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Purpose of this report

This report is intended to provide potential investors with an overview of the
garments sector in Albania. It provides a range of basic information that is
designed to help readers to identify the gaps within the sector that represent
opportunities for new investment.




The case for investing in the Albanian garments sector

Albania has an expanding garments sector which has already attracted
investment from more than 50 foreign firms each employing more than 50
staff in their Albanian operations.

These investors are based in Italy, Greece and Germany.

Investment in the garments sector has been built upon a range of advantages
conferred by Albania@ geographical position, its access to the rest of the
Balkans, and the high skills of the workforce compared to their cost.

Albania offers a favourable environment for the outward processing of
garments built around its geographical proximity to Italy and Greece and good
transport links with these countries.

Albania is an excellent gateway between Western Europe and the markets in
the rest of the Balkan region. In addition to its geographical advantages,
Albania benefits from a range of free trade agreements that allow unhindered
access to markets in the Balkan region.

Albania has experienced managers running firms in the sector and a skilled
and experienced workforce that together are producing a wide range of
garments and related products in ISO-accredited factories to international
standards.

Incoming investors benefit from low labour rates that are more competitive
than in Bulgaria and Romania.

Investors are able to access Albanian sub-contractors, who can help to cover
short-term peaks in production, and to benefit from tax concessions on the
import of materials and machinery and the exports of finished goods under an
outward processing arrangement.



Section 1: Key trends in the garments sector impacting on Albania

1.1. Global trends in the garments sector

From a European perspective, the key trend is that the balance of imports into
the EU made up from countries in the Far East has reached 69% and is still
growing. Among the supplier countries, there has been strong growth from
MEDA and CEEC countries which account for the remaining 31% of imports.

Union countries are increasingly reliant on imports as the production of
garments in the EU has been falling, and in 2002 stood at just 74% of the
Union@ annual requirement.

Table 1: Characteristics of the Global Clothing Market in 2001

Production Exports Imports Consumption Jobs

! mn ! bn ! bn ! bn mn

EU 197 41 71 227 2.1

CEEC 13 10 10 13 1.0

MEDA 42 12 7 32 3.9

- Turkey 20 10 3 21 2.5

Totals 252 68 91 272 7.0
Source: DREE 2004

Table 2: Share and make up of EU Clothing Market (in ! billions)

Country Market Value % share
Germany 56.1 25.2
Italy 38.9 17.4
UK 35.8 16.0
France 29.8 13.4
Spain 15.0 6.7
Belgium 7.6 34
Switzerland 5.9 2.7
Austria 5.1 2.3
Greece 4.7 2.1
Others 24.1 10.8
Total 223.0 100%




Source: Eurostat 1998

1.2. Situation in January 2005, post the Multi-Fibre Agreement (MFA)

The MFA system of quotas enabled many developing countries to establish a
garments industry by offering them protected access to the markets of the EU
and USA. Customers became accustomed to sourcing product from many
locations.

The post-MFA world encourages greater competition among low-cost
producers as buyers simultaneously move to reduce their supply base,
typically from 30-40 to 12-15 countries, in order to become more efficient.
Future contracts will largely be determined by three key factors: price, quality
service and turn round time.

One consequence has been the growth of China and India as suppliers.
However, Eastern and Southern European suppliers will remain part of the
buyersQmix due to their proximity to European markets.

Within countries factories will become consolidated into a smaller number of
units and the continuing pressure on costs, wages and working conditions will
exacerbate the trend towards more sub-contracting. Firms will face the
challenge of supporting greater investment in technology in order to remain
competitive.

Some uncertainties remain. There is a lack of reliable information on the
changes currently underway and uncertainty about the response of the EU,
specifically whether it may impose quotas or tariffs on Chinese imports. It is
not clear yet to what extent proximity to markets will be an important factor,
which products will be least vulnerable to competition from China, and how
important an indigenous textile industry will be in future.

The growth capacity of the world market, and indeed what will happen when
growth declines, is uncertain while on a micro level there is uncertainty about
the actual strategies that buyers will adopt.

1.3. Impact on Albania

Proximity to Italy and Greece will continue to be a key benefit for investors
from those countries in Albania, particularly for foreign owned firms in cut
make and trim. In many instances, Albanian firms service smaller Italian and
Greek producers that have established markets in their own countries. Some
of these firms may rationalise supply lines in favour of Romania while others
may switch their main production to China and maintain Albania as a back up
source of supply to offset the long lead times from China.

Foreign firms will be cautious about further investment unless they have a
market niche that is expanding. Long term survivors will be those that create
strategic partnerships with suppliers while serving an expanding customer
base. Critical will be their management of the process of improving quality and



efficiency through investment in technology, systems and the use of a flexible
workforce.

Section 2: The garments sector in Albania

2.1. Garment production in Albania

According to a three-year survey of the sector by INSTAT, the structure of the
garment industry and of production firms in Albania has changed considerably
over the past few years during which time the number of firms initially
expanded and then contracted. Around one-fifth of all manufacturing jobs are
in the garments sector.

The key indicator of value-added created per employee has risen consistently
during the period 2001-2003.

Table 3: Recent growth of the garments sector in Albania

2001 2002 2003 % change

2001-3

Number of firms 298 407 314 +5%

Employment 8,865 12,129 10,575 +19%

Turnover (LEK millions) 7,516 6,828 6,759 -10%

Added value per employee (LEK ‘000s) 279 296 312 +12%
Source: INSTAT Annual survey of erterprises

Table 4: Size and ownership distribution of garments firms in Albania
Staff Size: 1-4 59 10-19 20-49 50- >250 Total
250

Number of firms 134 40 25 47 63 6 314

- # foreign-owned 33 5 2 12 47 5 104

- % foreign-owned 25 13 8 25 75 83 33

- # Fasson producers 0 6 9 29 48 2 94

- # employed 255 258 358 1,436 6458 1,811 10,575




- % employed 2 2 3 14 62 17 100

Source: INSTAT Enterprise survey 2003

2.2. Foreign Investment in the Garments sector

The above tables make clear that foreign investors already make a significant
contribution to the Albanian garments sector.

There are 52 foreign-owned garments firms in Albania, each of which employs
more than 50 people. Collectively they employ 6,381 staff, around 60% of total
employment in the Albanian garments sector.

These firms are owned predominantly by Italian and Greek investors. Of the
52 investments, 36 are from Italy, 14 from Greece and two from Germany.

Foreign-backed firms are active in making a range of garments including
underwear, outerwear, shirts and jeans.

The garments sector also has a significant number of Albanian-owned
companies, including 17 firms each employing more than 50 people. These
firms are well positioned to provide additional sub-contracting capacity that
cane be used to address surges in demand.

Table 5: Pattern of build up of foreign investment in the garments sector
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2.3. Location of Foreign investment in the garments sector

Investment in the sector is spread throughout the country. Foreign investors
have garments operations in the five main cities in Albania, and in five other
locations across the country: Permet, Lushnje, Fier, Berat and Delvin.

Table 6: Distribution of 48 foreign investments (firms with >50 emplovyees)
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The headquarters of the Italian investors served from Albania are also found
in a range of locations throughout that country.

Table 7: HQ of 10 prominent Italian investors in Albania
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2.4. Employment levels in foreign-owned garments firms

Italian and Greek investors have created firms in the sector with a range of

employment levels.

The seven firms employing two hundred or more staff are backed almost

equally by German, Greek and Italian investors.

Table 8: Size distribution of foreign garment firms with more than 50 emplovees
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Section 3: Why foreign firms have invested in Albania

3.1. Generic reasons why garment firms have invested in Albania

The principle reasons why foreign firms have invested in Albania can be
grouped around the headings of labour and geography.

The specific reasons are:

Available labour force.
Direct and total labour costs are lower than most comparable countries.
Easy access to Italy, Greece and to markets in the Balkans.

W PE

Extensive tradition of garment production in each of the main cities of
Albania.

No VAT or customs duties for 100% facon producers.
Extensive language skills (particularly Italian, English and Greek).
Linkages and experience of working with Italian and Greek investors.

® N o o

Adaptable and flexible workforce, able to adopt new technologies and
meet international quality standards.

9. Ability to produce small orders and meet short delivery times, required by
customers.

10. Lower costs of transport due to proximity to Italy and Greece.

3.2. Country-specific reasons for investment

Research has shown that both Italian and Greek firms have tended to
prioritise workforce language skills and the network of personal contacts they
can access as key to their investment decisions.

In the case of Italian investors, the frequency of ferry crossings between Italy
and Albania is also a crucial factor while for Greek investors the proximity of
southern Albania to the Greek border was similarly important.
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3.3 SWOT of the investment environment

Key Strengths

Track record of successful foreign-owned
production

Proximity to Italy and Greece

Improved transport links: daily ferry and
airline services to Italy and improved border
crossing to Greece

Favourable tax treatment of imports of raw
materials and equipment for outward
processors

Experienced management and workforce
producing a wide variety of garments in 1SO-
certified factories

Good language skills: Italian, Greek &
English

Flexible and young labour force
Competitive labour rates

Access to Albanian sub contractors during
production peaks

Weaknesses

Relatively low level of new investment in
Albania since 1997

Albania not as good at servicing the needs of
potential investors as competing countries

Difficulty to find suitable premises; planning
permission and new development can be
slow or arbitrary

Weak financial services and legal framework
Unreliable electricity supplies

VAT disincentive for approved outward
processors to use Albanian raw materials

Outward processors cannot easily sell output
in Albania or export to third countries

Some firms have reported significant levels of
labour turnover

Potential delays to get goods through
customs

Opportunities

Build on existing and proven Albanian links
with Italian and Greek garments producers

Encourage new investment by garment firms
in ltaly and Greece needing short lead times,
flexibility, low labour costs and low initial
investment

Support from government for the expansion
of existing producers already in Albania

Threats

Competition from China will hit many Italian
and Greek producers

Existing foreign producers may rationalise
and close their Albanian operations

Reluctance of Greek and Italian firms to
invest overseas due to post-MFA threats

Negative image about instability of Albania

Romania has a better track record in the
garment sector

Balkans market already being serviced by
producers in Croatia, Bulgaria and Romania

Rising labour and operating costs

Potential for increase in political and
economic uncertainty in Albania

12




Section 4: Trade developments in Albania

4.1. Trade developments in Albania

The value of garment exports (outward processing) from Albania reached US
$ 197 million in 2004 based on imports of materials for processing valued at
US $ 159 million.

The value of materials imported for use in outward processing of garments
rose by 107% between 2000 and 2004 while the value of exports rose by
103%.

However, the overall trade balance of the garments sector is negative once
imported materials not used in outward processing, which rose by 72% in the
period 2000-2004, are taken into account.

The chief causes of this poor overall performance are the lack of sales by
Albanian firms in their domestic market, the low level of sales to other Balkan
countries, and the small degree of value added by the Albanian garments
sector as a whole.

Around 75% of materials imported were cotton and man-made fibres. These
increased by 132% and 61% respectively between 2000 and 2004. A similar
percentage increase, but based on smaller volumes, were recorded in felt and
laminated fibres.

By far the largest increase in value originated from Italy.

Table 9: Balance of trade in the Albanian garments sector

2000 2004 % change
Imports
Materials 43.9 75.7 72%
Clothes 77.0 159.7 107%
Total Imports 120.9 2354 94%
Exports
Clothes 97.0 197.2 103%
Balance -23.9 -38.2 -60%
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Table 10: Country of export for garments manufactured under outward processing

Country Market share Increase 2000-4
in 2004

Italy 70% 125%

Greece 23% 132%

Germany 6% -1%

Other 1% -

Table 11: Country of import of materials used under outward processing

Country Market share Increase 2000-4
2004

Italy 58% 100%

Greece 22% 107%

Turkey 10% 85%

China 5% 302%

Other countries 5% -

Table 12: Type of materials imported for processing in the production of garments

Items 50-60 % make upin % increase 2000-4
2004
Man-made fibres 32 61
Cotton 30 132
Felts 12 125
Carpets 10 2
Laminated 8 676
Knitted 6 -19
Wool 1 -8
Woven 1 - 169
All Types $75.7 mn 72%




Table 13: Country of origin of imported materials

Country of origin % share % increase
2000-4
Italy 41.9 167%
Turkey 18.1 106%
Greece 14.6 29%
Germany 9.7 1%
China 8.7 64%
Other 7.1
Total $75.7mn 72%

4.2. Potential InvestorsCMarkets

Italy imported a total of US $ 8,791 million worth of garments (categorized as
export commodities 61 & 62) in 2003 of which US $ 2.4 billion was sourced
from southern Europe, predominantly Romania.

Southern Europe accounted for 27% of all Italian imports compared with 25%
from the Far East (including China), 21% from EU countries', 10% from
MEDA countries, 5% from Central European countries and 12% from
elsewhere around the world. [See Table 14.]

With imports of just US $ 99 million in 2003, Albania was Italy® twenty-first
largest trading partner.

By contrast 75% of Greece® imports, valued at US$ 878 million of the US $
1.165 billion total, were sourced from within the EU, with 9% coming from the
Far East, and 8% from Southern Europe and similarly from other countries
around the world. [See Table 15.]

' The EU was defined in 2003 as the EU-15, i.e. prior to the accession in 2004 of the first wave of ex-
communist states in central Europe and the Baltic states.

15



Table 14: Italian garment imports, US$ millions in 2003

Southern Europe Far East EU MEDA CE Europe
Romania 1,558 (1¥) |China 1,485 (2"") |France 504 (4™) [Tunisia 763 (3)|Hungary 189 (12"
Turkey 305 (6™ |India 250 (8™ |Belgium 305 (5™) | Morocco 103 (20™) | Slovakia 133 (16™)
Croatia 243 (9™ | Bangladesh 220 (10™) |Germany 258 (7™) Poland 115 (18™)
Bulgaria 218 (11™) |[Indonesia 108 (19™) |[Holland 189 (13™)
Albania 99 (21*) |HongKong 88 (23™) |Portugal 156 (15™)
Pakistan 79 24™ |UK 122 (17™)
Austria 93 (22"
Total 2,423 Total 2,230 Total 1,812 Total 866 Total 447
Table 15: Greek garment imports, US$ millions in 2003
Southern Europe Far East EU MEDA CE Europe
Turkey 48 (7™ | China 101 (4" |Italy 382 (1%
Albania 45 (8™ Spain 115 (2"
Germany 109 (3"
France 101 (5™
UK 66 (6™
Holland 43 (9"
Belgium 36 (10™)
Austria 26 (11™)
Total 93 Total 101 Total 878
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4.2. Markets in Southern Europe

Croatia imported in 2003 a total of US $ 310 million in garments (classified as
export commodities 61 & 62), of which 45% was sourced inside the EU-15,
19% from Southern Europe, 16% from the far East (including China), 2% from
Central Europe, 1% from MEDA countries plus a further 16% from elsewhere

around the world.

Table 16: Croatian garment imports, US$ millions in 2003

Southern Europe Far East EU MEDA CE Europe
Slovenia 26 (4™ China 47 (2" |1taly 101 (1) | Tunisia 3 (10™) |Hungary 6 (9™)
Turkey 16 (5™ Germany 26 (3" |) Poland 2 (12™)
Bosnia & H 8 (7th) Austria 12 (6™)

Romania 7 (8™
Serbia& M 2 (11th)

Total 59 Total 51 Total 139 Total 3 Total 7

Elsewhere in the Balkans, figures for the year 2000 for imports by Serbia
amounted to US$ 43.3 million of which 32% came from lItaly, 23% from

Germany and 14% from China. [See Table 17.]

Figures for Montenegro grew by 100% between 2000 and 2003, with Turkey
supplying most of the increase. [See Table 18.]
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Table 17: Garment imports by Serbia, US$ millions in 2000

Imported from

Italy
Germany
China
Turkey
FYROM
Czech Rep.

Other countries

Total

USS mn

$13.7

$9.8

$5.9

$2.7

$1.3

$1.2

$8.7

$43.3

%age
32%
23%
14%

6%
3%
3%

20%

Table 18: Garment imports by Montenegro/FYROM in 2000 & 2003, in US$ millions

Imported from
Slovenia
Turkey

Serbia

China
Croatia
Other
World

2000

2.0

1.0

0.9

0.5
0.6
4.5
9.6

2003

1.9

4.0

6.6

1.0
0.5
5.0
19.2

%change
-5

275

673

101
-12

12
100

18



Section 5: Labour and wages

Albania has an extensive tradition of garment production and has an
adaptable labour force skilled in the sector@ activities.

Foreign firms have been able to grow substantially since setting up in Albania,
allowing them to maximise the advantages created by their investment.

Table 19: Growth in workforce, selected foreign investors in the garments sector

Firm City Activity & Start # Employees
Start 2002 2005

Shq Trikot It Shkodra Women/underwear 1995 160 230 450
Spaniel Gr Korca Children/outerwear 1996 70 320 343
D’Alba It Tirana Men/shirts 1993 30 100 150
Pierino Gr Korce Children/outerwear 1991 70 140 145
Tremaglia It Durres Outerwear 1998 80 120 140
Tresse It Tirana Men/shirts 1998 40 100 140
Leal It Tirana Men/shirts 1996 50 80 120
Confab It Tirana Children/outerwear 1996 25 90 105
Moda It Shkodra Outerwear 1995 20 75 100
Jeans

Casual It Shkodra Outerwear 1994 22 45 75

5.1. Recruitment, staff training & retention

In a survey of 48 firms in the sector by INSTAT in 2003, none of the firms
surveyed reported having any recruitment problems. Some recruits arrive fully
trained prior to their employment. However, most firms prefer to select people
whom they can then train internally. A few firms send their staff for training at
the local Vocational School where they are taught basic skills.

Some firms requiring higher skills and paying above average wages report
lower rates of labour turnover. According to the survey® findings,
absenteeism is not a problem: levels vary from 1-5 people per day, depending
on the size of the firm, caused mainly by family health-related reasons.

Labour turnover varies from 15-25% a year. The main reasons are marriage,
children@ problems, illness and families leaving the area. Emigration was a
factor, but is now less common. 83% of employees in the sector are women.
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5.2. InvestorsCexperiences

Gruppo Sorrentini, owned by parent company Tresse, has expanded from
40 staff in 1998 to 140 today in an operation making men@ shirts.

QVe were delighted by number and skills of the applicants. We
prefer unqualified hires because we are able to train the workers
within the plant and we pay them according to their skills.O

Mr Salvatore Sorrentino, general director of Tresse, the firm®@ parent company

Tremaglia, an Italian venture in Durres, produces outerwear for men and
women. It has expanded its workforce from 80 in 1998 to 320 workers today.

QVe prefer qualified people but normally we hire are unqualified.
A part of the training is done internally, but in the meantime the
government has organized training courses for their qualification.
The 5% of the fund of social insurance is for the qualification of
new arrivals to obtain basic skills.O

Mr Eros Martinelli, general director

Leal in Tirana produces men@® shirts and has expanded its workforce from 80
to 120 workers.

On general applicants are unqualified for this kind of process and
we provide internal training to equip them to undertake the
various processes in shirt manufacture and work with our
specialist equipment. Some of our recruits have completed a
course at the vocational college in Tirana, but their qualification
is not sufficient for them to work in the company without further
training. We pay our staff according to three qualification

categories.O
Mr Lorenzo Enrichielo, manager

Vector Company in Korce produces children® wear and covers used in
children@ bedrooms. It expanded its workforce from 37 staff in 2000 to 68
workers in 2005.

QVe prefer to train new staff internally to obtain the same level of
basic skills. Some are trained within the plant with the support of
government funds; others are part trained in Greece. That is why
our quality is so high and our staff are paid above the norm for
the industry.O

Mr Nicolas Golfinopulos, General Director
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Pierino Company in Korce produces outer wear for children and has
expanded its workforce from 70 to 145 workers.

QVe are delighted by the number and skills of the applicants. We
prefer to hire qualified people from a vocational college here in
Korce, and we keep and protect this qualified workforce. For the
most qualified processes such as the tailoring of baptismal
dresses we provide training internally and pay these people at a
higher rate.O

Mr Vlasis Ruhotas, General Director

Confalb Company in Tirana produces children® outer wear for all seasons. It
has expanded its workforce from 25 to 105 people.

@enerally, the applicants are unqualified and our firm prefers to
train people internally. A limited number of people are more
qualified, having completed a three-year basic training course at
one of the vocational colleges. Nevertheless, we provide
specialist training for special processes, where the skills required
are higher.O

Mr Giuseppe De Francesco, owner of Confalb

D@lba Company in Tirana produces men® shirts. It has expanded its
workforce from 30 to 150 staff.

QVe inherited a well qualified workforce when we took over a
public enterprise. We have since recruited people who had
completed courses at vocational colleges. We undertake internal
training to upgrade the skills of key workers engaged in more
specialised processes, who are paid above average wages.O

Mr Paolo Damato, owner

21



5.3. Wage costs in the garments sector

The INSTAT enterprise survey in 2003 found 390 garments firms employing
10,980 people on an average salary of Lek 11,950 per month (equivalent to
' 100 per month or US $14,300 per year). This average figure had increased
by 6.5% compared to 2002. Wages paid in the garments sector are
significantly below the average wage of Lek 21,330 found in 2003 for all
sectors, a figure that had increased by 8.5% since the previous year.

20 foreign-owned garments companies paid an average monthly wage of Lek
17,040. This is 43% higher than the average for the sector as a whole. There
was wide variation in rates between firms, however. Three firms paid close to
the national minimum wage of Lek 11,376 per month; nine firms paid up to
50% more than the minimum wage and eight firms paid between 50-100%
above the minimum wage.

Within most companies, there is some differential between less and more
skilled workers: generally around Lek 1,000 to 2,600 (6-10%). However a few
companies reward their most skilled staff with wages of up to Lek 20-26,000
per month.

The employer® contribution towards social insurance is 30.7% of total wages
paid.

Table 20: Gross annual salaries in manufacturing in the new European states, in US$

Level: Management | Professlonal | Technical | Skilled | Unskilled
Albania 13,538 8,123 6,031 3,569 2,215
Serbia & Montenegro 11,967 10,649 6,497 5,715 4,293
Bosnia-Herzegovina 22,521 14,250 12,600 7,667 5,467
Macedonia 26,251 14,214 10,797 5,701 4,079
Croatia 35,283 22,317 16,862 11,408 7,714
Slovak Rep. 21,189 NA 11,273 5,152 3,699
Czech Rep. 21,193 NA 12,687 9,389 6,583
Hungary 37,170 NA 17,860 8,744 7,618

Source: MIGA, World Bank Enterprise Benchmarking Programme, 2005
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Section 6: Universities, technology and quality

6.1. Universities and college support for the garments trade

Albania has several specialist education centres in its tertiary level education
system that focus on garments.

Tirana Polytechnic has a department of textiles and garments engineering.
The 5-year programme enrols 20-30 students per year and includes modules
on materials, machinery, marketing and economics. The institute also has a
certified materials testing lab.

The Academy of Fine Arts in Tirana includes a course covering design for
production which takes 10-20 students every year.

There are vocational schools for 15-18 year olds in Tirana, Durres, Shkodra,
Vlore and Korce. The courses offered include basic sewing.

6.2. Languages

Albania® population is unique in the number of Italian and/or Greek speakers
within its general population. Brought up speaking their second language from
birth so as to be broadly bilingual, many speak Italian and/or Greek like a near
native.

A high proportion of graduate Albanians are able to speak English while a
smaller proportion speak French and/or German.

6.3. Quality

A growing number of factories are pursuing ISO certification, and already the
majority of parent companies meet ISO 9001: 2000 standard for quality.

A growing number of subsidiaries are now seeking ISO 9001. Shqiperia
Trikot, an Italian investor in Shkodra engaged in the manufacture of inner
wear, employs 450 people in an ISO-certified facility.

6.4. Technology adoption

As with other sectors, the development of the garments sector is built around
the application of modern technologies.

While garment production is based around the use of basic sewing
equipment, a limited but growing number of firms are investing in pattern
cutting equipment enabling cutting to be carried out locally from free issue
cloth. A few cutting systems are computer controlled.

A few foreign-backed firms are employing guide machines for the integration
of several processes.
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Two firms employ a hanging system to improve workflow and reduce work in
progress, and at least three firms are using computer based planning systems
to monitor and control stocks and production.

In tandem with the growth of garments manufacturers comes the development
of firms required in support processes.

Several firms are subcontracting the washing of jeans and other garments to
Rainbow Industries, an Italian subsidiary in Tirana which was set up in
January 2005 and has an output of 2-3,000 pieces a day. The firm offers a
two-stage cleaning process, a morbidity phase to soften the fabric followed by
a stone wash enzymatic process.

Firms delivering equipment supply and servicing are also available. Adriatex,
an lItalian subsidiary set up by Vermatex in 2003 in Tirana, has around 200
clients and an annual turnover of around Lek 30million (! 240,000).

6.5. Brands

A host of major Western brands source goods in Albania.

Among the brands making periodic inspections to the production units in
Albania are: Nike, Dolce Gabana, Disney, Miss Sixty, Pierre Cardin, Clink,
Palomino, Originalmarines and Papillon.

Table 21: Some producers of major brand goods

Firm (Parent) Product Brand

Tremaglia (Due Kappa) Children's wear Pierre Cardin

Alfan (Fanco) Sportswear Adidas, Reebok, Levis, Escada, Puma
Confalb (Defra) Children's wear Originalmarines, Disney, Pollomino
Kitten Children's wear Disney

Casual Women's outer wear Cover, Keegan, Dungaree, Labelle
Conf Tirana Jeans Clink

Gruppo Sorentini (Tresse) Shirts Pierre Cardin, Patagonia, Helly Hansen
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Section 7: Legal and tax issues

7.1. Regqistration

The key steps when setting up a new subsidiary are:

¥ Prepare the statutes of the company and its foundation act as a limited
liability company.

¥ Register the company at the Tirana First Instance Court. This process
normally takes 5-10 days and costs Lek 4,500.

¥ Register at the social security, tax and labour offices, and at the Chamber
of Commerce & Industry.

¥ Register with the customs office.

7.2. Key features of the tax structure

The standard VAT rate is 20%. Fasson producers with 100% exports only pay
VAT on 1% of the import value only.

Corporation tax on net profit is 20%.

Local property tax varies between regions. In Tirana the tax for industrial
space is Lek 200 per sq metre per year.

Personal income tax paid by employees is banded at the following rates:
Up to 14,000 Lek Tax free
14-40,000 Lek 5%
40-90,000 Lek 10%
90-200,000 Lek 15%
200-500,000 Lek  20%

The employer® contribution for social insurance is 30.7% of the gross wages
of all employees
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7.3. Customs

The following customs procedures apply for outward processors (facon
producers):

¥ Annual application to the Procedures Department in the Directorate of
Customs where the following documents are produced:

b Completion of an application form
b Details of contract with foreign client

b Annual declaration of imports of raw materials and corresponding exports
in previous year

b Certificate of customs tariffs paid in previous year

If granted, the company becomes an authorised facon producer for a period of
one year. This enables them to import raw materials for export on payment of
1% of the import price (instead of the normal customs duty + VAT at 20%).

Some firms have reported issues with customs procedures and delays at the
borders. However, other firms have found no problems in this area.

Daniel Creations imports cut materials from Modena on a regular basis
through the port of Durres:

QVe employ a local handling agent and find that, provided the
paperwork is in order, the customs processes take around 4
hours. The ferry leaves Ancona at 11pm and arrives at about
4pm the next day in Durres. Customs clearance is carried out
the next morning and we receive the raw materials at around 4
pm. This is around 48 hours after the goods leave our parent
company in Modena. We experience no delays with goods being
exported.O

Ms Valbona Mehmeti, Manager of Daniel Creation in Tirana
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Table 22: List of main Customs Agents

Company Contact Telephone No Branches in Albania
A&a Aliona Zeqiri | + 69 20 97 831 Durres, Tirana, Kapshtice, Qaf
Thane, Hani 1 Hotit, Morine
Alba Alban Shehri +69 20 35077 Durres, Tirane
Kontroll
Ben Impex Miranda + 682021976 Durres, Tirana, Kapshtice, Qaf
Kapllani Thane, Hani 1 Hotit, Morine
Dean Laura Kasa +69 20 72 037 Durres, Tirana, Kapshtice, Qaf
Thane
Ekspres Jorgo Naumi + 68 20 22 545 Durres, Tirana, Kapshtice, Qaf
Albania Thane, Hani i Hotit, Morine
Laura Kostandin + 68 21 85 861 Durres, Tirana, Kapshtice, Qaf
Risto Thane
Mirlin Armand Qosja | + 69 20 21 863 Durres, Tirana, Kapshtice, Qaf
Thane, Hani 1 Hotit, Morine
Redam Perparim + 68 20 26 233 Durres, Tirana, Morine
Daklli
Ujor Rezarta Kallfa | + 68 20 21 411 Durres, Tirana, Kapshtice, Qaf

Thane, Hani 1 Hotit, Morine
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Section 8: Utilities and transport

8.1. Utilities

The cost of utilities, including phone charges, is consistent with other
countries in the region.

Table 23: Average cost of utilities

Electricity Lek 8 per kW (+ VAT)

Gas -

Diesel oil Lek 105 per litre

Telephone Line rental Lek 80 per month

(1 unit =3 mins) | Call in Albania Lek 4.5 for first unit, then Lek 1.5 per unit

Call adjacent country Lek 42 per unit
Call the USA Lek 150 per unit

Internet (256 kb/s) Lek 24,000 per month

Water Lek 60 per cubic metre
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8.2. Freight Transport

Slovaki.‘_a Ukraine
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The following daily ferries run from the main port of Durres:
Durres > Bari: 8 hours.
Durres > Ancona: 18 hours.
Durres > Trieste: 20 hours.

Transport times to Greece utilising road routes:
Korce > Kapshtice: 1 hour.
Korce > Macedonian border: 90 minutes.

Transport options to Germany follow two main routes:
By ship from Durres >Trieste, then by road to Munich: 36 hours.

By road from Shkoder > Montenegro, then 1,400km to Munich: 48
hours.



8.3. Air Connections

Table 24: Italian connections

City Airline Frequency
Ancona Ada Air 5 per week
Bari Albatros 4 per week
Ada Air Daily
Bergamo Albatros 3 per week
Bologna Albanian Daily
Brescia Albatros 1 per week
Florence Club Air 3 per week
Genoa Albatros 2 per week
Milan Albanian Daily
Alitalia 2 per day
Pescara Albatros 2 per week
Pisa Albatros 2 per week
Rimini Albatros 2 per week
Ada Air Daily
Rome Albanian 4 per week
Alitalia Daily
Venice Albatros 2 per week
Verona Albatros 2 per week
Club Air 5 per week
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Table 25: Other European connections

City
Frankfurt
Vienna

Athens

Thessalonica
Budapest
Belgrade

Istanbul

Sofia

Prestina

Skopje

Airline
Albanian
Austrian
Olympic
Ada Air
Albanian
Ada Air
Malev
JAT

Turkish
Albatros

Hemus

Albanian
Ada Air
Ada Air

Frequency
2 per week
2 per day
Daily

5 per week
4 per week
5 per week
6 per week
3 per week

6 per week
5 per week
3 per week
Daily

5 per week

6 per week
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Section 9: Sites and premises

There are a range of sites and premises options available for investors in
Albania.

As a rough rule of thumb, the cost of buying new industrial space is roughly
I 400-450 per square meter in Zone 1 (city centre) and 350-400 in Zone2
(outside the city centre).

Equivalent lease costs are ! 3-6 and ! 2-3 per month.

9.1. Purchase Options

There are two basic purchase options: new buildings or existing buildings.
Incoming garments sector firms have followed both options.
¥ Purchase site and development of new building:

o Trumph, in Durres, has 220 employees in a 4,000 sq metre new facility
¥ Purchase and modernise old buildings:

o Shqgiperia Trikot, in Shkodra, has 450 employees in a 5,000 sq metre
renovation

p Alfan in Korce has 260 employees in a 2,700 sq metre space
p Daniel Creation in Tirana has 146 employees in 1,600 sq metres of space
p Casual in Shkodra has 75 employees in 1,800 sq metres of space

9.2. Rental Options

The most common option is to rent an old but modernised building. These are
mainly former public enterprises.

Examples of rates paid by existing firms in Albania include:
p Spaniel in Korce, which has 340 employees in 3,800 sq metres
p Silver Star in Korce has 125 staff in 1,200 sq metres
p Arieta Collection in Tirana has 52 staff in 800 sq metres

A recent survey of 20 foreign garments investors found an average premises
size of 1,755 square meters and 160 employees. Rental rates per square
metre range from $1.00 to > $4.00 with an average of $1.78.

32



Section 10: ANIH Contact

Please see http://www.anih.com.al.

Under the tab @usiness GuideOyou will find information on how to invest
together with downloadable company registration forms.

Under the tab @PublicationsGa comprehensive Investor® Guide to Albania can
be downloaded.

To find out more about opportunities in Albania and how they can benefit your
company, contact:

The Albanian Foreign Investment Promotion Agency B ANIH
Blv. "Gjergj Fishta", P. Shallvare, Tirana, Albania

Tel: +355 4 252 976 or 252 886
Fax: +355 4 222 341
E-mail: info@anih.com.al
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