Republic of Albania
Ministry of Finance 

[bookmark: _Hlk139634908][bookmark: _Hlk115322484]STRENGTHENING QUALITY OF AUDITING AND REPORTING PROJECT - ALBANIA
Terms of Reference 
for 
Strengthening standard setting and increasing capacity of Bank of Albania on financial reporting (Technical assistance and training for Bank of Albania on IFRS) 
Ref. SQARP-AL-CQS-1.2

1. Background
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Over the past two decades, Albania has experienced rapid growth while mitigating macro-financial vulnerabilities that emerged after the Euro-area crisis. 
Despite recent reforms in the business regulatory framework, Albania still has further progress to make to modernize and improve its business environment and to ensure a proper enforcement of the improved regulatory framework. The Government of Albania (GOA) has taken some measures to improve the overall business climate in the country by streamlining business procedures through e-government reforms and by undertaking comprehensive structural reforms to both improve relevant legislation in a variety of sectors and lower the fiscal burden on companies. In addition, the GOA aims to strengthen the quality of and increase confidence in corporate financial reporting, as well as to ensure the reliability of financial information provided by corporate entities, including state-owned enterprises (SOEs). 
The 2019 WB Accounting and Auditing Report on Observance of Standards and Codes (A&A ROSC) update confirmed that Albania has made satisfactory progress in improving corporate financial reporting; however, it noted that further efforts are needed. The 2019 A&A ROSC Update noted that GOA should continue to work to close the gaps and converge its corporate financial reporting statutory framework closer with the EU’s acquis communautaire relating to company law, financial reporting, auditing, financial market, and financial institutions. Based on the 2019 A&A ROSC recommendations[footnoteRef:1] the Country strategy and Action plan (CAP) was revised in 2020 to include an extended reform agenda until 2023, setting out an updated strategy and action plan with a clear program of further reforms to enhance Albania’s legal framework in line with EU acquis, institutions, accounting and audit profession, and the CFR in general.  [1: ] 

Reform implementation in Albania is bringing important transformations throughout the CFR ecosystem, to the benefit of economic growth, financial stability, and taxation. 
While previous two projects, namely the Corporate Financial Reporting Enhancement Project (CFREP) and Enhancing the Quality of Financial Reporting Project (EQ FINREP) covered a lot of ground and secured important results, prominent issues and priorities remain to be tackled and reforms initiated need to be advanced further to achieve and sustain results more fully. In order to address these issues and priorities the updated CAP explores several areas of attention.
While Albania has made good progress in developing the statutory framework for corporate financial reporting in recent years with amendment of the Audit Law in 2016 and enactment of the new Accounting Law in 2018, the GOA intends to continue to work to close the gap and fully converge its corporate financial reporting statutory framework with the EU legislation; this is generally a moving target as EU legislation is being permanently modernized, the priority of the Government is to be able to comply with the legislation in substance by the time of negotiations with the EU. The Strengthening Quality of Auditing and Reporting Project (SQARP) will continue to assist the authorities in the legislation convergence and build sustainable capacity for this process to continue when needed after the project completion. 
New developments in the Albanian economy have highlighted the need to develop accounting guidelines and training addressing the requirements of specific industries, including SOEs and financial sector entities. Financial regulators, respectively the Bank of Albania (BoA) and the Financial Supervisory Authority (AFSA) have made good progress in implementation of IFRS for prudential reporting but further work is needed to develop supervisory models and increase technical capacities. 
The SQARP project provides a necessary underpinning for the continued reform and will contribute to better enforcement of corporate financial reporting in Albania. It follows up on the CFREP and  EQFINREP (phase I and phase II) by building on and reinforcing previous reform work, support the implementation of improved laws and bylaws and other priority reforms reflected in the updated CAP. Project development objective of CFREP was to create a transparent policy environment and effective institutional framework for corporate financial reporting in line with best international practices, aligned with EU acquis communautaire, while EQFINREP focused on improving the capacity of relevant national institutions to teach, support, regulate, enforce and disseminate high-quality corporate financial reporting in Albania in line with the relevant parts of the EU acquis communautaire and good international practice; contributed to strengthen human and institutional capacity of universities, accountancy and audit professional organizations, tax and supervisory authorities, and the commercial register. 

The SQARP is financed under a Swiss State Secretariat for Economic Affairs (SECO) grant, administered by the World Bank, and executed by the Ministry of Finance (MoF).

The responsibility for the implementation of recipient executed activities are with key stakeholders, project coordination and day-to-day project management with the MoF, while the National Steering Committee (NSC) will have an overall oversight role. The Deputy Minister of Finance, in her capacity as responsible for financial reporting reforms in Albania and Chair of the NSC, will be accountable for progress in project implementation.

Fiduciary aspects of the trust fund management, including procurement and financial management, are handled by the General Directorate of Financing and Contracting (GDFC) at the MoF.

The project includes the provision of both technical and financial resources to strengthen the reform implementation capacity of the reform implementation group, specifically a local project coordinator and an international strategic consultant.

[bookmark: _Hlk149840551]2. Objectives of the assignment
In the context of enhancing the Bank of Albania’s (BoA) knowledge and capabilities regarding credit risk, these Terms of Reference cover part of the Component 1 of the project which aims to improve the capacity of the Bank of Albania to implement International Financial Reporting Standards (IFRS) as the reporting standard for commercial banks for prudential purposes and increase the staff knowledge on IFRS 

The Bank of Albania needs technical assistance concerning developing and deploying a set of supervisory challenger models (such as rating, probability of default (PD), loss given default (LGD)), based on the data stored in their national credit and central registries, in order to generate benchmarking data that will help to better challenge the output of the industry’s internal models (PDs, LGDs, expected credit losses (ECL)) used for provisions calculation and identify outliers. Developing credit risk parameters is an iterative process entailing successive tasks (data extraction, quality analysis, and improvement; segmentation; testing and validation of different modelling approaches; final model), continuous feedback from users, and continuous training. From a logical perspective, several inputs are required to be able to calculate ECL, namely PD, LGD and Exposure at Default (EAD), but to obtain these parameters previous modelling steps –such as workable definitions of default and rating– are required. This whole process requires granular and refined data, which may not be readily available at this stage to the BoA, as well as capacity building..

In this context, the consultant will provide expert help to support the BoA’s internal team in the development of the first stages of the challenger models, and specifically the probability of default model and to provide specialized training to ensure BoA’s supervision staff is able to understand and maintain the PD model and further advance preparation of the rest of the supervisory models.  

Stakeholder for this component is the Bank of Albania.

The MoF, which chairs the Reform Implementation Group (RIG), is seeking on behalf of BoA, an international consultancy firm (hereafter referred to as the Consultant) that has the necessary capabilities to achieve the objectives of the proposed activities. 
This activity should support the achievement of the following SQARP’s indicator: “Strengthened capacities at BoA for IFRS and financial reporting requirements enforcement, including use of e-tools”.
3 [bookmark: _Toc305707157]Scope of work
[bookmark: _Hlk149840587]The consultant will provide technical support to the Bank of Albania for the development of a plan for building the supervisory challenging model and implement the preparation of a PD model for supervisory purposes. 
The project involves support to the BoA team in Tirana, for an estimated period of 3-4 weeks as well as providing remote support, as needed. 
The project will be divided in sequential phases throughout 2024 and would result in the development and deployment of a set of challenger models that could be used in future supervisory activities.
4 Deliverables
The project will be delivered by the consultant in two phases as described below. 
Before starting implementation, the consultant will discuss and agree with the Bank of Albania an Inception Report that details further the deliverables, timetables, teams and other necessary arrangements, in line with this TORs. 
Phase I.	Define modelling approaches, segment selection approaches, data extraction and quality analysis, and training in tools and modelling approaches and methodologies as warranted. 
Deliverables will include: (i) report which comprises documentation of modelling approaches, including a summary of modelling approaches advantages and shortfall; (ii) report with the documentation of segmentation approaches; (iii) the list of data extraction/transformation requirements and initial reference dataset (RDS); (iv) the list of data quality tests and results, including action plans for issues remediation; (v) a first model design draft; and (vi) training for relevant BoA’s staff (at least 25 people), including provision of materials. This phase will be carried out in Tirana within 4 months from the signing of the consultancy contract. 
Phase II.	Development of first rating models, development of first PD models (i.e., e-tools), inclusion of users’ feedback, documentation of data quality issues, new request for data, documentation of first models, validation of the models, and continuous remote support as needed. 
Deliverables will include: (i) first rating and PD models; (ii) model documentation, including analysis and conclusion on results and final RDS; (iii) model and analysis codes; (iv) Q&A file with audit trail of questions and answer during model development; and (v) list of lessons learned and update of internal approaches documentation. This phase will be carried out mostly through remote communication (emails, phone and video conferences) within 8 months from the signing of the consultancy contract. 

	
	Deliverable
	Delivery date

	
	Inception report
	Within 1 month from contract signature

	4.1
	Define modelling approaches, segment selection approaches, data extraction and quality analysis, and training in tools and modelling approaches and methodologies as warranted.

	

	1 
	Report which comprises documentation of modelling approaches, including a summary of modelling approaches advantages and shortfall. 
	Within 2 months from contract signature

	2
	Report with the documentation of segmentation approaches purposes.
	Within 2 months from contract signature

	3
	The list of data extraction/transformation requirements and initial reference dataset (RDS);
	Within 3 months from contract signature

	4
	The list of data quality tests and results, including action plans for issues remediation.
	Within 3 months from contract signature

	5
	The first model design draft.
	Within 4 months from contract signature

	6
	Training delivery, including provision of materials.
	Within 4 months from contract signature

	4.2
	Development of first rating models, development of first PD models (i.e., e-tools), inclusion of users’ feedback, documentation of data quality issues, new request for data, documentation of first models, validation of the models, and continuous remote support as needed
	

	1
	First rating and PD models.  
	Within 7 months from contract signature

	2
	Model documentation, including analysis and conclusion on results and final RDS.
	Within 9 months from contract signature

	3
	Model and analysis codes.
	Within 10 months from contract signature

	4
	Q&A file with audit trail of questions and answer during model development.
	Within 11 months from contract signature

	5
	List of lessons learned and update of internal approaches documentation.
	Within 12 months from contract signature


Note: The delivery dates above are indicative dates.
5 Terms
The assignment is expected to start in January 2024. The activities described in these TORs are expected to be completed within a period of 12 months, following the signing of the consultancy contract. Specifically, the consultant is expected to perform the activities within the deadlines described in the “Deliverables” section.
The expected level of effort is a maximum of 54 days spread during the implementation period. As desired that the International Consultancy company will arrange for this assignment a project team comprised of international qualified staff. 

The consultant’s experts are not required to be located all the time in Albania, though it is expected that the core members of the project team of the consultant will visit the country not less than 25 days during the implementation period. The timing and frequency of visits will be agreed beforehand with BoA.
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The Consultant will report to the Bank of Albania and to the responsible unit in the Ministry of Finance. During all implementation time the consultant will maintain frequent communication with the designated team of the Bank of Albania. For administrative matters, the consultant will communicate as necessary with GDFC.

Bank of Albania will provide the consultant with facilities, office space, and communication means, as necessary for the performance of the consultancy assignment. 
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The consultancy firm shall meet the following qualifications:
General qualifications
· At least 10 years’ experience in providing consultancy services in the financial industry 
· At least 5 years demonstrated experience in the field of prudential regulation and supervision, to assist in providing direction to complex policy work and implementation; 
· Knowledge and practical experience of the challenges faced in model implementation; 
· Capacities in using of available modelling methodologies and tools, such as R, SAS and SQL; 
Relevant/ Specific experience
· At least 1 (one) experience in design, implementation and validation of credit risk AIRB and IFRS 9 models; 
· At least 1 (one) experience in multiple supervisory on-site inspections of AIRB models in different European countries;
· At least 1 (one) experience in developing challenging models, including rating, probability of default, loss given default, and expected credit loss;
· Knowledge and practical experience of building and managing databases, including data segmentation, extraction, and analysis;
· At least 1 (one) proven experience in the preparation and delivery of trainings on credit risk modelling; 
· Specific knowledge in the Balkan region, including experience in a bank supervisory authority will be an asset.
Availability of qualified staff
· Have adequate team members to perform the activities under this assignment. 
The International Consultancy company should arrange a project team comprised at a minimum of 2 (two) key experts and non-key experts if/as deemed necessary to implement contract activities. The key experts shall meet the following qualifications:
(a) University degree in finance, accounting, economics business administration;
(b) At least 10 years professional experience in prudential supervision and regulation corporate financial reporting in EU Member States; 
(c) At least 1 year experience with implementation of international similar projects will be an asset. 


During contract implementation, the Consultant shall display and maintain excellent communication and interpersonal skills, as well as demonstrate abilities to provide clear and concise explanations of complex financial and risk concepts and models.

CVs of the staff will not be evaluated during the shortlisting phase, but only during negotiation with the first ranked consultant that will be invited to submit a proposal. 
The evaluation criteria to be used for selecting the successful Consultant will be the following: 
(i) General Qualifications, including core business and years in business, (30 points);
(ii) Relevant experience, including previous experience in the field of assignment, (60 points);
(iii) Availability of qualified staff within the consulting firm (10 points).

8 Restrictions
In addition to the standard conflict of interest restrictions specified in the consulting contract, all materials created under this Contract will remain the sole property of the Bank of Albania. 

The Consultant shall have no material interest in any of the outputs of this assignment.

On the commencement of the assignment, the Consultant will jointly prepare with the Ministry of Finance a statement of confidentiality that will bind the Consultant to nondisclosure of any sensitive information that he/she may become knowledgeable of during the assignment. 

The terms of this agreement shall be made consistent with the relevant privacy laws of the Republic of Albania.

9 Selection 
The service will be selected under the provisions of the World Bank Procurement Regulations for IPF Borrowers “Procurement in Investment Project Financing Goods, Works, Non-Consulting and Consulting Services (July 2016, Revised November 2017, August 2018, November 2020), based on the method of Consultants Qualification Selection (CQS) Method, Lump - Sum Contract. The Bank requires that firms or individuals involved in Bank IPF procurement shall not have conflict of interest. 
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