacity and experience of the firm and its staff;

Financial capacity including available cash flows and financing facilities;

Forecasted production for the license terms;

Forecasted value of the production for the license terms;

Forecasted production to be elaborated,;

Projected investments in the area; and

Projectdés internal rate of return (I RR)

No os~®DN

Licensing activity in 2013 and 2014

MEI announced competitive bids for 58 mining areas in 2013. Only 35 out of 58 (60%) resulted in
successful license award. In 8 cases the mining areas were withdrawn and in 15 cases bid procedures
were cancelled due to lack of good applications etc. List of areas allocated and wining applicants are
shown in Appendix 8.

In 2014, competitive bids were announced for 106 mining areas. Only 50 out of 106 (47%) resulted in
successful license award. Out of total planned areas, 7 cases were withdrawn and 49 cases bid
procedures were cancelled due to lack of good applications etc. List of areas allocated and wining
applicants are shown in Appendix 9.

MEI reported that no open areas were announced or grant through ad hoc negotiations procedures in
2013 and 2014.

Mineral ore processing

The sector was previously dominated by state-owned enterprises and started to open up to private
investment in 1994. The mining objects given in concession so far are:

A Bulgiza chromium mine, mines of Pojske and Katjel, chromium dressing plant in Bulgiza,
chromium plant in Klos, ferrochrome combines in Elbasan and Burrel Cities;

A Chromium mines in Kalimash, Kukes district, Vlahne, Has district and Kalimashi dressing plant;

A Munella, Lak Rosh, Karma copper mines and also the dressing plant in Fush Arrez town;

A Selenica Bitum mine, Vlora district mine and its bitumen smelting furnace
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Mining activity 2011-2014

Mining sector generated about USD 140.9 million Chart 19 - Mining production 2011-
and USD 175.5 million respectively in 2013 and in USD

2014. Year 2011 marked a successful year for the 250.0 1 Limestone and other
mining sector with a production valued at USD B Bitumen

217.5 million. In 2012 and 2013 mining output Nickel compositions
dropped respectively by 31% and 6%, whilst 2014 200.0 1 454 Copper

marked a recover of 25%. These changes are Chromium
driven mostly the chromium output trends. — 20.5
Chromium contributed at the largest share with 150.0 1 e
about 72% of domestic mining output in 2013. This 30.4 200
share increased to 76% of domestic mining output

_ T
in 2014, 100.0 - . —

Limestone and other construction minerals

represent the second largest group of minerals after
chromium. Their share in the domestic mining 500 -
output counted at 14% in 2013 and 12% in 2014.

Copper, nickel compositions and bitumen

together counted at 13% of mining output in 2013 -
and 12% in 2014. 2011 2012 2013 2014

Source: Data provided by AKBN

Chart 20 - Employeement in the ming sector 2011-2014
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Employment in the sector

Mining sector employed about 4,600 staff in 2011. The numbers dropped in 2012 and 2013 as a result
of reduced production activity, and recovered again in 2014. Chromium and limestone & other together
employee about 94% of the mining workforce in 2011. In the period 2012-2014 trends show a shift of
workforce form limestone and other construction materials towards the chromium sector. These
changes align with the decreasing trends in the production of minerals used for construction. Chromium
sector employed about 59% of mining workforce in 2013 and 69% in 2014.

Limitation of data reported by AKBN on production volumes and employment

Production level and employee number are derived from data reported by AKBN, which are produced
out of data reported by the licensees to AKBN as part of annual reporting and are not confirmed
through any assurance process. Moreover, data might be incomplete due to missing reporting from
licenses in 2013 and 2014, Based on numbers reported by AKBN, only 70% of total licenses reported
their production in 2013. This ratio increased to 85% in 2014. In addition, AKBN could not provide
details of minerals quality (concentration) of mining output throughout the years 2011 and 2014. In
absence of such information mining output could be priced after international market prices for
minerals. Production values shown in this Report are estimated using exports prices3 for each of the
group of minerals.

3 Prices are derived from data elaborated from ALBEITI team in collaboration Custom staff for the purpose of this Report.
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Chromium ore Figre 6 7 Chromium deposits
Recoverable reserves of chromium (at an
average quality 30.8% Cr203) are
estimated at 10 million ton%, located
mainly in the district Bulgiza, Kukes, Has,
Mat and Pogradec. Current strategy in the
sector focusses in attracting large strategic
investments in processing of chromium
ore.

AKBN?7 reported chromium production
from active license in the sector at 526,230
ton in 2013 and 712,374 ton in 2014.
According to the same data, chromium
license-holders employed about 2,070
staff in 2013 and 2,957 staff in 2014.

Reported production value estimated using
export prices® in 2013 and 2014
amounted respectively at USD 101.95
million and USD 133.64 million.
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Chromium sector is largely fragmented with
290 licenses operating at the end of
November 2015. Production operations are
concentrated in Bulgiza district with 112
active licensees in November 2015.

Chart 21 - Chromium production

ton '000
800 1 ®mOther ©Bulgiza
600 -
400 -
Source: Provided by AKBN3® i www.akbn.gov.al
200 -
Chart 22 - -Employement vs. production
- - in ton'000 in the chromium sector number
2011 2012 2013 2014 800 3.500
Source: Provided by AKBN for this report3? ’
700 3,000
Based on numbers reported by AKBN, 600 2.500
licensees operating in Bulgiza extracted 500 2 000
about 45% of total chromium output in 400 '
2013 and employed 77% of workforce 300 1,500
employed in the chromium sector. In 2014, 200 1,000
Bul gi zads share of prqgo 500

57% of total output, whilst employing 74%
of the workforce employed in the sector. 2011 2012 2013 2014

Source: Provided by AKBN for this report38

3% Source CMD no0.479, dated 29 June 2011 i Appr oval of the National mining strategyo.
57 Information on production, regions and number of staff is based on data reported by AKBN for the purpose of this report.
38 Prices are derived from data elaborated from ALBEITI team in collaboration Custom staff for the purpose of this Report.
3 finvest in Albanian natural resources i Mineral resources in Albaniad published by AKBN i www.akbn.gov.al.
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Chart 23 - Chromium production in 2013 Chart 24 - Chromium production in 2014
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Albchrome*? shpk (Albchrome) operating the mines in Bulgiza was the largest industrial company and
the largest employer in the chromium sector in Albania. Albchrome holds a concessionary contract with
the Government of Albania in since year 2001 for the extraction and processing of chromium ore and
ferrochrome. The Companyds asset s iferrochHramd factodelsin o mi
Elbasan and Burrel, chromium enrichment plant in Klos, and other mining and metallurgy infrastructure
elements.

In 2013 and 2014, Al bchromeébés product i o totaldaonesid e d
chromium output. In the same period the company employed about 600 staff, above 20% of the current
workforce employed in the sector.

Exports of chromium Chart 25 - Exports of chromium ore 2011-2014
Chromium output is exported in form of ton '000
chromium, ore and ferrochrome. 800 +
700 -
Chromium is mainly exported to China, whilst 600 -
ferrochrome to Netherland, Austria and Italy. 500 -
In 2013 Albanian Custom Administrate 300 -
reported total exports of chromium ore at 756 200 -
thousand ton, sold at Lek 9.6 billion. In 2014 100 -

exports of chromium ore decreased to 501 -

thousand ton priced at Lek 8.1 billion. 2011 2012 2013 2014

Source: Provided by Albanian Custom Administrate*

Chart 26 - Exports of ferrochrome 2011-2014

Ferrochrome exports in 2013 amounted at Lek ton ‘000
3.7 billion for 28.4 thousand ton. 50 _— Other
In 2014, exports increased to 32.5 thousand ton 40 - Italy
sold at Lek 4.9 billion. 30 - /Austria
20 -/Netherland
10 A -

2011 2012 2013 2014

Source: Provided by Albanian Custom Administrate*!

4% Information on Albchrome is derived from the co mp a ny 6 s s iwevky.baifin.a¢ and www.albchrome.al.
4! Information on export quantities, values and export countries were reported by Albanian Customs Administrate for the purpose
of this report.
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Copper ore
Figure 7 - Copper ore deposits map

Geological reserves of copper deposits (including Cu
1.3-2.65%, zinc, gold and silver) are estimated at about
50 million tons*2. However, recoverable reserves are
estimated at 27 million ton. Copper deposits are located
in six districts: Korca, Mirdita, Puka, Shkodra, Kukes,
and Has regions.

Recoverable reserves at current copper mines sites
amount at 4.7 million ton (Cu 1.39%). Recoverable
reserves at new sites are estimated at 13.4 million ton,
where 7.9 million ton (Cu 1.85%) are located in Munella
mining area and 5.6 million ton (Cu 2.65%) are located
in Lak Rosh, South Perlat, Karme 2 and Bregu i
Geshtenjes.

During the 1980s, copper was the most successful
sector in Albania's mineral extraction industry.

Coper ore activity 2011-2014

Beralb operating a concession agreement since 2001
(http://www.beralb.com/), was the only industrial
company extracting copper in 2011-2014. Beralb holds
production licenses for the mines of Munelle, Lak Roshi,
Karma and Fushe-Arres, and three other mines all
located in the province of Puke.

. . 43
Source: Provided by AKBN*3 i www.akbn.gov.al Chart 27 - Copper production

Beralb processes copper through Copper Enrichment ton ‘000
Plant of Fushe-Arrez, located north of the town of Fushe- 600
Arrez. The plant has an annual capacity of 600,000 ton

per annum, which generates approximately 45,000 ton 400

of copper concentrate per annum. The Company has
realized different studies to increase parameters in ore
treatment especially for the recovery of zinc, of gold, i
silver and other precious elements. 2011 2012 2013 2014

Beralb Other

200

Source: Provided by AKBN** 1 www.akbn.gov.al
Beralb reported cumulative investments in operations amount to USD 70 million.

Based on the data reported by AKBN#4, production
of corpper ore amounted at 507,105 ton in 2013
and 259,138 ton in 2014. This production was

Chart 28 - Employeement vs.
number ~ Production in copper sector 5, 900

400 339 600 mainly extracted from the copper mines near Puka.
500 ..

300 235 400 Beralb, also, represents the largest mining

200 175 158 300 employer in Fushe-Arrez and the surrounding area

100 igg contributing with over 94% of the workforce

} - employed in the copper sector. As shown in Chart

2011 2012 2013 2014 28 on the left number of employees varies to
Employment == Production in ton'000 production level.

Source: Provided by AKBN** 7 www.akbn.gov.al

42 Source CMD n0.479, dated 29 June 2011A Appr ov al of the National mining strategyo

43 fAinvest in Albanian natural resources i Mineral resources in Albaniad published by AKBN i www.akbn.gov.al.
4 Information on production, regions and number of staff is based on data reported by AKBN for the purpose of this report.
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Exports of copper ore

Chart 29 - Exports of copper ore 2011-2014 In the last four years Beralb exported output to its
ton '000 strategic partners in China and Turkey. Albanian
40 - Customs Administrate reported total copper
35 - exports, including copper concentrate in 2013 at
30 - 38 thousand ton priced at Lek 4.7 billion. In 2014
25 - copper exports decreased to Lek 2.5 billion paid
20 - for 25.8 thousand ton.
15 -
10 -
5 -

2011 2012 2013 2014

Source: Provided by Albanian Custom Administrate*®
Significant changes in international markets affecting the sector

Copper business activity suffered substantial Chart 30 - Copper exports prices

losses due to significant drop in international USD/ton

prices for copper ore. International copper ore 1,600 -

prices?*® dropped by -22% from 2011 to 2014, 1,400 += = = T <

whilst export prices for Albanian copper ore fellby 1,200 - S -

-32% in the same period. In the first semester of 1,000 - S —-
2015, international copper ore price dropped 288

further by -13.4%. 400 -

In September 2015 Beralb publically announced 200 -

its decision to suspend its operations for a period ) 2011 20'12 20'13 20'14
of at least 1 year until copper market recovers.

Source: Provided by Albanian Custom Administrate*®

4 Information on export quantities, values and export countries were reported by Albanian Customs Administrate for the purpose
of this report.
46 Source for international copper price: http:/databank.worldbank.org/data
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Nickel deposits

Figure 81 Nickel deposits Albania's deposits of nickel (Ni 0.85-1.15%) are estimated at
S B K 30047 million tons are located near Pogradec, Librazhd,
S % Bilisht, Kukes and Peshkopi.

In 2013 and 2014 AKBN*8 reported nickel production
respectively at 202 thousand ton and 535 thousand ton.
Production value estimated via export prices amounted at
USD 4.8 million in 2013 and USD 12.8 million in 2014.

S

In 2013, nickel was mostly extracted in the form of iron-
nickel and nickel silicate, in the regions of Has 44%,
Librazhd 22% and Pogradec 29%. In 2014, 63% of the
output was extracted in Librazhd, whilst Kukes and
Pogradec generated 12% each. AKBN did not report nickel
production in Has in 2014.

.....

In both years, production value was generated from medium
and small-scale mining companies extracting this mineral,
with few licensees collecting production of nickel from the
medium and small-scale producers.

In 2013 nickel was mainly exported® to Kosovo, Macedonia
and China.

Source: Provided by AKBN®® i www.akbn.gov.al

Figure 91 Limestone and other Limestone and other minerals

Geological studies in Albania up to 1995 revealed
approximately 32 different kinds of rocks and construction
industrial minerals, expanded all over the country, including:
limestone, sandstones, dolomites, carbonate decorative
stones, clay, granites, gypsum etc. These minerals, which
represent principal raw material for Albania's construction
industry, were quarried throughout the country by small
producers. Output®® from the sector is estimated at USD 20
million in 2013 and USD 20.4 million in 2014. A large
number of small-scale limestone mining companies operate
throughout the country. Antea Cement operating in Kruja
district was the largest producer of limestone in 2013 and
2014 contributing respectively with 24% and 20% of total
production value.

Exports*® of limestone and other rocks amounted at Lek 7.5
billion in 2013 and Lek 8.6 billion in 2014. Rocks and
related minerals were mainly exported towards Kosovo,
Montenegro, Macedonia and Italy.

Albanian bitumen and asphalt deposits were located near
Selenica and in the Vjosa River valley. Albania also
possesses abundant salt deposits, found near Kavaja and
Vlora.

Source: Provided by AKBN®C- i www.akbn.gov.al

47 Source CMD no0.479, dated 29 June 2011 A Appr ov al of the National mining strategyo
48 Information on production, regions and number of staff is based on data reported by AKBN for the purpose of this report.
4 Information on export quantities, values and export countries were reported by Albanian Customs Administrate for the purpose
of this report.
50 finvest in Albanian natural resources i Mineral resources in Albaniad published by AKBN i www.akbn.gov.al.
55


http://www.akbn.gov.al/

232Government 6s revenue from the mining and quarry se

The State derives its revenue from the sector through collection of the royalty applied to the sales value
of the minerals and profit taxes.

Royalty
Royalty (al sewadmavwmoast afixadd i s exclusively applied to
revenues from extractive activity in accordance with

2008, amended.
Table 127 Royalty applied by mineral
This stream represents the main revenue stream earned form

the upstream sector. Royalty for exports is collected by the
Albanian Customs Administrate and for domestic sales by the

Chromium 6% . . o .
General Tax Directorate. Royalty applied on main minerals is
Copper 6% .
. o shown on the left in table 12.

Nickel-silicate 6%

Iron-nickel 5% In November 2014, amendments introduced in the Law on

Bitumen 50-6%  national taxes on applying a reduced royalty at 2/3 of nominal

Limestone & 4-7% rate for mining by-products

other
Profit tax
Profit tax is levied from the General Directorate of Taxes as a percentage ofthec ompany és net pro
Up to December 2013, in accordance with ALaw on | ncon
amended, profit tax in Albania was charged at 10% on net profit. Starting from 1 January 2014 profit tax
rate increased to 15% of the company 6 s net prof i t. Ful l requirements of
sector.

Revenue from direct payment streams applied to the sector
Table 13 - Revenue from direct payment streams applied to the mining and quarry sector

Revenue generated from direct payment streams

In Lek million such as royalties and profit taxes in 2013 and
Royalty on export 995 817 2014 amounted respectively at Lek 2.4 billion
Royalty on internal sales 740 1,093 and Lek 2.6 billion. Such payments comprised

, 16% of mining production value in 2013 and
Profit tax(*) 697 644 149 in 2014.

2,433 2,554

Source: Payments reported by the licensees and the recipient government entities

(*) Revenue from profit taxes include information on profit tax payments provided by the General
Directorate of Tax only by the companies selected to report in 2013 and 2014. Management Information
Systems of the GDT could not retrieve and produce statistical data on the sector. Hence, profit tax from
the mining sector presented above is not complete.

Royalty represents the principal revenue stream generated from the mining sector. Royalty is recorded
in the National budget based on Law on National taxes. The State shall make subnational transfers of
royalty form the National budget to the budgets of oil and mining producing LGUs (see section 2.5).
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2.4 Hydreenergy sector

2.4.1 Overview of the Hydropower sector
Figure 107 Hydropower potentials in Albania

The Albanian power system relies
practically only on hydropower plants
(HPPs) and therefore it is totally
dependent on hydrological conditions.
According to the National Energy
Strategy®!, total annual potential
production from hydropower plants in
Albania is estimated at 10,000 GWh. This
can be derived from an installed capacity
of 3,000 MW. Based on this data, at the
end of 2014 exploited opportunities
represent 58% of the hydro-power
potential with a total installed capacity of
1,725 MW.

History of the sector development5?

During 1945 - 1951 period the power
production amounted to an average of 10
KWh per capita. The sector began to
develop after 1952, when Selita hydro-
power plant started operation, with an
installed capacity of 5 MW. Since then
medium-sized hydropower plants were
built in Ulza, Shkopet in north Albania and
Bistrica 1 & 2 in south Albania with total
installed capacity of 78 MW. In addition
o about 90 small HPPs, with a total installed
g “~ -f', (ke capacity of 14MW varying from 5 to 1,200
J Q,?‘ o KW were built to fulfill energy needs in the
mountain areas all over the Country. These small HPPs had an average life of 25 years and generated
an average of 200 GWh in normal years.

Source: Provided by AKBN

Three largest hydropower plants of Fierza, Koman and Vau i Dejes were built in a cascade form on
the Drini River from year 1971 to 1985 with an installed capacity of 1,350 MW. The sector marked no
further developments from 1985 up to the year 2007.

Drini crossing north Albania is the largest river in the country. Studies report further hydropower
potential to be exploited on Drini River, such as Skavica in the upstream and Bushati in the
downstream of the existing development. Vjosa and Devoll are the second and third largest rivers in
Albania. Studies in these rivers several hydropower opportunities for small and medium HPPs.

51 National Energy Strategy, adopted in July 2003 can be found on the website of AKBN - www.akbn.gov.al.
2 nformation presented i nHydrokehesgetsgat ¢ mini also deu b wievsitbéabvodny A A KB N
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New concessions on medium-sized HPPs®3

AKBN reports that during the years 2008 - 2011 Albanian Government signed concession agreements
for the construction of six large hydropower stations as follows:

A HPP fiAshta 1 and Ashta 206 in Drin river with

A Three HPPs on Devoll River with installed power of 319 MW, and
A HPP fAKaliva-0 with instadRiverd power of 100

HPPs Ashta 1 and Ashta 2 on Drini River®*

In 2008 the Government of Albania awarded a 35 year concession (build, operate and transfer - BOT)
for construction of two hydropower plants Ashta 1 and Ashta 2 on Drini river that would utilize residual
water released form HPP Vau i Dejes. The HPPs were completed and started production in 2013. The
project brought a new technology with increased efficiency of water utilization, employing several small
turbines instead of one large turbine. Investment of the project partners EVN AG and Verbund AG
accumulate to EUR 200 million. Both HPPs have a total capacity of 53MW and are expected to
generate an annual output of 240 GWh.

Details of the project and investments are presented in A’ s h t weldsite: http://www.energji-ashta.al/.

HPPs on Devolli River®®

In 2009 the Government of Albania awarded the right to develop three hydropower plants on Devoll
river in Albania, through a Concession Agreement (build, own, operate and transfer - BOOT) to Devolli
Hydropower Sh.a. (DHP).

Currently the project consists of building two hydropower plants, Banja and Moglice in the valley of
Devoll, with an installed capacity of 256 MW. The power plants are expected to generate an annual
output of 729 GWh, which represent an increase of 15% compared to domestic output in 2014. The
plants are expected to be completed in 2016 and 2018. Upon successful completion of the two HPPs,
DHP will consider investing in a third HPP on Devoll River.

The project company Devolli Hydropower Sh.A. was initially established as a 50/50 joint venture
between Statkraft AS and the Austrian energy company EVN AG. Early in 2013, Statkraft acquired
EVNGés 50 per cent share and i s n o wthédiistruptienprojeat.
The concession agreement gives Devoll Hydropower the right to build, own and operate the power
plants until they are transferred back to Albanian authorities at the end of the concession period.

Details of the project and investments are presented in DHP website: http://www.devollhydropower.al/

HPP fAiKaliva-0 on Vjosa River

In 1997, the Government of Albania granted a 30 years BOT concession to Becchetti Energy Group
(BEG SPA) for the construction of HPP Kalivac, on the Vjosa River. HPP would have a capacity of
100MW and generate and annual output of 350GWh. The project construction was expected to be
completed in year 2000, however due to delayed investments fell several years behind the initial
timeline. The concession agreement was further amended in year 2000 and in 2007 Deuche Bank AG
acquired 45% of the shares in the Project. The Government of Albania and Deuche Bank AG pursuit
legal cases against BEG SPA for breach in respective agreements.

Sour ey@oefiergetic potenti alwdwagkhnbdvialshed by AKBN
54 Information presented in this section is derived fromth e Co mp a n y 6 bttp:Mneviv.enerdji@shta.al/
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Hydropower generation and the power balance 2000-2014

Annual domestic output varies largely on hydrological cycles. In the last 15 years, the annual power
output reached its highest peak in 2010 with 7,674 GWh and lowest peak in 2007 with 2,826 GWh.

Output in GWh Chart 31 - Hydropower output vs. installed capacity Capacity in MW
2000-2014 7674

8,000 = 6,959 3,000

7,000 = 2,500
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=== Annual output in GWh Installed capacity in MW

Source for domestic output: INSTAT - Energy balance 2000-2014 i www.instat.gov.al.
Source for installed capacity: ERE i Annual reports 2009-2014 i www.ere.gov.al.

The HPPs of Fierza, Koman and Vau i Dejes on Drini River generated about 90% of the hydropower
in the last 15 years with an average annual output of 4,286 GWh. The net domestic output slightly
increased in the last 4 years as a result of private and concession HPPs starting production.

In GWh
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Chart 32 - HPP Fierza, Koman & V. Dejes output vs. total ouput 2000-2014
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Source: ERE i Annual report 2014 7 www.ere.gov.al.
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Chart 33 - Production and consumption of electrical power 2000 i 2014

in GWh
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Net domestic power generated

Domestic use of power (including losses)
——— Domestic production vs. use of power (including losses)

——Domestic production vs. use of power (excluding losses)

Source: INSTAT i Electricity balance, 2000 -2014

Despite its abundant hydropower potentials, Albania has been a net importer of hydropower to
compensate for its negative power balance in the last 15 years.

The negative power balance resulted mainly due to high level of losses in the distribution network.
Based on the data reported by INSTAT, the annual average power output for the period from year
2000 to year 2014 comprised about 76%°56 of the domestic annual average of energy needs (including
losses).

If assumed that technical and financial losses in the network are completely eliminated, as shown in
Chart 33, the energy balance would improve significantly. Based on this scenario the annual average
power output would fulfil at 122%°57 the annual average of energy needs. Chart 33 shows a positive
power balance throughout the period, with the exception of years 2002, 2007, 2008 and 2011 when
production could not cover total energy needs. This resulted due to the unfavorable meteorological
conditions and underutilization of energy potentials in the country.

56 Calculated as a simple annual average of the ratio production / usage during years 2000-2 0 1 3 . Data sourced

balance, 2000 -2 0 1 -3ndvw.instat.gov.al.
57 Calculated as a simple annual average of the ratio production / consumption during years 2000 - 2013. Data sourced from
APower bal &r0clewvwndtd.Gov.al.
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2.4.2 Stateds invol vement in the sector

The country's power system comprises of power generation plants, transmission system and related

interconnection and information system facilities, distribution networks and customers electrical

equi pmentdéds. Al banian power system is |linked to el ect
interconnection lines.

The Albanian State is highly involved in the hydropower sector. At the end of 2014, except for few
private and concession HPPs, the Albanian power system including main hydropower plant producer,
transmission and distribution system, was owned and operated by companies owned 100% by the
Albanian State:

/{\ Albanian Electrical Power Corporation (KESH)
A Transmission System operator (OST)
A Electricity Power Distribution Operator (OSHEE)

OST and OSHEE were previously managed under KESH. The companies spun off from KESH,
respectively in 2004 and 2006 as part of reforms in the power sector.

2.4.3 Operating framework of the power market

Until April 2015 the Power sector was governed by Law N0.9072, dated 22.05.2003 fOn power sectoro
amended( " The ol d | aw pwhichpdefines the mgcoptinoiples for the development of
the power sector, including renewable energy from thermo-power plants, power transmission and
distribution networks. This law also contained requirements and criteria for granting licenses to
perform an activity in the power sector. In April 2015, the Government of Albania approved a new law
no. 43/ 2015 AOM" Ploeveme w elca w r @whichrephaeed thesold tatv. 3hre dew
law aims to reflect the EU Directives on power sector.

Private interconnection lines

The old and new Law on Power Sector provides terms and conditions for the construction of
commercial interconnection lines. Building of commercial interconnection lines is approved by the
Council of Ministers. The investor has the right to use 80 percent of the capacity of the line for a period
of 20 years. While 20 percent of the capacity of the commercial interconnection lines shall be made
available for public use. After 20 years, the lines are transferred to the Transmission System Operator.
No private interconnection lines were built so far.

Hydropower concessions and PPPs

Ministry of Energy and Industry approves the construction of new power plants through concession
and Public Private Partnership (PPP) agreements, according to the law on concessions and PPP.
Hydropower concessions and PPP are all approved by the Council of Ministers. Concession activity
is presented in section 2.4.5.

Market regulation and rules

According to the new and old law on power sector, ERE is responsible for determining the rights and
obligations of market participants, and ensuring regulatory control in Albanian power market. Market
Rules along with the Grid Code, Distribution Code, Metering Code and Market Model are part of the
acts that regulate the power market. They are published in the official website of Commissioners
http://www.ere.gov.al/.

Albania power market model ("Market"), approved by decision of the commissioners No. 338, dated
19.03.2008, establishes the legal framework for the organization and restructuring of the electricity
market in Albania. The model, ratified by the Albanian Parliament in 2006, is developed in accordance
with EU Directives on Power and requirements of the Energy Community Treaty of Southeast Europe
for establishment of the Regional Energy Market. The Market Model also addresses the
responsibilities and relationships between market participants and the ERE. In general, the Albanian
Market Model is characterized by bilateral contracts between market participants. The Transmission
System Operator (TSO) performs ancillary services for power transmission.
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Figure 111 Energy flows between the power market participants
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Key market participants and their role is presented in the following:
Albanian Electrical Power Corporation (KESH)

KESH is the leading and most important power generation and supply entity in Albania. KESH has
been historically owned 100% by the Albanian State.

The Company is divided into two main operating units: KESH Gen and Wholesale Public Supplier.
Generation of production (KESH Gen)®®

KESH Gen is the largest the public power producer with a total installed capacity of 1,448 MW.
Currently, KESH Gen owns and operates the largest HPP on Drini River, HPP Fierza, HPP Koman
and HPP Vau i Dejes, with a total installed capacity of 1,350 MW, and a thermal power plant (TPP) in
Vlora built in 2009, with an installed capacity of 98MW. Until mid-2013, KESH owned and operated
the medium sized HPPs of Ulez, Shkopet and Bistrica 1 & 2 with a total installed capacity of 76MW.
These HPPs were sold to Kurum International Ltd in the second semester of 2013 for price of USD

130 million.

Fierza HPP is located near the village of Fierza about 20 km from the town of Bajram Curri. The HPP
was built in the period from 1971 to 1978. Koman HPP, built from 1980 to 1988, is located in the Drini
River Valley, between Fierza HPP and Vau i Dejes HPP, and about 2 km from the Koman village. Vau
i Dejes HPP, built from 1967 to 1971 is located in the lower part of the Drini River Valley, about 18 km
from the city of Shkodra.

58 Source of information on HPPs and investments: www.kesh.al.
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Table 141 Technical data of HPPs on Drini River

Utilization start year 1978 1985 1971
Number of aggregates 4 4 5
Installed power per aggregate 125MwW 150MwW 50MW
Installed power 500MW 500MW 250MW
Type of turbines Francis Francis Francis
Total volume capacity in the lake 2.7 billion m3 450 million m3 560 million m3
Maximum height of the lake 296 m 176 m 76 m
Nominal falling 118 m 96 m 52m
Average annual output 1,800 GWh 2,060 GWh 1,000 GWh

Source: KESH T www.kesh.al

KESH performed several interventions to increase efficiency of the operations and safeguard the
surrounding environment. Total investments from 2001 to 2006 amount to EUR 22 million. KESH is
currently pursuing the studies and investments through the Dam safety project financed by
international financial organizations. The project aim is to increase safety of dames feeding major
hydropower plants in built in the cascades of Drini and Mat rivers and increase efficiency of power
supply.

TPP of Vlora was built in 2009 and did not operate due to a defect in the cooling plant turbine.

Sale of power

KESH Gen sells electricity to Wholesale Public Supplier in accordance with the quantity and price
approved by ERE. To fulfil its obligations for supply, KESH Gen imports power in the international
market with market prices. At the same time, sells to the domestic or international market the energy
surpluses beyond the requirements for public supply.

Wholesale Public Supplier (WPS)

Wholesale Public Supplier is a structure within KESH with responsibility for the purchase of power and
ensure sufficient supply for Retail Public Supplier in order to ensure a continuous and secure supply
to tariff customers.

Accordingly, the Wholesale Public Supplier has the right to purchase all power generated in the
country by KESH Gen and by private traders and producers. Wholesale Public Supplier, also imports
power in the international market or purchases it from local traders at market prices to meet the needs
of public supply and avoid power interruptions on demand picks.

Upon EREG6s approval, the Wholesale Public Supplier m
extra power supply exceeds the cost of undersupply to retail customers, as determined by ERE in
accordance with government policy and in consultation with the Council of Ministers.

KESH provides details of the power generation facilities, production, imports and current projects in
its website: www.kesh.al.

Transmission System Operator (TSO)%®

OST was established in 2004 as a spun off from KESH. OST operates of the transmission network
including ownership, maintenance and expansion of the network. Transmission network system
comprises the transmission lines and interconnection lines with voltage of 110-400kV and substation
points. Currently the transmission system accumulates transmission lines length of 293 km of 400kV
lines, 1,140 km of 220 kV lines, 4.4 km of 150 kV lines, and 1,285 km of 110 kV lines. As presented
i n EREOGs annu a llossescapmauntdd at 2.4% dof theoenekgy transmitted in 2014 and 2.3%
in 2013.

% Source of information on transmission linei ERE6s Report on the Powewwesegwhlor activity in
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OST transmission network include the following interconnection lines, which provide necessary
infrastructure for international exchange of power:

A 220 kV transmission line between Fireza (Albania) i Prizren (Kosovo)

A 220 kV transmission line between Koplik (Albania) i Podgorica (Montenegro)
A 400 kV transmission line between Zemblak (Albania) i Kardia (Greece)

A 400 kV transmission line between Tirana (Albania) i Podgorica (Montenegro)

Role of TSO

In accordance with the regulations for the Market and legislation for the power sector, OST guarantees
long-term capacity of the system and manages efficiently and without discrimination energy flows of
the system, for exchanges within the system and other systems of the region. OST also collects and
provides information for the liquidation of contracts in force. This information can later serve the energy
stock market.

OST is responsible for managing and organizing payments and exchanges of power between market
participants on the market imbalances. OST charges system users for the transmission system
services, ancillary services, payments under the Interconnection Agreement and for the purchase of
balancing power under the Market Rules. Fees for transmission service are regulated by the ERE.

OST has been historically owned 100% by the Albanian State since its establishment.

Electricity Power Distribution Operator (OSHEE previously known as Distribution System
Operator - DSO) &

OSHEE currently owns, maintains, expands and operates the distribution system across the country
composed of substations 110/20, 15,600 km of distribution network of 35/20/10/6 kV, and transformers
110/35/20/10/6kV. OSHEE provides connection and distribution services tariff customers, small power
producers and eligible customers connected to the distribution, on a non-discriminatory basis. Fees,
terms and conditions of distribution services are regulated by ERE.

Distribution network assets are old dated ranging from 12 to 40 years old. Poor technical conditions
of the distribution network in combination with financial losses due to energy theft and unpaid bills
caused significant losses to the OSHEE ranging from 35% to 43% in the last 15 years. OSHEE buys
energy from any market participant at market prices to cover all losses in the distribution network.

Retail Public Supplier (RPS)
Retail Public Supplier is a separate structure within OSHEE that supplies power to tariff customers
under contract terms and rates regulated by ERE.

Retail Public Supplier (RPS) buys electricity from the Wholesale Public Supplier (WPS) with tariffs
approved by ERE. RPS is responsible for reducing losses from non-collections of bills form tariff
customers under conditions determined by ERE.

At the end of 2014 OSHEE is owned again 100% by the Albanian State after the unsuccessful
privatization history with CEZ AS.

60 Source of information on distribution networki ERE6's Re port on the Powewwesegwhlor activity
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Privatisation of the Distribution System Operator

In attempt to optimize the distribution costs, reduce technical and financial network losses and secure
a sustainable supply of power for tariff customers, the Albanian Government sold 76% of shares in
the Distribution System Operator priced at 102 million euros to the strategic investor CEZ SA, in March
2009. Privatization was conducted through an international tendering procedure and on which, CEZ
SA committed to fulfil the minimum technical conditions to improve the supply network and financial
situation of DSO.

CEZ operated in Albanian from 2010 to 2012. The Board of Commissioners governing ERE, by the
decision No. 158 dated November 16, 2012, approved to commencement of the procedures for the
withdrawal of license of retail public supplier and power distribution. In January 2013 the company
was sent on temporary administration in accordance with Law no. 9901, dated April 14, 2008 "For
commercialists and trading companies”, and amended.

On July 31, 2014, under Law No. 114/2014 "On approval of the agreement for settlement negotiations
between the Republic of Albania and the company CEZ AS" the Albanian Parliament approved the
transfer the shares of DSO from CEZ AS to the Albanian State with a nominal value of 1 euro, provided
that the Albanian State should pay to CEZ AS liabilities for loans in the total amount of EUR 95 million.

These liabilities were payable in five instalments, respectively EUR 10,000,000 upon of the approval
of the agreement, EUR 21,750,000 in year 2015 and EUR 21,083,333 in the years 2016, 2017 and
2018.

Wholesale Public Supplier, DSO and RPS operate under special licenses issued by ERE.
Private power producers

Private power producers are divided into small and large producers. Small Power Producers (SPPs)
are the small power generating plants, linked directly to the distribution system. Independent Power
Producers (IPPs) are independent producers that relate directly to the transmission system. SPPs
and IPPs can sell electricity to the Wholesale Public Supplier with regulated prices, or to the other
market operators based on market negotiated terms.

ERE establishes the unified regulated tariffs for the power sold by small and large power producers.
Retail Customers
Tariff Customers purchase electricity by Retail Public Supplier at prices regulated by ERE.

Eligible customers are those who can freely choose the energy supplier, including the Retail Public
Supplier. According to the definitions of the Law on power eligible customers can be consumers
connected to 110kV tension line and above and all other consumers who have a higher consumption
of 50 million kWh per year.
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Other market operators

Energy traders, purchase and wholesale power to other market operators, with the exception of Retail
Public Supplier and Tariff Customers.

Traders may purchase power from KESH Gen (for the surpluses), SPPs and IPPs and sell power to
the Qualified Suppliers, Wholesale Public Supplier or DSO.

Qualified Suppliers are domestic or foreign suppliers licensed by ERE, who may purchase power from
traders, SPPs or IPPs and sell to the Eligible Customers. Qualified Suppliers may also sell power to
the Public Wholesale Suppliers, Traders or other Qualified Suppliers. SPPs and IPPs must be licensed
in order to act as Qualified Suppliers, if they wish to sell power directly to the Eligible Customers.

Regulation of tariffs and other terms and conditions under Albanian Market Model is significant. It
reflects the near monopoly situation of the main participants in the production and supply of power.
However, the regulation has in focus only public power supply. Albanian market model leaves space
for the development of free trade between domestic and foreign operators for power surpluses. If
the power generation exceeds the use of domestic use of power, our country could acts as an
exporter of power and free interconnection capacity in the region.

Table 15 - Key financials of the SoEs in the sector®?

Property, plant, and

. 80,728 38,891 22,800 81,460 41,819 20,552
equipment

Loans to other

COEs 24,653 104 - 24,302 - -
Trade and other 79,588 10,435 10,398 64,574 13,419 12,637
receivables

Total assets

Equity 86,761 22,455 (66,738) 63,251 24,163 (71,248)
Loans guaranteed 79,321 22,881 19,015 83,623 25459 22,565
by the State

Trade and other 18,887 4,095 80,921 23,463 5576 81,872
payables

Total equity and

liabilities

Revenue from 24,989 5534 37,706 10,832 6,886 47,286
power sale

Imports of energy (8,715) (34,457) (9,837) (34,199)
Other operating (3,903)  (3,131) (29,158) 370 (4,266) (14,018)
expenses, net

Impairment of

receivables from - - - (19,653)

OSHEE

Financial costs, net  (3,070) (37) (94) (3,848) (286)  (1,144)
EBT

Tax expense (1,356) (801) (1) (105) (445) (2)
EAT

Source: Payments reported by the licensees and the recipient government entities.

51 Summary of Key financials is derived from the annual financial statements of KESH, OST and OSHEE for 2014. The
companies shared these financial statements with us for the purpose of this report.
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Guaranties and other transfers between State and State Companies

Alongside the benefits in the form of taxes and fees from hydropower sector, the State injects funds
into the sector through investment in equity and direct lending to state-owned companies. The
Albanian State, also guarantees the banking and other loans granted to the state-owned companies
KESH and OST. At the end of 2013 and 2014 loans taken by the SOEs for the improvement of power
generation and transmission infrastructure amounted respectively at Lek 96.5 billion (equal to Lek
121.2 billion less Lek 24.7 billion) and Lek 107.3 billion (equal to Lek 131.6 billion less Lek 24.3 billion).

Following to the financial difficulties encountered by the power public sector, State guaranteed
borrowings are expected to increase further. These loans will be used to finance investments in
improving efficiency of the power generation, transmission and distribution and also enhance tools
and systems in measurement of power consumption by the tariffs customers and collections of bills
for the power consumed.

In September 201492, the World Bank approved financing of USD 150 million from the International

Bank for Reconstruction and Development (IBRD) to be disbursed for the Project of Energy Sector
Recovery approved by CMD no. 171, dated February 25 2
recovery of the Power Sect or ms in thehAbanRm pojver sector,wi | | sSup
particularly those undertaken to improve the reliability of power supply and financial sustainability of

the sector, including reforms to diversify the sources of energy production, reduce losses and improve

collections.

2.4.4 Allocation of hydropower concessions

The Ministry responsible for energy acts as the Contracting Authority for all concessions granted in
hydropower sector. Legislation and regulations for concessions define the principles and procedures
for the evaluation and granting of the concession opportunities in the hydropower sector. According to
the concession law and regulation, all concessions in Albania are granted for a period not longer than
35 years.

Until May 2013, the construction and operation of hydropower plants in Albania was regulated by Law

No. 9663, dated 18 December 2006 "On Concessions” (Old Concessions Law) and accompanying

regul ation AONn the evaluation and granting of conces
December 17, 2012.

The provisions of the old concession regulation establish organization of hydropower concessions as
Build-Operate-Transfer. According to this regulation, the operator finances the construction of the
power plant and benefits from operation of the plant. The sale of power generated by the Operator is
guaranteed through the Power Purchase Agreements signed between the Operator and Wholesale
Public Suppliers with tariffs regulated by ERE using the "feed in" model.

In May 2013 the old concession law and regulation was replaced by Law No. 123/2013 "On

Concessions and Public-Private Partnership” ("Law on Concessions and PPP") and accompanying

Regul ations AFor the evaluation -mmidvagtraengamignerrsktioma e
with CMD. No. 575 dated July 10, 2013 ("New Concessions Regulation"). In attempt to harmonize with

the EU Directive 2004/18/EC®3, the new law and regulation introduced the concept of Public-Private

Partnership (PPP) and the extension of rights, responsibilities of each party and risk allocation during

the concession period.

Definition of public private partnership

According to the Law on Concessions and PPP, Public Private Partnership establishes a long-term
cooperation, regulated by contract, between the contracting authority (public partner) and one or more
economic operators (private partner), where the private partner undertakes the obligation to provide
public services within the competencies of the public partner and / or the obligation to provide to the

52 http://www.worldbank.org/sa/news/press-release/2014/09/29/world-bank-approves-us150-million-project-for-albanias
S3DIRECTIVE 2004/18/EC OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of March 31, 2004 on the coordination
of procedures for the granting of public works contracts, public supply contracts and public service contracts.
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public partner the necessary prerequisites for providing public services. These prerequisites include
the construction or renovation of public infrastructure and / or its operation and maintenance.

Under the contract terms, the private partner is rewarded through payments by the public partner and
/ or payments from users of the public service which are regulated by the public partner.

Concessions granting and contracting of Public Private Partnership

Figure 121 Granting and monitoring process of concessions
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National Agency for Natural Resources (AKBN) supports MEI in the process of evaluation and monitoring of concessions

1. Identification of concession HPP opportunities

Ministry of Energy and Industry may identify areas for concessions through review of submissions
received (unsolicited proposals) from private investors or other government institutions and non-
governmental organizations.

Before announcing the concession opportunities, MEI will ensure on the technical feasibility and
economic, environmental and social impact of any agreement, in accordance with the applicable laws.

When private investors initiate unsolicited proposals, they need to carry out and presents a feasibility
study in their project proposal in accordance with minimum requirements of the applicable laws. The
project proposal undergoes through a technical evaluation in accordance to CMD. No. 191, dated
March 22, 2007 "For the establishment of state technical opposition to construction projects of HPP
under concession”. This evaluation is carried out by the group of hydro-energy, geology and the
environment experts appointed by the Minister responsible for the economy and approved by AKBN
in accordance with Law No. 8093, dated March 1, 1996, "On water reserves" and the Law No. 8402,
dated September 10, 1998 "On the control and regulation of construction works"4,

2. Procurement procedures

When project proposals turn into concession opportunities the Ministry invites all interested applicants
to atender procedure published through a contract notice, in accordance with Law No. 9643 November
20, 2006 "On Public Procurement" ("The law on public procurement"). By the decision No. 130 dated
12 March 2014 the Council of Ministers decided that the procurement of concessions, including
acceptance of the projects and communication with the operators will be carried out via the official
website of the Public Procurement Agency www.app.gov.al.

Concessions are allocated in accordance with the provisions of the Law No. 9643, dated 20 November
2006, and amended i On Publ i c procurement 0.

4CMDNo. 191 dated Mar ch 2shmentoDstf® te¢chifaalroppostian foets comstouttion
projects of HPP with concessionbo
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According to Concession law and regulation each applicant shall be treated fairly, however Article 7
of the new concession law allows evaluation committee to assign a bonus up to 10% credits to the
project proposer. If the concession is assigned to an investor other than the initial proposer, the new
regulation provides compensation for the concession project proposer that varies from 0.5% to 2% of
the concession value based on the extent of the feasibility study carried out in the initial project
proposal.

The concession price is assessed against:

a) Greater technical and economic advantages as assessed by the Contracting Authority, or
b) Higher concession fee offered for the technical specifications required in the contract notice.

The operator must guarantee the performance of his duties up to 10% of the investment. This
guarantee is executable in cases of termination of contract or violation of contractual terms.

3. Approval of concessions

All concession contracts are signed by the Ministry of Energy and Industry in the capacity of
contracting authority and approved by the Council of Ministers. Upon the concession contract is signed
and approved, the operator develops the detailed construction plan, which undergoes to the state
technical evaluation before being approved. Construction of hydropower plants is subject to 10 up to
20 permits and licenses from various regulatory bodies, including: environmental permit (annual),
permits for construction (preconstruction), permission for the use of water resources (annual), license
for power generation (before start of operations), permission to connect to the transmission etc.

Technical and non-technical terms of the concession agreements and public-private
partnerships are confidential and cannot be disclosed by any party without the consent of all
parties to the concession agreement. The main terms of the concession contract and the PPP
agreements are listed below:

The main terms and conditions of the concession agreements for the construction of hydropower
plants are listed as follows:

1. Object of agreement

The object of the concession agreement includes financing, design, construction, operation,
management and maintenance of hydropower plant and at the end contract term transfer of plant
to the Contracting Authority (Ministry of Energy and Industry) at the terms and technical conditions
agreed.

1. Duration of the Concession

The concession is granted for a period up to 35 years. The concession period may be extended
in case of an Event of Force Majeure or as approved by the Council of Ministers.

3. The Concessionary Company

Upon signing the concession agreement the concessionaire must establish a special purpose
entity and pass all rights and obligations of the under concession contract to the new
Concessionary Company. The Concessionary Company shall be organized as a Limited liability
company or Joint stock company in accordance with the Albanian laws and shall conduct solely
commercial activities under the terms of the concession contract. This company will operate until
the duration of the concession agreement.

4. Features of the hydropower plant

The concession clearly determines the name, location, humber and technical terms of the
hydropower plants and forecasted annual power production. The contract also determines the
installed capacity plant.
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5. Investment Value

The concession agreement clearly states the total value to be invested by the Concessionaire in
monetary terms and also part that will be investment in machinery and equipment. Because of the
estimate risk, the actual investment may change from the forecasted investment, however cannot
be lower than 95% of the forecasted value.

6. Concession fee and re-investment value

Concession fee is expressed as a percentage of the forecasted annual power production. The fee
is fixed and no changes apply until the end of the concession agreement. After 15 up to 25 years
from contract signing the concessionaire shall reinvest a portion of the initial investment (given in
percentage) for machinery and equipment.

7. Contract guarantee

The Concessionaire must issue a performance on behalf of the Contracting Authority at an amount
that varies form 5% to 10% of the total investment value, depending on the contract negotiations.
Such will guarantee the proper construction of the plant and adherence to operation, maintenance
and other the contract terms for the concession period.

8. Guaranteeing of Concession benefits

In accordance with the market rules the operator may sign a power purchase agreement with the
Public Wholesale Supplier and will sell the electricity to the latter with applicable tariffs, set by
ERE.

9. Other terms related to the projects risks

In the case of complex and risky projects, the contract foresees allocation of certain risks and
related costs associated to construction of the plant and other project features between the public
and private partners.

Concessions Register

Until year 2013, the register of concessions was kept by the Contracting Authority in accordance with
the old legislation of the concessions. The new law defines the Ministry of Finance as responsible for
maintaining the Concession Register. This register, along with a list of hydropower concessions in
force is not made public. A copy of the hydropower concessions register is presented in Appendix 10
of this Report.

Monitoring the Concessions

MEI in association with AKBN are responsible for monitoring the implementation of concession and
public private partnership contracts. AKBN reports to the Contracting Authority the situation of the
concessions in the construction phase and related violations on quarterly basis. Currently, AKBN is in
the process of evaluation of actual investment and installed capacity for concessions that have
completed the construction phase and are in operation.

Licensing in power production

When HPP construction completes, the Concessionaire undergoes to a final technical review before
applying for power production license. ERE grants power production license based on regulations in
force. Regulations and licensing practices for the production, trading and supply of power and the
register of licensees for each type license is continuously published on the official website of ERE:

www.ere.gov.al.

Reports published for the Power sector

In the first quarter of the following year, ERE publishes a comprehensive report on the state of the
power sector through the reporting period. This Report includes information on a) generation,
transmission and distribution of power, b) regulation and monitoring of operators in the power market,
c) activity of licensing and handling of conflicts, d) legislation developments, e) Institutional and
international relations on the power sector etc.
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2.4.5 Concessions granted during years 1997 - 2014

Based on data reported by AKBN®°, the Albanian state signed about 171 concession agreements for
the construction of 502 HPP across the country during the period from 1997 to 2013. 2009 and 2013
are marked as years with high concession activity. In 2009 MEI granted 55 concessions for the
construction of 177 HPPs that would have an installed capacity of 820 MW and an estimated annual
output of 3,362 GWh. Based on the concession progress status reported by AKBN, only 43 out of 177
HPPs have entered in production until the begging of 2015, 52 HPPs are under construction and for
82 HPPs construction works have not yet started. In 2013 MEI granted 46 concessions for the
construction of 130 HPPs that would have add 484 MW to the domestic installed capacity and with an
estimated annual output of 2,179 GWh. None of these concessions have entered the construction
phase until the beginning of 2015.

Chart 34 - Number of HPP granted on concession
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Source: Register of concessions provided by AKBN

The value to be invested under the concession agreement in force is estimated to be above Lek 300
billion for an installed capacity of 2,113 MW and estimated annual power production about 9.121 GWh.
If we take into consideration the annual power production of KESH Gen with an average of 4,000
GWh, the total domestic annual output forecasted including KESH Gen and HPPs under concession
exceeds the country's energy potentials of 10,000 GWh presented in the National Energy Strategy in
2003686, In 2014, AKBN reported 110 HPP in the production phase with an installed capacity of 295
MW and an estimated annual production of 1,272 GWh (Table 16). According to the ERE, in 2014,
private and HPP under concession (excluding HPPs transferred from KESH to Kurum International
Sh.A. in 2013) had an installed capacity of 294 MW and produced about 919 GWh.

Out of 502 HPPs under concession, 308 HPPs with installed capacity of 1,152 MW and forecasted
energy at 5,359 GWh have not yet started the construction phase. The remaining of 84 HPPs are in
the construction phase and 110 HPPs have entered the production phase.

% AKBN shared this information with use for the purpose of this Report.
% National Energy Strategy, Tirana, July 2003 can be reached in AKBN website: www.akbn.gov.al
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Table 16 1 Granted concessions and the concession phase?®?

. Installed Expected Contracted
Concession phase and the year | Number of capacit annual output | investment value
when HPPs were granted HPPs pacity b

(in Lekmiion)

In the construction phase m 2, 489 134,757

18,060

5 22 322
53 266 8,204
411 1,438 90,885
4 16 469
398 16,816

L 152 séce 15229

1997
2007 1
2008 17
2009 52
2010 4
2011
2008
2009 82
2010 14
2011 37
2012 41
2013 130
2014

340 1,618 43,899
11 64 1,076
211 1,008 24,799
76 345 9,308
484 2, 179 70,440
2,794

In the production phase 1, 272 26,473
PHYE 9121 314,059

Source: Register of concessions provided by AKBN for this report

As provided in table 16, given the slow progress in concession phases the fees received in 2013 and

2014 have been minimal.

Under the normal concession terms, the construction of the plant shall be completed within two years

from the concession date.

Chart 35 - Assumed income from
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As presented in the chart based on such estimations,

Chart 35 presents an estimation of what would
have been concession fees generated from the
granted concessions if the following conditions
were met:

A HPPs had been constructed in two years,
started operations in the third year and
generated the forecasted power as set in the
concession contract;

A average prices®” set by ERE were applied
for the sale of power generated from private and
HPPs under concession;

A concession fee percentage was applied to
the forecasted power as per concession
contract;

income from concession fees would have been

about Lek 1.739 million in 2013 and Lek 1,905 million in 2014, which is more than 10 times larger than

the fee received in both years shown in section 2.4.7.

57 Average prices are derived as a linear average of the tariffs applied by ERE for the private HPPs and new HPPs under
concession. These tariffs are constantly published in ERE-s website: www.ere.gov.al.
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Concessions granted 7 cost of energy

Based on information provided by AKBN®8 investment cost per MW installed varies from Lek 11

Chart 36 - Cost per KW installed
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Source: Register of concessions provided by AKBN

thousand to Lek 1,200 thousand.

Chart 36 shows data as per concession
contracts. AKBN and MEI could not provide
information on factual invested costs and
installed capacity.

No clear correlation can be derived from a
simple comparison of the investment level and
installed capacity as shown in the chart 36.

The analysis shall be further substantiated
based on the characteristics of the HPPs and
surrounding area. Such analysis may serve
also as the basis for analyzing the viability of the
HPPs.

%8 MEI officially sent this information to AIbEITI Secretariat for the purpose of this study and the latter authorised its

presentation in this report.
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2.4.6 Contribution to gross domestic
product Chart 37 - Contribution to the GDP % and
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In 2013 and 2014, KESH Gen generated about 87% and 72% percent of net domestic power output.

In accordance with market rules, due to a continuous deficit in the power balance, the leading power
generator - KESH-Gen sells almost all its production with prices regulated by ERE, which are several
times lower than average prices for import of energy and regulated tariffs for the HPPs under
concession.

Chart 381 Tariffs regulated by ERE and the average import price in
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Source: ERE i Annual report 2014 7 www.ere.gov.al.

During these years, KESH-Gen sold power to the Wholesale Public Supplier with regulated tariffs
ranging from 0.4 Lek per KWh in 2010 to 1 Lek per KWh in 2013 and 2014. These prices are several
times lower than the prices KESH would have benefited if energy was exported over the same years
(see table 17 shown in the next page).

Had all power produced been sold with the average international market prices, contribution to GDP
would have grown beyond 2%

5 Import and export prices vary to the demand and supply of power in the international market.
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Power foreign trade balance

KESH Gen exports daily power surpluses in excess of the needs for public use. When domestic power
generated cannot fulfil the public demand for power and network losses, KESH Gen, WPS and RPS
import power in the international market. Serbia and Switzerland were the main import and export
partners in the international power market with above 70% of imports and exports during the period
from 2011 to 2014.

Table 17 1 Exports and imports of power during 2011 - 20147°

Exports
Power exported in GWh 1,225 288 938 84
Value of power exported (in Lek million) 6,672 1,972 4,123 595
Imports
Power imported in GWh 3,003 3,394 1,674 3,219
Value of power imported (in Lek million) 22,575 30,105 11,310 23,010

Source: Provided by the Albanian Custom Administrate

Opportunity cost of network losses

Distribution network losses reached the level of 45.04% of total power entered in the distribution
system in 2013 (an increase of 20% from the figure in 2011). In 2014, losses began to recover,
pursuant to measures undertaken by the Government of Albania and OSHEE in fighting informal
power connections and collecting overdue receivables. However losses, still represent a large portion
of the domestic needs for power.

Had the energy lost been exported, a substantial level of revenue of about Lek 19 billion would have
been generated at international market prices in 2014 (2013: revenue ranging from Lek 14.5 billion to
22.3 billion). If valued at international market prices energy lost would be in average around 1.4% to
the GDP in 2014.

Table 18 1 Opportunity cost of network losses

Network losses in GWh'! 2,179 3,250 3,306 2,783
Losses in % to power in the distribution

network’? 37.58% 44.96%  45.04%  37.81%
Contribution estimated with the average import

price (in Lek billion) 16.4 28.8 22.3 19.9
Contribution to GDP 1.3% 2.2% 1.7% 1.4%
Contribution estimated with the average export

price (in Lek billion) 11.9 22.3 14.5 19.6
Contribution to GDP 0.9% 1.7% 1.1% 1.4%

0 Albanian Custom Authority provided information on quantity and value of energy import, exports and trade countries for the
period from 2011 to 2014 for the purpose of this Report.
TAEner gy bal-20kc3®aw.istat@d.al.
“EREOGs Annual r epor-2014iowwdrehgevay ear s 2011
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2.4.7 Revenues in the State Budget

The Albanian Government receives its share of the value created from the hydro-energy sector
through:
A Taxation of activities
A Tariffs / fees and
A Dividends or profit from selling of direct investments in hydropower sector

Figure 13 - Allocation of revenue form the hydro-energy sector
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Main revenue streams contributed by the hydropower sector are described briefly in the
following:

Concession fees and contract related income

Concession fee is paid to the Contracting Authority as a percentage of the value of annual power
output generated from the HPP and any other benefit arising from the agreement. This percentage is
confidential part of the agreement and differs in various concessions. The fee is calculated as a
percentage on each monthly bill for power sold to KESH, and is collected by KESH on behalf of the
Contracting Authority, in accordance with Order No. 4 dated January 9, 2012 of the Minister of
Economy, Trade and Energy, responsible for the energy sector at that time.

In addition to concession fee, HPP concessions may generate significant penalties for non-
compliance with concession and PPP agreement

Penalties are negotiated as part of the contract negotiations. The concession agreement stipulates
penalties for:

A Breach of the deadlines for the submission of the construction project;

A Breach of the terms and conditions of the contract;

A Failure to invest at least 95% of the contracted value;

A Failure to install capacity agreed;

A Failure to produce of the annual power output compared to forecasted output, etc.

Contracting Authority benefits the contract guarantee up to 10% of the investment value, if terminates
the contract, as a result of the failure of the private partner to fulfil the contractual terms.
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Income from investments and privatization of state-owned companies

Power sector is dominated by State-owned companies. As a Shareholder, the State receives
dividends distributed out of the companies' net profit and income and revenues from partial or
complete sale of its shares.

Profit tax
Profit tax is |l evied from the Gener al Directorate
Up to December 2013, in accordance with #ALaw

amended, profit tax in Albania was charged at 10% on net profit. Starting from 1 January 2014 profit

tax rate increased to 15% of the companyds net

hydropower sector.

Tariffs for licensing and regulation of the power sector

All tariffs for licensing on production, trade, supply and distribution of power are paid at the time the
license is granted, modified or transferred as set by ERE. ERE collects annually by the licensee
regulatory fees which are derived on the basis of revenue generated from under the licensed activity.
These revenues are part of the budget of ERE and are used to cover the operating costs of the
institution.

Revenue from direct payment streams applied to the sector

Revenue generated from direct payment streams such as concession fees, profit tax, dividends and
income from privatization in 2013 amounted at Lek 16 billion, whilst revenue in 2014 were less than
Lek 1 billion. However, 2013 results were impacted by the privatization of HPPs of Ulez, Shkopet,
Bistrica 1 and Bistrica 2 privatized to Kurum International Sh.A. in the second semester of 2013. If
such effect is removed, revenue generated from the same payments streams is comparable with
revenue in 2014.

The hydro-energy production is dominated by KESH, which represents the main contributor in the
hydro-energy. However, as presented in section 2.4.5 a large number of concession are in the
construction or pre-construction phase. Had these concessions entered in production within the
average timeline of 2 years from the concession date, the concession fees for 2013 and 2014 would
have been respectively, Lek 1.7 billion and Lek 1.9 billon.

Table 19 - Revenue from direct payment streams applied to the hydro-energy sector
In Lek million

National National

ERE KESH Budget ERE KESH Budget

Concession fee - 133 - - 190 -

Regulatory payments 23 - - 72 - -

Profit tax(*) - - 520 - 253

Dividends - - - - - -

Privatization income - - 15,439 - - -
Total

Total (without the effect
of privatization income)

Source: Payments reported by the licensees and the recipient government entities

(*) Revenue from profit taxes include information on profit tax payments provided by the General
Directorate of Tax only for the companies selected to report in 2013 and 2014. Management
Information Systems of the GDT could not retrieve and produce statistical data on the sector. Hence,
profit tax from the sector presented above is not complete.
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2.5 Subnational transfers

Royalty levied from taxable sales of oil, gas, and minerals is recorded in the State Budget. According

to Law on National taxes no. 9975, dated 28 July 2008, amended, a portion of royalty tax shall be

all ocated to each |l ocal government wuntothedofdstBUO) i n pr
output of oil, gas and mining.

Up to November 2014, the Law on National taxes requested 25% of royalty tax to be allocated to
each |l ocal government wunit (AL GUhkoyevarwithiptheaginesroft i on wi t h
the annual budget law.

In 2013, the annual budget law limited royalty transfer to 50% of the unconditional grant. On such
terms, LGUs could benefit, if their portion of royalty (calculated as 25% of royalty generated in their
area) amounted above the unconditional transfer calculated in accordance with the annual budget
law, from 101% up to 150% of the unconditional grant. Under this condition, the portion of royalty
transferable could vary from 1% to 50% of the unconditional grant. In 2014 the transferable portion
of royalty generated from the mining sector was increased up to 80% of the unconditional grant. Due
to Impact of the annual budget formula, royalty transfers could be in not in proportion with each LGU
contribution.

The Ministry of Finance reported that sub-national royalty payment amounted at Lek 101 million in
2013 and Lek 120 million in 2014. These transfers were made to oil producing districts only, where
35% of total royalty transfers went to Municipality of Patos in both years. Transfers of royalty made
to oil producing LGUs comprised 1.2% of royalty generated by the oil sector in 2013. This
ratio increased to 1.5% in 2014. The Ministry of Finance reported no royalty transfers made
out of royalty generated by the mining and quarry sector.

Chart 39 - Tranfers of royalty in 2013 Chart 40 - Tranfers of royalty in 2014
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Source: Provided by the Ministry of Finance for use in this Report

Changes in the Law on National taxes

On 27 November 2014, the Albanian Parliament approved changes to the Law on National taxes.
According to the proposed changes, the LGUs will be entitled to receive 5% of the royalty generated
from companies operating in their area regardless any transfer foreseen in accordance with the annual
budget law.

Management of revenue from the sector

Revenues from the extractive and hydro-energy sectors are recorded respectively in the National
budget, AKBNO&s budget and Al bpet rdolatsentdycTheoMinisttys b as e d
of Finance and the recipient Government entities did not report any earmarked program to be financed
out of revenue generated during the years 2013 and 2014 and revenue accumulated from previous
years. Recipient government entities, pronounced that revenue will be used to cover operating
expenses of the Government and regulatory entities.
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