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Abstract 

The commercial activity of the banking industry in the Republic of Albania is governed by a plethora of basic and 

secondary laws that have imposed a banking system-specific framework. On top of the system is the Bank of 

Albania, which, in addition to its exclusive banking activity as the Bank of Albanian state, serves as the supervisory 

and regulatory body for banks, their branches, and international banks operating in Albania. Since, throughout the 

period 1992-2021, the regulatory framework for banks was subject to extensive revisions based on a heightened 

sensitivity to good governance, as well as the application of all the tools of the standardized good governance 

processes in practice. Considering that the Republic of Albania is a candidate country and has been granted the 

opportunity to enter into the negotiation process with the European Union, a process that will be followed from 

the screening and evaluation of the internal legal framework, the critical scientific opinion from various sectors 

and industries will be in high demand in order to contribute to the process of harmonization and adaptation to EU 

standards. In light of this, the current involuntary liquidation procedures in the Albanian banking industry will be 

discussed in this paper from a theoretical perspective. The scientific emphasis will be on comparing the Albanian 

situation with the most effective EU initiatives. The scientific conclusions of this study, as there is a dearth of 

scientific opinion and literature in this sector, shall be considered by the Albanian central authorities in order to 

assist the process of harmonization with aquis communiter. 
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1. Introduction 

Mergers and acquisitions seems to be the practical and legal solutions in cases of a distress bank. By the 

participation of the scenario of a bank failure, the duty of central bank is to take over the obsolete assets of the 

bank in order to keep customer’s accounts running by allowing a liquid bank with a string balance sheet (Parker 

et al., 2011). However, this is not the usual method that can be used because there may be no potential buyer for 

the troubled bank, making things more difficult for the damaged party known as account holders. Although this 

process requires official confirmation by the central bank as the regulatory institution, liquidation is a possibility 

for the bank that can be done voluntarily by the bank's stockholders (Chepizhko, 2021). When a bank is in crisis, 

choosing bank liquidation is actually choosing the last resort because the process entails permanently shutting 

down the bank, along with all of its operations and branches (Dombret, 2013). During the liquidation process, any 

bank asset should be sold in order to settle the bank's remaining liabilities, and every customer account should be 

closed, with the customer being informed of the process that the bank is taking over and ensuring that the amount 

of their insured deposits is mailed or by checks to them. 

2. Types of Liquidation 

In daily commercial activity, we frequently encounter entities that are pushed in their activity and the lifespan of 

the commercial entity beyond the limits of their payment capabilities; the law regulates the relationships between 

these entities and third parties through the relevant bankruptcy procedures (Baer, 2012). In the case of banks, the 

legislator has introduced involuntary liquidation as an instrument for preventing the deterioration of the financial 

condition of banking entities on the verge of bankruptcy. The reason for such regulation seems clearly related to 

the protection of depositors' interests and the preservation of the financial stability of the banking system.The 

liquidation of banks can follow two different procedures:(i) Voluntary liquidation; or(ii) Involuntary liquidation. 

Each of these procedures is regulated according to the law "On banks in RoA". The voluntary liquidation procedure 

has a dual legal regime, it is regulated by the law "For banks in RoA" and by the provisions on liquidation "For 

merchants and commercial companies", as amended. 
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2.1.Voluntary liquidation 

In order to avoid the accumulation of losses and the danger of having to go through forced liquidation processes, 

the shareholders of a bank may elect to put it into voluntary liquidation (ECB, 2010). An important precondition 

for the fulfilment of the bank's shareholders' right to decide on voluntary liquidation is that the bank's shareholders 

or the foreign bank itself, which has a branch in Albania, settle all the claims of their creditors, including those of 

their customers.  

In defence of the rights of the bank's customers and creditors, the law stipulates that the Bank of Albania may 

reject the voluntary liquidation of the bank and transfer it to involuntary liquidation, if it assesses that the voluntary 

liquidation may harm the interests of creditors. After fulfilling this prerequisite, the legal steps of voluntary 

liquidation are as follows: 

➢ The shareholders of the bank, or the foreign bank, in the case of the branch of the foreign bank, take the 

decision not to further exercise the banking activity and the transition of the bank to voluntary liquidation; 

➢ The bank, or branch of the foreign bank, notify the Bank of Albania of the decision in question; 

➢ If it decides to approve the voluntary liquidation, BoA revokes the banking license and the bank or branch 

of the foreign bank deposits this license with the Bank of Albania; 

➢ The bank, or the branch of the foreign bank that is being liquidated, sends the voluntary liquidation 

decision to the Deposit Insurance Agency, as well as publishes it in the Official Gazette of the Republic 

of Albania and in at least two national newspapers. 

At this point, it is important to note that, despite being acknowledged as a potential opportunity, voluntary liquidity 

for banks is a rarely employed practice. This is because, in situations where shareholders want to end the activity, 

they sell the bank's shares to other shareholders; in these circumstances, the bank continues the activity but with 

new shareholders. 

2.2. Involuntary liquidation of banks 

The Bank of Albania may be forced to put the bank or branch of a foreign bank into compulsory liquidation due 

to financial difficulties or financial performance that is outside of the bounds of the law. The decision to terminate 

the involuntary liquidation procedures is taken only by the Bank of Albania, at the latter's initiative or on the basis 

of a court decision that compels the BoA to take such a decision.  

Placing the bank in involuntary liquidation is a legal requirement, if one of the following conditions are met: 

➢ The bank or branch of the foreign bank has had its license revoked for carrying out banking and financial 

activities; 

➢ The bank or branch of the foreign bank does not pay its financial obligations; 

➢ The adequacy of the bank's capital continues to be less than 50% of the minimum ratio defined in the 

BOA by-laws, even after the end of the 6-month legal term that applies to the regulation of this situation; 

➢ The bank is not able to fulfil the demands of its depositors or to pay its obligations during the normal 

course of its commercial activity; 

➢ During the exercise of the supervision of the bank or branch of the foreign bank, it is established that the 

assets are insufficient to fulfil the obligations of the creditors; 

➢ When after the end of the 12-month custody period, the bank is not recovered from a financial point of 

view; 

➢ When the Bank of Albania concludes that voluntary liquidation may cause damage to the interests of 

creditors; 

➢ When the shareholders of the parent company or the foreign bank, in the case of the branch of the foreign 

bank, refuse to invest or to increase the value of the capital within the limits set by the Bank of Albania. 

➢ When there is reliable evidence that the administrators of the bank or branch of the foreign bank have 

been involved in illegal transactions, have committed serious fraud, or have personally benefited and 

caused significant damage to the bank, branch of the foreign bank or third persons; 
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➢ When the creditors of the bank or the branch of the foreign bank declare before the Bank of Albania that 

10% or more of the liabilities evidenced by the bank's most recent accounting balance have not been paid 

on time.  

If the Bank of Albania does not take measures to position the subject in involuntary liquidation, one or more 

interested parties may request the appropriate court to require the Bank of Albania to provide it. 

BoA authorizes the liquidator, who will assume possession and management of the entity in issue, along with the 

decision to move the banking entity to liquidation. The liquidator's appointment must fulfil a variety of legal 

requirements that specify qualifying and disqualification conditions for liquidation candidacies (Brixner et al., 

2016). The emphasis that the legislator has put on the disqualification requirements, which aim to ensure the moral 

and professional integrity of the liquidator as well as to prevent a conflict of interests, is discussed below. Through 

a special provision, the law strengthens the caution against a conflict of interest between the liquidator and the 

bank in liquidation by setting out a detailed and non-exhaustive list of actions that are considered a conflict of 

interest or possible circumstances for a conflict of interest to arise. 

With the liquidator's appointment by BoA, he becomes the bank's sole representative during the liquidation 

process; he has full and exclusive authority to manage, supervise, and control the bank in liquidation. The 

liquidator's whole activity is focused at maximizing the activities of the bank or branch of the foreign bank; to 

meet this goal, the liquidator can take any legal action he considers important necessary, including, for example, 

the following: 

➢ Continue or end any financial or banking transaction; 

➢ To borrow money while placing or removing a measure of security on the assets of the bank or a branch 

of a foreign bank; 

➢ To stop or limit the payment of any obligation, to execute any instrument in the name of the bank or 

branch of the foreign bank, to file lawsuits and follow any legal action or procedure. In carrying out these 

activities, the liquidator must obtain the prior approval of the BoA, if the action concerns the sale of an 

asset of the banking entity that exceeds the threshold determined by the BoA, the imposition of a security 

measure on assets such, the restructuring or forgiveness of any claimed liability, in case the value of the 

claimed liability exceeds the amount provided by BoA, the payment of any claimed and recognized 

liability according to the banking law, in which all depositors and creditors in equal positions should be 

treated in the same way; 

➢ To raise the repayable interest rates on the bank's obligations to a level that isn't below those that are 

currently in effect in the industry; 

➢ To hire any clerks, workers, or professional advisors he considers essential; 

➢ To terminate employment contracts with any employee, service contracts between the banking entity and 

third parties, or to settle liabilities, when the bank or branch of the foreign bank is the lessee of the real 

estate. 

➢ Within two months of the date of his appointment, the liquidator takes the necessary steps to resolve all 

trust relationships handled by the bank or branch of the foreign bank. He also sends registered mail to all 

depositors, other creditors, safe deposit box customers, and guarantors of assets held by the banking 

entity, outlining the nature and extent of their supposed obligations. The statement requests that the 

aforementioned entities remove their assets within one month and must inform them that any objections 

must be submitted to the liquidator within that same month. 

2.3. Opposing the decision on involuntary liquidation 

The decision of BoA to initiate the involuntary liquidation procedure for the second level banking entity begins its 

effects immediately. The law has provided for the possibility of appealing this act to the Court of Appeal, because 

the appeal does not affect the execution of the decision to go into involuntary liquidation, until the court has given 

a final decision. The law has limited the circle of persons or entities that are legitimate to oppose in court the 

decision of the BoA which have the right to request the termination of involuntary liquidation procedures: 

(i) One or more shareholders of the bank have in total no less than 25% of each category of shares with 

voting rights in the bank; 
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(ii) Any person or group that owns at least a quarter of the total amount of monetary deposits; 

(iii)  Creditors that constitute at least one third in value of the total liabilities claimed by other creditors, 

excluding depositors. 

The request must be made within 30 days from the date of appointment of the liquidator. In the event that the court 

decides that the BoA has acted arbitrarily and negligently in imposing liquidation, in addition to the decision to 

overturn the decision of the BoA on the liquidation procedure, the court could also determine the amount of 

monetary damage that the Bank of Albania must pay. Otherwise, the claim is dismissed. However, regardless of 

the court's ruling regarding liquidation, BOA is given the sole authority to review the decision regarding the 

revocation and re-award of the license for the practice of banking, which, as we have already mentioned, is not 

suspended upon the transition to involuntary liquidation. 

3. Procedural steps and legal effects of liquidation 

By accomplishing one of the prerequisites mentioned above. The banking entity must be put into involuntary 

liquidation by the Bank of Albania. The following procedural moments follow the liquidation trajectory (Han, 

2016): 

❖ BoA takes the decision to go into liquidation and revoke the license of the banking entity. The decision 

gives the name of the liquidator and some data which the law has set as the minimum information that 

should be given to the interested groups on the identification of the liquidator. Both the general public 

and the interested parties are notified of the decision to put the banking institution into liquidation and 

revoke its license. In in addition to submitting it for publication in the Official Press of the Republic of 

Albania, the Bank of Albania's Official Bulletin, and at least two national newspapers, the Bank of 

Albania also submits it for notice to the Deposit Insurance Agency. It is important to emphasize that along 

with the decision, invitations to creditors to register their claims with the liquidator and invitations to 

debtors to immediately settle their obligations are published. 

❖ The liquidator becomes the bank's only legal representative; all powers and obligations of the banks or 

foreign bank's management branch, as well as the shareholders' rights, are terminated. Within three days 

from the day of appointment, the liquidator takes control of the banking entity and begins its liquidation 

procedures. He uses private mail and national media publishing to announce his appointment to all of the 

bank's offices and branches, as well as interested state and private businesses. From this moment, all 

communications on behalf of the banking entity in liquidation are made by the liquidator. 

❖ Within thirty calendar days from the date of initiation of the bank's liquidation procedures, the liquidator 

makes an inventory of the bank's assets and properties, prepares a balance sheet and the relevant 

explanatory report regarding the balance sheet items of the bank in liquidation. This balance sheet and 

report are sent to BoA, which prepares a simplified copy for public consultation. 

As part of the liquidation process, the liquidator takes all legal steps to maximize the value of the bank's assets and 

pay off its liabilities. The legislation describes in detail the acts that cannot be conducted or that require more 

stringent oversight during the liquidation phase, such as:  

All legal proceedings against the financial institution have been halted, and no further proceedings will be initiated 

until the Bank of Albania grants authorization and the criteria set by the latter; 

No interest payments or other payments of the banking entity's debts are made; 

The transfer of shares in a banking entity is regarded illegitimate, unless approved by the Bank of Albania; 

Any legal, contractual, or other condition that, upon expiration, causes a claimed obligation or right of the banking 

entity to be extinguished or hardened, must be re-established within six months of the term's or solidification's 

expiration; 

Except when these instruments were placed six months before the bank was liquidated, any seizure, encumbrance, 

or pledge is cancelled. This prohibition applies for the entire duration of the liquidation; as long as the liquidation 

procedure continues, no seizure, encumbrance, pledge or executive title, pursuant to a court decision taken before 

the date of appointment of the liquidator, is imposed on the assets or properties of the banking entity, except in the 

case when the value of affected by these instruments is within the limit of the value provided by the by-law of the 

Bank of Albania for this purpose. 
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Except for the rights to dividends and liquidation surpluses, shareholders' rights are strengthened; 

Deposit compensation procedures begin, in accordance with the law "On deposit insurance". 

Additionally, in accordance with its authorized bylaws, the liquidator is required to adhere fully to the Bank of 

Albania's instructions when carrying out the process of the bank's involuntary liquidation. 

❖ The liquidator reports every month to the Bank of Albania on the progress of the liquidation process. 

These reports contain information on the total amount of liabilities claimed against the bank, the total 

amount of assets of the bank or branch of the foreign bank that have been sold, and the forecast of income 

from the sale of assets. 

❖ The liquidator is obliged to close the liquidation procedure of the bank within 12 months. At the end of 

this period, the liquidator must achieve the following legal objectives: 

 

(i) To ensure the conditions for the purchase of specific assets from third parties and to concentrate specific 

liabilities in one or several other banks. The liquidator must negotiate to find a compromise with third 

parties for the bank's assets and liabilities, commitments or transactions that are in process, in transit or 

suspended, with a view to their en bloc sale. 

(ii) To liquidate the bank's assets, after having previously received the approval of BoA for this action; 

To voluntarily sell some or all of the bank's assets and transfer a portion or all of its liabilities to another bank 

authorised by the Bank of Albania. Only with the written permission of BoA is this activity permitted. BoA also 

establishes the terms and guidelines for choosing the purchasing bank through a specific law. To alleviate any 

doubt, the law reminds us that at this point, the liquidator, who acts in accordance with BoA's specific instructions, 

is the only decision-making body and representative of the banking entity. This action amounts to a substantial 

alienation of the bank's assets while it is in liquidation, and as a result, it disregards the bank's economic existence. 

Therefore, even though the transaction in question is particularly significant, shareholders, depositors, creditors, 

or other third parties are not required to approve it. The only thing the law requires is that the liquidator's actions 

and those of BoA always follow the principle of treating creditors decently. The order of repayment of obligations 

is based on Article 121 of the law on banks, which means that the sale or transfer must be carried out according to 

the order defined in this article. Equal treatment based on Article 604 of the Civil Code, that "Loans that are equally 

preferred, compete among themselves in proportion to the amount of each loan", means that all creditors will be 

paid at the same time and with the same fraction of the liability amount. 

In addition to submitting periodic reports to the BoA, the liquidator also provides the BoA with a detailed report 

on all of the aforementioned matters following the liquidation and distribution of the banking entity's assets. Only 

after the approval of this report by the BoA, the trustee and the liquidator are released from any liability in 

connection with the liquidation of the banking entity. 

4. Actions for repayment of obligations and their sequence 

The banking entity may become a debtor in a variety of relationships while carrying out its activity. As an 

illustration, the bank's creditors are its modest depositors. In addition, the bank has received loans from other 

financial institutions both inside and outside of the nation as a result of the latter's multiple investment projects 

(Hupkes, 2003). 

Customers of safe deposit box services and guarantors of assets held by the bank are given particular treatment 

under the liquidation regime in addition to making distinctions between other kinds of creditors. These groups are 

asked to replace their assets, so they aren't listed among the liquidation assets (Hupkes, 2003). 

Throughout the entire liquidation process, the liquidator works with the "Deposit Insurance Agency" to liquidate 

small depositors up to the amounts specified by the law "On Deposit Insurance," which states in Article 6 that in 

cases of voluntary or involuntary liquidation, the "Deposit Insurance Agency" will fully compensate each insured 

deposit and each depositor for deposits up to ALL 2 500 000. Regarding other creditors, the law has specified the 

methods for recognizing obligations to them as well as the priority of payments. 
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To begin with, within two months of receiving the mandate, the liquidator sends by registered mail, to the addresses 

according to the bank entity's records, to all depositors, other creditors, customers of safe deposit box services, and 

guarantors of assets owned by the bank or branch of the foreign bank, a statement of the nature and amount of 

their alleged liabilities. Through this notification, the addressees are also informed that any objections must be sent 

to the liquidator within a month. After the expiration of this period, the liquidator has two months to make a 

decision on the obligations assumed by the creditors. The law determines that in this context, the liquidator can 

decide: 

➢ To reject any claimed obligation, in case of doubting its validity; 

➢ To determine the amount, if any, owed to each recognized depositor and other creditors, as well as claimed 

preferential obligations; 

➢ To prepare for registration in the Bank of Albania a structure for claimed and accepted obligations; 

➢ To announce by publishing once in every three chronological weeks, in one or several national 

newspapers, a notice of the date and place, in which the structure of the claimed obligations is valid for 

public consultation. These announcements are intended to modify the structure of obligations in light of 

the concerns and claims of creditors. Within fifteen days of the third publication of the notice, the 

liquidator records the structure of the alleged liabilities and makes the necessary amendments. These 

notices are especially helpful for those creditors who the bank has not completely accepted the 

commitment to in order to locate the appropriate supporting documents to discuss the validity of their 

claims with the liquidator. 

The liquidator registers the liability structure with the BoA after compiling it and taking into consideration all of 

the valid claims. The registration of the structure of each of the obligations with BoA is a formal step that enables 

any depositor, other creditor or one or more shareholders, who have a total of not less than 10% of each category 

of shares with voting rights of the bank, to submit objections regarding the registration of arrears. These objections 

must be presented within twenty days after the registration of the structure of the claimed liabilities with the Bank 

of Albania. 

The Bank of Albania makes a decision for each objection given within a month of the complaint being registered. 

If the objection is approved, the liquidator amends and strengthens the claimed obligations' design or the steps 

suggested for their payment. After the structure has been registered, he also has the right to occasionally fulfil in 

part the responsibilities of approved claims or rejected claims with whom a sufficient reserve has been established 

for the payment of the claimed obligations, but which have been rejected. It may happen that certain creditors fail 

to register their claims in time, or the objections they have regarding the recognition of these claims. The law has 

left room for the further treatment of these claims, if the financial situation of the bank at the end of the liquidation 

process allows such a thing. 

The law, in article 120, has determined that: "Any other claimed obligation, valid and remaining unresolved, due 

to non-registration within the deadline set for the submission of objections, according to point 8 of article 120 of 

this law, is paid on the basis of the percentage determined by the Bank of Albania, after the repayment of all the 

claimed obligations, secured by means of compulsory execution of the obligations and of the registered alleged 

obligations". 

Claims obligations that are secured by mandatory execution are paid in accordance with the guidelines laid out for 

this purpose in the security instrument. The liquidator shall pay off the obligation's entire value, which is equal to 

the amount of his insurance on the day the obligation was registered in the structure of claimed and accepted 

obligations at the BoA, if this instrument does not fully cover the obligation's amount. As for other liabilities 

without insurance, the law determines the preferable sequence of their repayment (below), which the liquidator 

must follow: 

(i) All reasonable and necessary expenditures spent by the liquidator and the Bank of Albania; 

(ii) New loans granted to the banking entity after the election and appointment of the liquidator; 

(iii)  Claims of the “Deposit Insurance Agency”, as well as the obligations claimed by depositors of the deposit 

up to the extent provided for in the law "On deposit insurance"; 

(iv)  Amounts due to depositors who have not benefited according to the law "On deposit insurance"; 

(v) All other alleged liabilities. 
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If, after the repayment of the obligations in the preceding sequence, there is a liquidation surplus, it will be shared 

among the shareholders in accordance to their capital contributions and rights. 

5. European regulatory framework on bank liquidations. 

5.1. EU directives for banks 

The European Union directives on the harmonization of the legislations of member states pertaining to the banking 

sector are based on the paradigm of a deeper integration in the common market. 

With the implementation of the first Directive in the sector of banks (Directive 77/780/EEC) in December 1977, 

efforts to integrate the laws of member states began. This directive provides the foundation for the harmonization 

of laws regulating the formation of credit institutions and their oversight. The third objective of the implementation 

of this directive was the elimination of impediments to the exercise of banking activity in all member states, the 

protection of deposits, and the establishment of uniform competition conditions for credit institutions in all member 

states. In this directive, for the first time, the duty to get authorisation from the supervisory and regulatory 

structures before to commencing an activity is acknowledged. Regarding authorisation, the directive does not 

specify details, but instead defines a minimum level of criteria connected to having personal funds, the 

requirements related to the presence of a clear business plan, and an overall organizational structure. Since it was 

included into the Codified Banking Directive, directive 2000/12/EC, via a series of changes, the directive's 

requirements continue to have an impact. A key legal act in the creation of a banking market without restrictions 

in all member states was the second directive in the field of banks, directive 89/646/EEC. This directive will serve 

as an essential instrument in the realization of the internal market. It did not stand as a single act, but was followed 

by the approval of a series of other acts, such as the Directive on own funds and the solvency report. The second 

banking directive provided minimal standards for standardizing the conditions in EU member states for the 

establishment and execution of banking activities. This objective was meant to be attained by establishing same 

standards for allowed devices and harmonization. However, regardless of the criteria provided in the directive, 

member states may impose stricter authorisation criterion requirements. These regulations, as well as directives 

89/299/EEC, 89/646/EEC, 92/30/EEC, and 92/121/EEC, were codified in 2000 as the Codified Banking Directive 

2000/12/EC. This codification aimed to create a single text in order to guarantee clarity which would facilitate the 

understanding of the directives and avoid overlapping provisions. 

In 2006, the Codified Banking Directive was reformed as the Directive on the creation and pursuit of credit 

institution activity. 2006/48/EC. Similarly, directive 93/6/EEC pertaining to capital has been renamed directive 

2006/49/EC. 

Prior revisions to the directive 2000/12/EC prompted its reformulation in 2006. This directive, which arrived in a 

revised form, was a key tool in attaining the objective of establishing the internal market within the framework of 

freedom of formation and freedom to offer financial services in the field of credit institutions. The directive's 

provisions for the coordination of credit institutions are geared at the protection of consumer funds and the 

development of competitively comparable entities among these institutions. The directive sought to achieve the 

necessary harmonization to ensure the mutual recognition of authorizations and special supervision systems in 

order to realize the granting of a single license, which would be recognized throughout the Community, and the 

application of the principle of careful supervision by the member state of origin.   

Given that the directive's objective might be achieved more effectively at the community level, the directive 

stipulated equal financial standards for credit institutions, so attempting to offer equivalent security for customers 

and their funds. Although directive 2006/49/EC, which was enacted in the same year, regulated a set criteria for 

establishing the activities of a credit institution, i.e. adequate capital for an investment company or credit 

institution, this requirement does not apply to the establishment of the activities of a financial institution. Council 

Directive 93/6/EEC on eligible capital for investment companies and credit institutions had been amended several 

times in its essential aspects, and since new amendments were planned, it was preferred that this directive be 

reformulated in the 2006 directive. Its objective was to identify the minimum amounts of capital necessary for a 

credit institution or investment company to do business. The determination of a minimum level of capital aims to 

cover losses, to ensure the continuity of the institution and to ensure protection of investors. 
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The directive determines different levels of initial capital depending on the activity performed by each institution. 

The unification of financial records created by credit institutions has been a crucial aspect of the harmonization 

process (La Brosse et al., 2014). As a result of this objective, the Council adopted in June 1983 the first directive 

relating to consolidation supervision (directive 83/350/EEC), which was a significant step in the regulation of 

banks based on the location of their business. This regulation was abolished by directive 92/30/EEC, which was 

subsequently included into the Codified Banking Directive 2000/12/EC. The approved directive on annual 

accounts and consolidated annual accounts that must be prepared by banks and other credit institutions, Council 

Directive 86/635/EEC of December 8, 1986 "For annual and consolidated accounts of banks and other financial 

institutions," is another significant step in the direction of banking and supply of equal competition conditions for 

banks and credit institutions could not be achieved. This directive mandated that all credit institutions have 

comparable balance sheet structures and using the same terms when producing financial documentation. This 

objective was accomplished by unifying the rules governing the preparation of consolidated financial statements 

and the publication of annual financial statements. In addition, directive 2007/64/EC of November 13, 2007 on 

payment services in the internal market, which amends directives 97/7/EC, 2002/65/EC, 2005/60/EC and 

2006/48/EC and repeals directive 97/5/EC and directive 2008/48/EC of April 23, 2008 on consumer credit 

agreements, is an important part of the secondary legislation of the European Union pertaining to banking. 

The payment mechanism was fundamental to the idea for establishing an internal market. At the time the directive 

2007/64/EC was adopted, there were 27 distinct payment service systems. Therefore, it was crucial to implement 

a contemporary and consistent system for paying services across the Community. 

This framework intends to coordinate national rules concerning prudential standards, the access of new providers 

of payment services to the market, the responsibility to give information, and other rights and responsibilities of 

users and providers of these services. According to Article 2(1), the following entities are subject to this directive: 

credit institutions, electronic money institutions, post offices because they provide payment services, payment 

institutions within the meaning of this directive, the European Central Bank, national bank authorities when they 

do not act in the capacity of their regional or local authorities when they do not act in the capacity of public 

authorities. 

In contrast, directive 2008/48/EC of April 23, 2008 on consumer credit agreements, which repeals directive 

87/102/EEC and attempts to establish a safer market for consumers, is an example of a directive. In recent years, 

new forms of loans have been made available to and used by customers, and new lending instruments continue to 

emerge and evolve (Hupkes, 2003). In this perspective, it is necessary to unify the laws of the member states in 

order to build a credit market within a region devoid of internal obstacles. In order to acquire consumers' 

confidence, it was essential that the market provide enough consumer protection. In this manner, ideal 

circumstances are established for the free flow of loan offers and facilities for their supply and demand. Full 

harmonization is required to provide all Community consumers with a high degree of protection comparable to 

that of all member states (Boccuzzi et al., 2016). Consequently, according to recital 9 of the directive, member 

states shall not provide national measures that vary from those stipulated by the directive. 

5.2. The Basel Committee and the Basel Rules 

The Basel Committee was established in late 1974 as a Committee on Banking Regulations and  

Supervisory Practices, following serious concerns in international banking markets (Brixner et al., 2016). 

The committee does not depict itself as having any official supervisory power and claims that its findings have 

never been intended to have legal effect. Regardless of the ramifications of such a proclamation under conventional 

international public law, the Basel Committee is a "de facto international organization" due to the 

acknowledgement of its actual significance.  

Beginning in the mid-1970s, a succession of Basel Committee-approved texts affected the formulation and 

substance of national and European supervisory regulations (Baglioni et al., 2016). Basel Concordat issued in 

19751, later was issued First Basel Accord (BCBS 1988)2, Basel I), Basic Principles for Effective Banking 

Supervision and their subsequent amendments. These were primarily texts containing the guiding principles that 

set the way for the approval, in June 2004, of the comprehensive and thorough Basel II (BCBS 2004-5)3 and Basel 

III (BCBS) frameworks. 

Basel I : The goals of Basel I are the enhancement of financial system security and the development of competitive 

parity. This agreement focuses mostly on credit risk. This method grouped bank assets into four groups based on 

the risk they entail. 
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These guidelines stipulate that banks having a global presence must maintain a capital ratio of 8 percent of their 

assessed risk weight. 

Basel II :Basel II (International Convergence of Capital Measurement and Capital Standards: Revised Framework) 

is a collection of international banking standards that defines a minimum amount of capital. 

This agreement, unlike the previous one, takes credit risk, market risk, and operational risk into account. The 

primary goals of this agreement are to improve the capitalization of banks, their liability for the risks they assume, 

and the requirement for openness, which strengthens market discipline. Basel II is a complete approach for 

estimating bank capital requirements, since it covers both basic and conventional procedures, as well as 

complicated ones used by big and sophisticated banks and financial groups. 

These rules are built on the basis of three pillars: 

(i) Minimum capital requirements; 

(ii) The supervision process; 

(iii) Market discipline. 

Basel III : In September 2009, based on the lessons learnt from the 2008-2009 financial crisis, the Basel Committee 

issued the Basel III guidelines for working capital. The Basel III guidelines specify worldwide regulatory 

requirements for appropriate capital and liquidity. 

These regulations create requirements for a greater and higher quality of capital, better risk coverage, and the 

creation of mechanisms to stimulate the development of capital, which may be decreased during tough times, and 

the establishment of two worldwide liquidity standards (Hofmann, 2015). 

Basel III not only raises capital requirements, but also imposes additional liquidity requirements for banks (ECB, 

2011). 

6. Conclusions 

Central Bank, as the banking authority, will initiate bankruptcy proceedings if a bank fails to comply with the rule 

that authorizes the failing bank's restructuring. The stability of the whole financial system must be a primary 

priority during the liquidation of a bankrupt bank in order to ensure that any potential negative effects on the public 

capital and taxpayers' money will be minimised. The liquidation process is seen as a "last alternative" for failing 

banks, although it may be a complex procedure if the bankrupt bank is supervised by several authorities with 

unique, well-defined standards. A comprehensive agreement consisting of information-sharing between relevant 

agencies engaged in the liquidation of the bank or its preparation phase is required in such cases. Regulations 

should be particularly concrete when proposing liquidation as a manner of solving the problem of failed banks, as 

it may trigger in an inappropriate method for the entire financial system as a domino effect if applied to the wrong 

type of bank. This is especially true for "big banks," whose failure could cause a systemic sensitive chain reaction 

as domino effect. One reason liquidation isn't always the best option for a failing bank is that the regulator may 

decide to shut it down completely, but doing so might give the bank's shareholders and management board too 

much negotiating power and limit the regulator's ability to reconstruct the bank as it deems appropriate.  The 

Albanian legal framework, which is largely consistent with EU law, offers a well-designed structure for 

maintaining and satisfying all obligations and claims resulting from involvement in liquidation operations. While 

EU Directives 24/2001 advocate for "single-entity and similar treatment of creditors in a liquidation process," they 

fail to provide a uniform threshold for the initiation of the bank insolvency phase procedure should a credit 

institution become indebted. European Commission policies to manage this kind of risk scenario include a 

standardized framework for the restructuring and liquidation of distressed financial institutions. For the sake of 

conformity with EU law and policies in the banking industry, Albania will keep digging deeper and harmonizing 

its regulatory structure to the fullest extent possible. 
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