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Message from the Chairman

2007 represented a year of positive challenges and important developments for the
American Bank of Albania (ABA).

The successful acquisition by Intesa Sanpaolo in June 2007 marked a major milestone
in the history and progress of the bank. This event testifed not only to the status and
qualities that drew Intesa Sanpaolo to ABA, but also to the potential that ABA represents
as aleading fnancial institution operating with a commitment to help develop the country.
The acquisition was also an important sign that the economy of Albania is maturing and
integrating into Europe and into the global economy.

Another major development was the absorption of BIA (Banca Italo-Albanese) into
ABA (effective January 2008), which constituted a highly signifcant frst-time event for
the Albanian banking industry and economy. This merger created the second largest
national leader in the banking sector in terms of Assets, Deposits, Loans as well as Net
Worth, meanwhile producing value for its shareholders and for the Albanian economy
as a whole.

With the successful completion of these two major events, the Bank is how better
positioned to meet the growing fnancial needs of Albania as a nation; able to fhance
greater infrastructure and other important national projects, to meet the growing
fnancial needs of individual Albanians, as well as lead the Albanian banking industry
in the future.

In fnancial terms in 2007 total revenues increased by 11% or LEK 330 million while
operating costs increased by 7% or LEK 111 million. As the cost income ratio decreased
by 2%, the bank’s normalized net proft improved by 9%. Assets grew by over 14% to
LEK 78.4 billion. ABA is one of the largest lenders in Albania with outstanding loans of
over LEK 30.7 billion, a 22% increase from 2006, and with exceptional credit quality.

In 2007 ABA expanded its network of branches with the opening of 6 new banking
outlets and as from the beginning 2008 with the addition of 7 former-BIA branches,
ABA operates a network of 34 branches serving over 110,000 customers through the
professional commitment of its 500 personnel in Albania and in Greece.

Massimo Pierdicchi
Chairman of the Board
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Overview of the Albanian Economy for 2007

2.1 World Economy

2007 was a year during which the global macro-economic picture was dominated
by the crisis in the U.S. subprime mortgage market that began in early August. Its
implications for fnancial markets and economic growth affected the euro area growth
as well.

A possible deeper economic downturn in the United States could also serve to
widen the crisis beyond the subprime sector, as credit deteriorates more broadly.
However, the sustained domestic demand and falling unemployment rates remained
the key drivers of economic growth in the second half of 2007, confrming the sound
fundamentals in the euro area.

In regard to infation development, according to Eurostat’s estimate, the annual
Harmonized Index of Consumer Prices (HICP) infation rate was 3.1% in December
2007, confrming the strong upward pressure on infation mainly from the strong
increases in oil and food prices in the second half of the year.

As infationary pressure remained constant throughout 2007, the European Central
Bank increased twice by 25 basis points the base rate (the minimum bid rate of the
main refnancing operations) aiming for price stability.

World Economic Outlook (annual %)
2005 2006 2007

GDP World 4.8 5.4 5.2
United States 3.1 29 1.9

Euro zone 1.5 2.8 25

Central and Eastern Europe 5.6 6.3 5.8

Albania 5.5 5.0 6.0

Unemployment rate United States 5.1 4.6 4.7
European area 8.6 7.8 6.9

Albania 14.2 13.8 13.2

Consumer prices United States 3.4 3.2 3.2
Euro zone 2.2 2.2 2.2

Central and Eastern Europe 4.9 5.0 5.1

Albania 2.4 25 3.1

Sources: World Economic Outlook - October 2007 (IMF)
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Overview of the Albanian Economy for 2007

2.2 Albanian economy
2.2.1 Macroeconomic overview

Notwithstanding the rising concerns on infationary pressures, the worsening of the
current account defcit and the persistence of the energy crises, 2007 was another
positive year for the Albanian economy in terms of output growth.

Supported by a strong domestic demand and dynamic fnancial intermediation, the
GDP growth for 2007 was estimated at 6%, showing signs of improvement compared
to 2006. The economic growth was broadly accommodated in a relatively stable
environment in terms of the infation budget defcit.

The domestic demand was strongly sustained by the robust increase in the credit to
households. The current account defcit widened further, due to the growing domestic
demand and a higher energy bill. However, the remittances fows continued to be
impressive and continued to moderate the widening of the current account defcit.

Inflation targeting remains the main challenge of Bank of Albania

The increase of commaodities and oil prices in the international markets and the energy
crises were the two important factors for infation risks to become more evident
during the second half of 2007.

Moreover, the unfavorable weather conditions and the increasing exposure toward
imported infation directly put pressures on food prices, while the profle of the annual
infation rate was infuenced largely by higher energy prices.

In light of the increasing infationary pressures, the Bank of Albania increased three
times the base rate by a total of 75 basis points reaching 6.25%. This decision to
further tighten the monetary policy contributed to maintain the infation rate within
the 2-4% target range. At the same time, such a policy decision intended to ensure
that medium to longer-term infation expectations would remain solidly anchored
at levels consistent with price stability. The latter is considered a prerequisite for
monetary policy to make an ongoing contribution towards fostering sustainable
economic growth and job creation.

Trade Deficit, Remittances and Current Accounts

The trade defcit increased further in 2007, to 28% of GDP, compared to 25% of
GDP in the previous year. While imports increased by some EUR 633 million or 26%,
exports increased by some EUR 157 million or 25%.

Notwithstanding a decrease in the growth rate compared to 2006, textile and footwear
products dominated again the export base in 2007. During 2007, minerals and base
metals’ exports had a signifcant increase in terms of growth rates.

Unlike exports, the imports base continued to be much more diversifed. The

increasing demand for oil products and electrical energy placed both categories at
the top position in the list of most imported products.
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Overview of the Albanian Economy for 2007

Regarding the foreign trade geography, Italy and Greece continued to dominate
both exports and imports during 2007. While Italy remained the main destination
of exports (68% of total exports) and main origin of imports (29% of total imports),
the share of Albanian trade volume with EU decreased slightly compared to 2006.
However, the trade relations with China, Turkey, USA and countries of the Balkans
further intensifed in 2007.

Trade volume in millions of EUR 2005 2006 2007
Imports 2,100.7 2,423.0 3,055.8
Exports 530.2 629.0 785.9
Foreign Trade Deficit 1,570.5 1,794.0 2,269.9

Source: ACIT (Albanian Center for International Trade)

The coverage degree of imports by exports remained almost at the same level of last
year (about 26%). While in 2007, the level of remittances was at around EUR 950
million, showing an increase of only 1%, the current account defcit widening was
mainly determined by the foreign trade defcit growth.

Public Finance

During 2007, total revenues amounted to LEK 251.6 billion, which was an increase
of LEK 25 billion or 11% compared to the previous year. Notwithstanding the
personal income tax rate cut from July 2007, tax revenue delivered a strong growth
rate in 2007 (11%), showing the good understanding of business on the part of the
Government.

On the other hand, total expenditures resulted at LEK 285.3 billion, which was an
annual increase of LEK 30.6 billion or 12%. Lower-than-projected capital expenditures
contributed to maintain the total expenditure almost 4% lower than the forecast.

As aresult, the total defcit for 2007 amounted to LEK 33.7 billion LEK or 3.4% of GDP,
which was 0.3% more than last year’s but 1.4% lower than the budgeted target.

Monetary policy

Responding to infation risk, the Bank of Albania continued the cycle of monetary
tightening during 2007 by increasing three times the base rate for a total of 75 basis
points.

The money supply growth slowed to 13% in 2007 compared to 16.7% in 2006. The
structure of money supply continued to indicate the shift towards foreign currency.
Money outside the banks decreased during 2007 by almost 5% while the ratio
(Money outside banks / M3) went down from 24% at the end of 2006 to 20% at the
end of 2007.
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Overview of the Albanian Economy for 2007

Albanian Economy statistics

2005 2006 2007
Average annual inflation in % 2.4 2.4 2.9
Unemployment Rate in % 14.2 13.8 13.2
Real GDP Growth Rate in % 55 5.0 6.0
GDP at current prices (in billions of LEK) 857 899.7 979.0
Nominal GDP (in billions of EUR) 6.7 7.3 8.1
GDP per capita in USD 2,150 2,313 2,566

(in % of GDP)

Current Account Deficit 7.0 6.0 12.0
Private Transfers 13.9 14.3 11.7
Budget Deficit 3.4 3.1 3.4
Money Outside Banks (in billions of LEK) 150 163 155
Money Supply (in billions of LEK) 578 686 761
MOB / Money Supply 25.9% 24.2% 20.4%

Source: IMF, MoF and BoA

2.2.2 Banking Environment

Supported by a positive macroeconomic environment, the performance of the banking
sector continued to improve in 2007. Increasing competition led banks to increase
their networks by 103 new branches and agencies.

Lending volume increased by LEK 94.5 billion (2006: LEK 70.2 billion) or 47.7% (2006:
55%), which is almost LEK 24 billion more than the growth of the last year but some
7% lower in terms of growth rate. Credit to GDP ratio increased from 21.2% at the
end of 2006 to an estimate of 30% in Dec 2007.

Notwithstanding the decrease in the growth rate, the credit to private activity and
especially the credit in foreign currency to individuals was a major concern of the
Bank of Albania.

While corporate lending increased by LEK 56 billion or 42% during 2007, the retail
lending increased impressively by LEK 38.4 billion or 59%. In terms of currency
structure, the lending activity continued to be dominated by foreign currency loans
(72% of total loans).

On the other hand, despite a higher growth in foreign currency deposits, LEK deposits
still represented some 57% of the total deposits currency structure.

During 2007, banks realized a net proft of LEK 10.5 billion or 42% more than last year.
The top 5 banks have generated more than 85% of this result, LEK 9.1 billion.
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Banking sector data

2005 2006 2007

Total Assets (in billions of LEK) 496.6 624.2 742.8
Total Loans to GDP 13.7% 21.2% 30.0%
Total Loans (in billions of LEK) 127.7 197.9 292.5
LEK 25% 30% 28.0%
FCY 75% 70% 72.0%
Total Deposits (in billions of LEK) 437.5 525.5 630.1
LEK 64% 62% 57%

FCY 36% 38% 43%

Net Results (in billions of LEK) 6.6 7.4 10.5
RoA 1.4% 1.5% 1.6%
RoE 22.24% 20.2% 20.7%
CAR 18.6% 18.1% 17.1%*

Source: Bank of Albania
* Minimum allowed by BoA’s regulation is 12%.
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ABA At a Glance during 2007

3.1 Financials at a glance

ABA Key Figures

in millions of LEK
200 zor COEN
Net Interest Income 2,359 2,667 308 13%
Non Interest Income (1) 578 600 22 4%
Total Revenue (1) 2,941 3,281 330 11%
Non Interest Expenses 1,683 1,797 111 7%
Net Income (1) 947 1,036 89 9%
Return on Assets 1.52% 1.41% -0.01% -1%
Return on Equity 27.48% 25.49% -1.88% -7%
Cost/Income Ratio 57% 55% 2% -4%

At year end
Total Assets (2) 68,474 78,369 9,895 14%
Total Loans 25,199 30,729 5,530 22%
Customer Deposits 55,442 68,816 13,374 24%
Total Shareholders’ Equity 4,062 5,107 1,045 26%

(1) Considering the different accounting treatment of perpetual securities in 2007, for comparison reason
with 2006 we have excluded the fnancial impact (LEK 490.5 min) in 2007.

Although during 2007 we prepared the fnancial statements according to Albanian GAAP and BoA regulatory
framework (which differs from IFRS), our external auditor imposed a reclassifcation of certain securities
from Held To Maturity (HTM) to the Available For Sale (AFS) portfolio although not in accordance to the
Albanian GAAP. The bonds in question were purchased in 2004 and were left in HTM ever since. They
accrued a theoretical book loss of LEK 490.5 min.

(2) Total Assets at the end of 2006 were higher by LEK 11.8 billion due to the Intesa Sanpaolo Group

placement on 29.12.2006, being part of the purchasing price of ABA, repaid in 2007 and substituted with
loans and securities.

Annual Report 2007 4
a




ABA At a Glance during 2007

3.2 The Year In Review

February

In February 2007, ABA was the only bank to start offering Lek interest rates of up to
8% through Ownership Certifcates in 5-year Bonds issued by the Ministry of Finance.
This event was also the frst time that such a product was introduced into the market
and was made available to all retail customers. The offer ended in April 2007.

Another important development was the agreement with the Tax Management
Department at the Municipality of Tirana, thanks to which all Tirana residents pay
their local taxes using a VISA or MasterCard card at the municipality counters. The
service is offered free of charge to all individuals and businesses alike. Meanwhile,
the same type of agreement was signed with the Albanian Energy Corporation (KESH)
last year. Now both institutions offer their services through ABA’s POS terminals.
Negotiations are undergoing for continued expansion.

April

As part of the benefts offered to employees, in April, ABA signed a special agreement
with Medical Response for Diplomatic Corps (MDRS) to cover medical emergencies
for all staff members and their families. Based on this Agreement ABA staff are now
entitled to contact the representatives of this center in case of need for immediate
medical attention.

June

Every year, on 1st of June, on the occasion of the International Children’s Day, ABA
has a tradition to celebrate this day by giving away free FUTURA accounts for all the
children born on the day. This year more than 20 FUTURA accounts in the amount
of 10.000 Lek each were awarded to newborn children and their families in all the
cities where ABA has a presence.

At its last meeting in June, the Supervisory Board of the Bank of Albania decided to
approve the transfer of the controlling package of 80% shares of the American Bank
of Albania to Intesa Sanpaolo S.p.A. Italy, with the remaining 20% controlled by the
Albanian-American Enterprise Fund (AAEF).

On the 29th of June 2007, Intesa Sanpaolo and the then single shareholder of ABA,
the Albanian-American Enterprise Fund (AAEF), conducted the “Offcial Signing of
the Participation of Intesa Sanpaolo into the American Bank of Albania”, for the sale
of 80% shares of the Bank, with “puts” and “calls” for the remaining 20% in 2009.
(Please see further details on Intesa Sanpaolo under section 3.4 Intesa Sanpaolo
Group, page 90)

June 21st marked the opening of the Rr. e Dibres Agency. This addition to our network
further expanded our geographical footprint in the capital, Tirana.

July

Opening of the Komuna e Parisit Agency was another important addition to ABA’s
Tirana network of banking outlets, thus strengthening its strategic positioning in
Tirana.
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September

Strengthening its geographical expansion, in September, ABA opened the Kombinat
Agency in Tirana’s well-known industrial zone. The continued business development
as well as growing retail needs for banking products and services made indispensable
the opening of an agency in this zone.

As part of its commitment to serving Albanians in Greece, in September, ABA was
able to expand even further its presence there through the opening of a branch in
Piraeus, the port of Athens and greater Athens. This location has a large Albanian
community concentration of approximately 40.000 people.

On 28 September 2007, both the Steering Council and the Extraordinary Shareholders’
Assembly of the American Bank of Albania approved the Draft Merger Plan to merge
by absorption of the Banca Italo-Albanese (the absorbed company) with and into the
American Bank of Albania (the absorbing company). The synergies and adjustments
of this merger place ABA as the second largest bank in Albania.

Also, in September, ABA signed an improved health and travel insurance policy with
one of the main private insurance companies in Albania. This agreement benefts
all ABA staff.

October

Ongoing expansion in Greece was marked by the opening of the Peristeri branch.
This is the fourth Greece branch of ABA, located in the suburban area of Athens with
the same name, where an Albanian population of about 30.000 lives and works.

An important agreement was signed with Posta Shqiptare (the national post offce
company with 541 outlets around the country) to facilitate the transfer of remittances
from Greece and Italy. In addition to the large network offered to emigrants, this
agreement offers very low fees for all transfers. Such remittance services allow even
customers with low income to have access to banking services. In addition, Posta
Shqiptare brings services to remote areas of Albania, paying remittances in either
Lek or Euro in cash.

November

On 13 November 2007, the American Bank of Albania opened its second agency in
the Kombinat zone of Tirana, called “Tobacco Holding Agency”, being located in the
same premises as the Tobacco Holding Group.

In a ceremony organized in London, on 28 November 2007, the international banking
magazine “The Banker” awarded the American Bank of Albania (ABA) the “Bank
of the Year 2007” award for the country of Albania. The American Bank of Albania
received this award for best overall performance in the previous year based on
performance criteria, qualitative achievements and strategic initiatives. ABA attributes
this award to the hard work and dedication of its employees as well as the vision of
its management team.

In the same month, ABA signed the Global Compact Initiative. In this framework ABA
was invited by UNDP Albania to co-chair together with Vodafone the best Corporate
Social Responsibility practices. ABA is the only bank in Albania to participate in the
Global Compact Initiative to date.
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December

On 12 December 2007, the Supervisory Board of the Bank of Albania approved
the merger by absorption of Banca Italo Albanese sh.a. into the American Bank of
Albania sh.a. The name of the new Bank after the merger remained the American
Bank of Albania. In 2008, after approval by the authorities, the name of the Bank wiill
become: Intesa Sanpaolo Bank Albania.

The merger process of the two banks was applied for the frst time in Albania, based
on western practices and standards. The enlarged American Bank of Albania is a
combination of synergies and resources of both players in the Albanian banking
system with the aim to create a unique operator, which will continue to offer new and
improved products to all customers and more effcient competition in the fnancial
sector.

On 21 December 2007, the Shareholders of the American Bank of Albania sh.a. (ABA)
and the Shareholders of Banka Italo Albanese sh.a. (BIA), in separate meetings,
following approval of the Competition Authority and fnal approval of the Bank of
Albania, formalized the merger.

In December ABA and BIA personnel worked hard to fnalize all aspects of the merger,

became effective on 1 January 2008. (Please fnd further details on the merger under
section 3.5 ABA-BIA Merger, page 92)
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ABA At a Glance during 2007

3.3 Management analysis
Record Growth in Customer Deposits

2007 was another outstanding year in terms of customer deposits growth. By closely
monitoring customer needs, we further improved our deposit products. As a result,
our customer deposits increased by LEK 13,374 million or 24% compared to a 20%
increase of the banking sector.

Retail Deposits (LEK,bIn) Corporate Deposits (LEK,bln) Total Deposits (LEK,bIn)
13 13 100
56 12 12 S 55
44 47
36 50
11 1
25
10 0
2005 2006 2007 2005 2006 2007 2005 2006

While corporate deposits increased by 8%, retail deposits delivered an excellent
growth of 28%.

A key competitive advantage for ABA was and is our service quality. Notwithstanding
the expansion and continuous customer base growth, we were able to continue to
deliver higher standards of service quality.

As we strove to create opportunities to our customers we always tried harder to
anticipate their needs and that improved directly our ability to innovate. Thus, in the
beginning of 2007, we introduced a new deposit product, the Ownership Certifcates
in 5-year Lek Bonds issued by the Ministry of Finance. Such a product offered very
competitive rates, up to 8% to all our customers, against a 7% average market
rates.

We relied strongly on our market knowledge to streamline our deposit product offering
taking into consideration historical trends and seasonality of deposits mix.

In this way we believe that this allowed our position in the market to strengthen
steadily and our relation with customers to consolidate further. At the same time, our
offering rates stayed always sound and realistic. This made us distinctive from our
competitors, especially in an environment where the positive aggressiveness often
went too close towards the speculative and irrational approach.

Further expanding our distribution channels

Another essential factor that contributed to the growth of our customer deposits
was the increase of our distribution channels. During 2007, ABA further expanded its
network by 4 new agencies in Tirana and 2 new agencies in Greece. Providing more
products and services in more locations contributed signifcantly to our customer
base growth.

Our presence in Greece improved signifcantly by the opening of two new outlets in
Piraeus and Peristeri in the last quarter of 2007. Considering the high concentration
of the Albanian population in these two districts, we are confdent that our customer
base in Greece will be strengthened in 2008.
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Through convenience and service quality, every day we build customer loyalty. We
strongly believe that loyalty is our key driver for future customer base growth.

In 2007, we served over 89,000 customers, or 31% more than in 2006.

Customer Accounts Growth (in '000)

89
68
54
32
20
= n 0l
l_. T .I T T T T
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Exploiting the market opportunity created as a result of the Albanian Government
decision to channel the payment of private companies employees’ salaries through
the banking system, ABA focused its sales efforts on the payroll service to customers.
As a result, during the August - September 07 campaign, the bank opened more
than 5,000 salary accounts.

Our Internet banking service, ABAfex, remains one of best products in the Albanian
fnancial market. During 2007, ABAfex users increased by more than 50%, while
average monthly transactions almost doubled, to 24% of all banking transactions
processed by ABA.

Cutting-edge technology is a well-known strength of ABA. We are constantly
investing in our technological infrastructure not only to support the business growth
and operational effciency, but at the same time to improve service quality and our
ability to innovate.

Because of the diffculties faced with the poor telecommunication infrastructure in
Albania, we have implemented TCP/IP connections in the larger shopping malls where
we have a concentration of POS terminals (Advantages: Fast POS Transactions, Secure
POS transactions, Low Cost POS Transactions). Furthermore, we are implementing
the latest security standards of VISA and MasterCard. Financial transactions have
become even more secure thanks to these new security implementation.

In June 2007, ABA signed a POS Agreement with KESH, thereby enabling any VISA
or MasterCard cardholder to pay their monthly electricity bills.

During 2007 ABA's Card Business activity was consolidated further. ABA remained
the POS leader in the Albanian market and the only bank to issue 6 differentiated
card products. (ABAcard White is offered by ABA Greece Branches)

Card Products Year’2006 Year’2007 Increase in %
ABA Visa Electron 37,960 54,061 42%
ABA Visa Classic 709 1,667 135%
ABA MasterCard Standard 3,352 5,247 56%
ABA MasterCard Gold 314 464 47%
ABA MasterCard Business 226 361 60%
Total ABA cards issued 42,561 61,800 45%
POS terminals installed 518 656 27%
ATM installed 34 43 26%
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Increased selling process efficiency

Client knowledge supported by cutting-edge technology led our bank to continue
improving its services and products. Thus, at the end of July, the Bank reorganized
the Sales Team Unit by unifying the Sales Force for POSs, Corporate Sales Unit and
Outdoor Retail Marketing with the purpose of better coordinating the selling of Bank
products to Corporate, SME and Individuals.

In order to have standardized services, we reallocated experienced staff in terms of
procedures and products knowledge to the newly opened branches. After the merger
of BIA into ABA, the Sales Team Unit showed special focus to cross-selling activity
of ABA products to ex-BIA customers.

Taking a prudent stance in a fast growing market

2007 was a challenging year for the Albanian private sector as the economic
fundamentals showed increasing vulnerabilities by the persistent energy crises and
the rising infation pressures. Several times during 2007, the Bank of Albania showed
its concern regarding the accelerated rate of credit growth. The outstanding credit
increased by 48% in 2007.

Driven by an annual growth rate of 59% in the retail deposits, the credit to GDP ratio
reached almost 30% at the end of 2007 compared to 22% in December 2006.

ABA loans (LEK,blIn) Banking Sector (LEK,blIn)
48% 292
+22% 300 + o
40 05 ©° 31 198
30 /7 200 /7
20
10 100
0 0 + T
2006 2007 2006 2007

While some banks focused more on credit disbursing rather than on credit risk
analyzing and monitoring, the fast and considerable increase of lending stock in recent
couple of years put upward pressures on the loan delinquency ratio. In February 2007,
the nonperforming loan ratios in the overall market rose to 3.7% compared to 3.1%
at the end of 2006. In this environment, ABA chose to take a prudent stance and to
increase vigilance. Our non-performing rate remained stable at around 1%.

Credit risk management continued to be a key component of the risk management
process. Risk and return were evaluated with the goals of producing sustainable
revenue, reducing earnings volatility and increasing shareholder value. Our account
proftability system, by each corporate customer, is our main tool to gauge the
performance and overall return for a better allocation of our resources. In addition
to the “credit” decision, the “proftability” decision is always taken for new loans or
extensions and/or expansion of credit. Distribution by loan size was an additional
measure of the portfolio risk diversifcation. In the year under review, ABA continued
to extend its fnancing to all sectors of the economy.
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Breakdown of Portfolio per Sector = mortgages 20.43%
M consuming individual loans 4.74%

[l food processing 5.00%
6.83%

211,,292% beverages 1.07%

m material non-m etallic 7.32%
metallurgy 1.34%

M agribusiness 3.81%
transportation 3.44%

W construction 12.35%

972% M car dealers 3.12%

electro-power producers 4.30%

m food wholesale 3.60%

M bricks & tiles wholesale 1.71%

M other wholesale 9.72%
3.60%
fuel & LPG wholesale 3.21%
pharmaceutical 2.11%

hotels 5.92%

services 6.83%

Our mortgage portfolio continued to be the main component in our lending mix.

Notwithstanding stiffer competition, in 2007 we were able to increase the portfolio
by 13% compared to 2006.

ABA mortgages (LEK,bIn)

+13%
5.6 “’;’JV 6.4

o N B O

2006 2007

We are now witnessing the phenomenon that some banks are lending funds for
mortgages at below the market funding rates, a sure recipe for fnancial disaster.

While maintaining our strong position in the corporate market, we are exploring
other paths towards growth as well as enhancing our ability to be opportunistic in
the future.

In order to respond better to our customer needs, we set up a strategy for lending
to SMEs with specifc terms and conditions. A new specifc department was created
in early 2008 responsible for the lending to the SME sector.

Retail lending has been examined put on hold given the extremely dangerous situation
of consumer lending, where some banks are incurring in heavy default rates.

Strong financial performance

Net Interest Income at LEK 2,667 min, up 13% (2006:LEK 2,359 min).
. Interest Income at LEK 5,396 min, up 34% (2006: LEK 4,022 min)

. Interest Expenses at LEK 2,728 min, up 64% (2006: LEK 1,662 min)
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. Non Interest Income at LEK 600 min, up 4 % (2006: LEK 578 min).
. Net Commissions at LEK 427 min, up 4 % (2006:LEK 409 min)

. Proft from FX at LEK 176 miIn, up 5% (2006:LEK 168 min)

. Total Revenue at LEK 3,281 min, up 11% (2006: LEK 2,941 min).

. Operating Costs at LEK 1,797 min, up 7% (2006: LEK 1,683 mIn).
. Net Proft after tax at LEK 1,036 min, up 9% (2006: LEK 947 min).
. Cost income at 55%, down 2%.

Last year’s fnancial results showed yet again the equilibrium ABA has reached
between the growth and proft objectives. The normalized net proft reached a record
of LEK 1,036 million or 9% higher than the previous year. Such a growth was driven
by an increase in the bank’s revenue of 11% against a 7% increase in operating cost.
Higher growth rates of revenues versus expenses demonstrated our proven ability
to consistently produce positive operating leverage.

Total Revenue (LEK, min) Total Expenses (LEK, min)
1,797
1,683 ’
,000 2,941 3,281 3000 1,373 ’
‘ B I l
0 T . T l T l 0 + . T T
2005 2006 2007 2005 2006 2007

Having improved by 13%, net interest margin was the primary driver of revenue
growth.

Compared to 2006, total Interest Income increased by LEK 1,374 min or 34% in
2007. This increase was mainly due to the increase in the average balance of interest
earning assets and to the change of our LEK securities portfolio structure towards
higher interest-earning LEK bonds.

In 2007 the trend of moving from foreign currency investments to LEK investments
was further consolidated. Such a change was supported by a sustained increase in
LEK deposits.

The strategy of ABA for increasing our investment in the domestic currency gave a
direct impact in the average interest rate earned on LEK securities portfolio, which
improved from 7.2 % during 2006 to 8.2 % in 2007.

On the other side, interest expenses increased by LEK 1,066 min or 64% compared to
2006. Apart from the increase in our deposits and borrowings volumes, the increase
in our offering rates (especially in the frst 8 months of the year) as a result of stiffer
competition played a crucial role in interest expenses increase.

As a result, in 2007, the net interest margin went up by 13% or LEK 308 MIO as a

result of the interest income increase by 34% or LEK 1,374 MIO and interest expenses
increase by 64% or LEK 1,066 MIO.
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Net Interest Income (LEK, min)

Interest Incom e (LEK, min) Interest Expenses (LEK, min)
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ABA non-Interest income showed an increase 4 % during 2007 compared to 2006.
This growth was mainly driven by the increase of 4% in Net Fees and Commission
and the increase of 5% in proft from Forex.

Notwithstanding the decrease of fees and commissions income from LC, Guarantees
and other fees related to lending activity, the net result from fees and commission
rose by 4% in 2007.

This growth was sustained by the increase in customer accounts maintenance
fees, commissions from fund transfers and payment orders, SWIFT charges and
commissions’ income from our merchant acquiring business.

While the increasing competition in Forex business further narrowed the spreads
earned from FX turnover, ABA managed to improve on the 2006 result by 5%.

FX result (LEK, min) Non Interest Incom e (LEK, min)

Net Com missions (LEK, min)
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During 2007, operational expenses increased by 7% mainly as a result of opening
6 new locations, business growth, IT investments and other costs related to the
merger with BIA.

Personnel expenses decreased by 4% compared to 2006. Due to:

« The change in the Social Insurance Law reduced the employer contribution

from 29% to 20%. Such a change was made effective in September 2006 and
therefore had no full impact in 2006.

= Strict control on overtime and communication costs.

Notwithstanding the increase in ABA’s number of employees by 33 or 9%, in 2007
ABA was able to further rationalize its activities towards operations effciency.

Assets (LEK,blIn) No.ofemployees

+149 9
- l -68-5 //‘" 8.4 500 367 9% 400
0 T - 1 0 1 L—L

2006 2007 2006 2007
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Despite the signifcant business volume growth and increase in number of locations by
29%, the administrative expenses rose by only 18% confrming the special attention
that ABA’'s management is paying to strict cost control and monitoring.

The increase in expenses in 2007 was closely tied to logistic and other operating
cost that were imperative to sustain the bank’s growth.

Personnel Exp (LEK, min) Depr/Amort. Exp (LEK, min) Adm in. Exp. (LEK, min)
727 697 714 842
900 627 400 196 242 258 900 550
450 200 600
300
0 0 0
2005 2006 2007 2005 2006 2007 2005 2006 2007

Driven by investments in fxed assets to support the network expansion and further
investments in IT technology, the depreciation and amortization expenses went up
by 7% in 2007 compared to 2006.

In 2007, ABA was able to further decrease the cost —-income ratio from 57% to 55%
refecting the consistent approach toward effciency improvement.

Cost Income

100%
58 % 57 % 55%

0% =t . . .

2005 2006 2007
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3.4 Intesa Sanpaolo Group

The Intesa Sanpaolo Group is the leading banking group in Italy, where it serves
about 10.4 million customers, and it isone of the top banking groups in Europe.
It is the result of the merger, effective as of 1 January 2007, of Sanpaolo IMI into
Banca Intesa - two banks that had previously played major roles in the consolidation
process of the Italian banking industry, becoming two of the foremost players at the
domestic level. Gruppo Intesa, in its confguration before the merger, was the result
of a series of integrations completed successfully: it was formed in 1998 from the
integration of Cariplo and Ambroveneto; in 1999 a Tender Offer was made on 70%
of Banca Commerciale Italiana which was subsequently incorporated in 2001. The
Sanpaolo IMI Group was the result of the merger between Istituto Bancario San Paolo
di Torino and Istituto Mobiliare Italiano which took place in 1998, and the subsequent
integrations of Banco di Napoli in 2000 and Gruppo Cardine in 2002.

The Intesa Sanpaolo Group is the leader in Italy in fnancial activities addressed to
both households and enterprises with the following market shares: pension funds
(31%0), foreign transactions (a 26% market share in foreign trade payments), asset
management (26%o), factoring (22%) and banking intermediation (17% in customer
loans and deposits).

The Group also enjoys strategic coverage in Central-Eastern European markets,
where it is currently positioned among the top players in several countries. In fact,
through its local subsidiaries, the Intesa Sanpaolo Group ranks frstin Serbia, second
in Albania, Croatia, Hungary and Slovakia, sixth in Bosnia and Herzegovina and in
Slovenia. Meanwhile, the Group is strengthening the foundations for growth in new
areas such as the Mediterranean Basin where it controls Bank of Alexandria, the
sixth largest bank in Egypt.

As at 31 December 2007, the Intesa Sanpaolo Group had total assets of 572,902
million euro, loans to customers of 335,273 million and direct customer deposits of
373,753 million.

The Group’s activities are organized in business units.

e The Territorial Bank Division - including the Italian subsidiary banks - hinges on
a model focused on the support and enhancement of regional brands, upgrading
of local commercial positions and strengthening of relations with individuals, small
businesses, SMEs and non-proft entities. Its main activities also include private
banking, bancassurance and industrial credit.

e The Corporate and Investment Banking Division supports the balanced and
sustainable development of corporates and fnancial institutions with a medium-long
term view, both nationally and internationally, serving as a “global partner” with an
in-depth knowledge of corporate strategies and a complete range of services. Its
main activities include M&As, structured fnance and capital markets carried out
through Banca IMI, merchant banking and global custody. The Division is present
in 34 countries through a specialist network made up of branches, representative
offces and subsidiaries focused on corporate banking to facilitate the cross-border
activities of its customers.

e The International Subsidiary Banks Division includes retail and commercial
subsidiaries abroad which offer their customers ever more competitive, service-led
and innovating banking. They are: American Bank of Albania-ABA in Albania, UPI
Banka in Bosnia and Herzegovina, Privredna Banka Zagreb-PBZ in Croatia, the Prague
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branch of VUB in the Czech Republic, Bank of Alexandria in Egypt, the Athens and
Thessaloniki branches of ABA in Greece, Central-European International Bank-CIB in
Hungary, Intesa Sanpaolo Bank Romania in Romania, KMB Bank (a leading bank in
the segment of small enterprises) in the Russian Federation, Banca Intesa Beograd in
Serbia, Vseobecna Uverova Banka-VUB in Slovakia and Banka Koper in Slovenia.

< Inthe public fnance sector, the Group’s subsidiary Banca Infrastrutture Innovazione
e Sviluppo is active in the fnancing of infrastructures and services for public utility,
with product specialists and a dedicated network. Taking advantage of its distinctive
competences and of the critical mass achieved in Italy in this sector, the Group
intends to pursue development opportunities abroad, particularly with respect to
the fnancing of public works in strategic countries for the Group.

< Eurizon Capital is the leading asset management company in Italy with approximately
181 billion euro of assets under management.

< Banca Fideuram is the leader in Italy in the sector of fnancial advisors with about
4,300 private bankers and 100 domestic branches.

Intesa Sanpaolo has a selected presence in Central-Eastern Europe and in the
Mediterranean basin with a network of 1,250 branches and about 6.8 million
customers of subsidiaries operating in retail and commercial banking in 12 countries.
Moreover, the international network specialized in supporting corporate customers
is present in 34 countries, in particular the Mediterranean area and those areas
where Italian companies are most active, such as the United States, Russia, China
and India.
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3.5 ABA - BIA Merger
Rationale of ABA — BIA merger

After the merger of Sanpaolo IMI with Banca Intesa at the end of 2006, both ABA
and BIA became part of the new banking group Intesa Sanpaolo.

The Group is a clear leader in Italy and among the top banks in Europe. It has important
plans to further expand its presence in Central and South Eastern Europe, leveraging
also from the recent and potential economic growth in this region.

Albania, in particular, possesses all the characteristics required for the successful

development of the activity of an Italian bank, thanks to:

(i) historically strong relations with Italy,

(i) current role of Italy as Albania’s frst commercial partner with 37% of the overall
trading volume, and

(iii) the fact that the community of Albanian citizens in Italy at about 350,000 is
second only to that of Greece with over 800,000.

The merger between ABA and BIA constitutes a highly signifcant event for the
Albanian banking industry and economy. ABA and BIA creates the second largest
national leader in the banking sector in terms of Assets, Deposits, Loans and in terms
of Net Worth, meanwhile producing value for its shareholders and for the Albanian
economy as a whole.

The new entity further strengthens its lead in the market, but also becomes a standard
bearer for the strengthening of the Albanian banking system as a whole.

The new bank is one of the top players in the domestic banking sector sustained also
by its complementary geographical and business position and a signifcant number
of customers amounting to over 110,000.

The merger has produced signifcant benefts for customers, by giving them access
to the best products currently offered by both banks, and especially to new products,
which are being introduced in the market with the support of Intesa Sanpaolo
Group.

The merger has produced advantages in terms of service quality levels offered
to former BIA customers, due to the new bank’s enhanced capability to invest in
technology, promote innovation and attract and retain talented and skilled personnel
at the highest levels.

Moreover, the new bank represents a reference point for the country by becoming
an aggregating center for the greater Tirana-Durres metropolitan area. It is also an
important engine for the growth of the country’s economic system as it ensures that
supportis provided to new investments in public works as well as continued support
for Albanian companies. This development is being realized by leveraging on specifc
structures already existing in Intesa Sanpaolo, dedicated solely to infrastructure
projects and funding to sovereign states.

The establishment of sound national foundations represents a growth opportunity,
which enables the new bank to consider projects and initiatives for expansion in
other territories where Albanian communities live and work.

The main strategic guidelines which enable the new bank to achieve these objectives
can be summarized in the following points:
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1. Consolidation of excellence in customer relations, through a strong focus on
product service innovation.

2. Achievement and retainment of a clear cost leadership thanks to economies of
scale.

3. Support for the country’s development, by fnancing large works aimed at the
growth of Albanian companies both at national and international levels.

4. Support for the Albanian Government with infrastructure projects such as roads,
power generation plants and ports.

The merger between ABA and BIA was achieved through the absorption of BIA into
ABA (as prescribed by law) based on the valuation of both ABA and BIA under the
adjusted net book value (adjusted net asset value) methodology. KPMG was engaged
as the fnancial advisor for the assessment of ABA and BIA and the establishment
of a share exchange ratio.

The merger of both banks enables the new entity to realize synergies materialized in
several directions detailed below.

Reduction of costs and synergies

The new bank benefts from cost savings in personnel, IT and other operating costs.
In this context, the new bank takes full and immediate advantage of BIA’s experienced
personnel in its plans for opening several new agencies and branches, rather than
having to hire new personnel, which involves additional training costs, as well as
requires a longer implementation time.

In terms of Information Systems, the new bank saves related costs on different service
and maintenance contracts such as Swift and Reuter and in system upgrading.

The main areas for cost reductions were;

1. Maintenance and support of a single banking platform (Flexcube of Oracle
Financial Services).

2. Adoption of the existing Internet Banking platform of ABA (ABAfex) for former
BIA customers.

3. Consolidation of the maintenance and support of single installation of payment
applications that include:

* SWIFT Alliance software

» Bank of Albania interfaces to RTGS and AECH clearing systems

= Banker’s Almanac

4. Reduction of the voice and data communications costs by better pricing due to
economies of scale and consolidation.

5. Reduction of data center hardware, software maintenance, having to run only two
data centers (primary + backup) instead of four, two for each bank.

6. Reduction of costs related to legal services (one in-house lawyer instead of two,
plus two legal frms).

7. Reduction of costs related to consultancy and other miscellaneous services as
provided by third parties, were all subject to further savings as well.

8. Economy of scale in the maintenance of ATMs and POSs.

9. Elimination of double cost of:

« Licences and trademarks

= External audit

= Steering Council related expenses

= Insurances

= Maintenance contracts such as Reuters, Swift, Bloomberg, Security, Advertising
and Communications.
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The new entity uses ABA’s banking application — Flexcube, which is one of the most
widely applied in the world. It is used in more than 115 countries and by more than
340 fnancial institutions.

FlexCube is the property of Oracle Financial Services, which bought “i-fex solutions”
Company. Given the key role of the IT platform in the merger operations, IT was an
easy transition for the merger vis-a-vis the customers.

Support to the expansion plans

The new bank has a direct positive impact in terms of strengthening the existing
branches network since the 7 branches of former BIA have been added to the existing
27 branches and agencies of ABA, bringing the total number of outlets to 34. The
merger further increases the presence of the new bank in Tirana, Durres and Vlora,
whereas BIA’s branch in Shkodra has effectively substituted ABA’s plans to open a
new branch in this city. All branches of former BIA were left serving customers as
usual.

Increased revenues - synergy

The new bank creates synergies, not only in terms of cost savings but in revenue
increases as well, by benefting from the combination and cross-selling of the best
products and services of both banks.

e Benefiting from ABA’s Card Issuance business

Benefting from its wide range of card products and supported by an increasing
network of ATMs and POS terminals, ABA has a consolidated position in the Card
Issuance market. Presently ABA offers to its customer’s six different debit cards.
The usage of more than 61,800 ABA cards is supported by 43 ATMs and 656 POS
terminals (December 2007). While BIA’s card business was started at the beginning
of 2007, the merger of both banks immediately extended ABA’s card products to all
existing BIA customers thereby satisfying their needs in this regard, thus boosting
the number of cardholders of the new bank and increasing revenues generated by
the card business segment.

The issuance of prepaid cards service will also be expanded further. This is in line
and will accelerate further the Government of Albania’s policy to reduce “cash”
transactions especially in the retail business sector.

e Strengthening the mortgage business

ABA pioneered the mortgage lending in Albania in 2000 and in December 2007 had
more than 1,300 customers and about LEK 6.3 billion outstanding.

BIA started its mortgage lending activity in 2006, recording over LEK 1.3 billion
outstanding.

The new bank further expands the already considerable experience and expertise
in the mortgage business to its whole customer base.

Consolidating the corporate business

Taking advantage from the long experience and important role of BIA in serving Italian
businesses operating in Albania, ABA further consolidates this specifc market by
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expanding its products and service’s range to Italian businesses, and enhances the
expertise due to market intelligence exchanges between ABA and BIA. The merger
with BIA immediately extends ABA’s fnancing facilities and solutions to BIA’s existing
corporate clients.

Moreover, the combined banks beneft from the increased lending capacity that
reaches levels of about LEK 1.4 billion for single customers, due to the capital increase
which will pass the LEK 6 billion mark.

e Growth in Retail business

With “Oracle Financial Services” IT base, ABA has a very functional and expandable
banking platform, which in turn facilitates the entire merger process with BIA’s existing
seven branches and about 22.000 customers. The newly combined customer base
automatically increased to over 110.000 customers after the merger and thereby
plenty of opportunities rise in leveraging the higher number for cross-selling retail
products to both banks’ customers. The new bank is committed to improving
and diversifying its product offering for individuals by fully benefting from Intesa
Sanpaolo’s unmatched expertise in Retail Banking.

e Increasing lending

ABA’s total lending amount as of December 2007 was over LEK 30.8 billion, placing
ABA as the third largest lender in the country. This ranking substantially increases
with the merger with BIA, bringing the overall lending as of December 2007 to over
LEK 39.7 billion, placing the new bank as the second lender in the country.

e Collecting remittances and supporting trade

The high fow of remittances from Italy to Albania represents a valuable opportunity
to channel the funds through Intesa Sanpaolo’s network of branches. The Group has
the largest network of banking outlets in Italy, with about 5,800 (December 2007) of
them spread throughout the country and this fact represents a unique potential for
increasing remittances channeled through the branches in Albania. This increases the
new bank’s ability to provide fast and effcient fund transfer services to the Albanian
community living in Italy.

Italy is also Albania’s biggest trade partner representing about 37% of all foreign trade
for the country (2007: imports LEK 110.0 billion, exports LEK 66.2 billion). Merger of
BIA and ABA further boosts the support and cooperation that the new bank provides
to existing and new business customers in and outside the country.

Terms and Conditions of the Merger

In legal terms the merger was realized through the absorption of BIA into ABA and the
consequent increase of the share capital of ABA in order to refect the incorporation of
BIA’s assets and liabilities. The existing shareholders of BIA were entitled to convert
the shares of BIA that they held into shares of ABA, according to the exchange ratio
that was determined pursuant to the Albanian Law on Commercial Companies.

Annual Report 2007 4




