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EXECUTIVE SUMMARY

Eurostat carried out an EDP dialogue visit to Laton 15-16 February 2012, accompanied
by observers from the Directorate General for Eaoiccand Financial Affairs (DG ECFIN)
and the European Central Bank (ECB). Latvia wasesgnted by the Central Statistical
Bureau of Latvia (CSB), the Ministry of Finance ladtvia (MoF) and the Bank of Latvia
(please see the list of participants in Annex 1).

Eurostat carried out this EDP dialogue visit inertb review the implementation of ESA95
methodology and to ensure that the provisions®B8A95 Eurostat Manual on Government
Deficit and Debt (MGDD) and Eurostat decisions duéy implemented in the Latvian EDP

and Government Finance Statistics (GFS) data.

The main aims of the visit were to assess thetingtnal arrangements of the EDP
compilation; to clarify the issues relating to EE#Ples raised in the context of the previous
notifications; to analyse sectorisation practices;verify the recording of government
transactions with banks; to analyse methods usethéoEU flows' recording; to analyse the
recording of assumption of debt of the Latvian ObpyenCommittee; and to verify the
recording of capital injections by government irr Bialtic Corporation. The agenda of the
meeting is in Annex 2.

Concerning the institutional issues, Eurostat tooke of the new legislation, which has
increased the CSB's powers with respect to EDP datigm and reporting. The CSB agreed
to send to Eurostat a copy of the implementing gjinés for the Regulation.

Eurostat encouraged the CSB to start drafting tBé¢ Enventory according to the new
structure and welcomed the Latvian statistical auities' reinforced commitment to verify
the “future period expenditures / revenues” recdridehe EDP tables.

When discussing the significant revisions madeh® data of reclassified state real estate
company "Valsts NekustamipaSumi", Eurostat noted that it is important tossroheck the
statistical discrepancies between non-financial &ndncial accounts for all reclassified
enterprises on a regular basis, and ensure thalusgion of assets is properly excluded from
all business accounts data used for reclassifieerises when compiling ESA95 based
non-financial accounts.

Eurostat and the CSB agreed that, in future, reifleations of large public corporations to
general government should be made in the datatinerfirst year in which their ratio of sales
to production costs falls below 50% (i.e. when thae considered non-market). The
treatment of subsidies paid to the Riga bus compeay clarified and the CSB agreed to
check the calculation of the 50% test for all trgors companies.

Eurostat took note that the losses of Parex Barkatdl expected to be in accordance with
the base scenario of the restructuring plan. Ther@eBank agreed to inform Eurostat when
Parex Banka is removed from the MFI list and thd8@Sreed to re-examine the statistical
classification of Parex Banka shortly after this.

Eurostat took note that the 15 year loan from tinegiment to the Deposit Guarantee Fund
could be repaid without recoveries from Krajbardad hence should be recorded in financial
accounts. Losses of deposits of municipalities rasthssified enterprises should be recorded
as other changes in volume in 2011.

Eurostat agreed to contact the CSB with its viev20hl deficit impact (39 or 50 MLVL) of
anticipated losses of the Mortgage and Land BankBMwhilst confirming that any further
realised losses beyond the amount recorded in 2@idd be recorded in later years. The

2



Central Bank agreed to provide Eurostat with itsabesions about the MFI list treatment of
MLB after the commercial assets have been solhsterred to another body.

Concerning the time of recording of EU flows in th@vernment accounts, Eurostat agreed
that the CSB should proceed with the method, whikhbased on MoF's EU funds
management information system. This newly propasethod would ensure that revenue
from the EU would be recorded on accrual basisatitne when funds are actually spent on
behalf of the EU by local and other government bsdi

Eurostat agreed with the proposal to treat the ajuaes given to the Latvian Olympic
Committee's (LOC) lending as government debt attitine of inception, but suggested to
record the first debt assumption in end-2011 inatm@unt of debt outstanding in end-2011.

Eurostat agreed with the proposed recording oftabpijections by the government in Air
Baltic Corporation (ABC) as capital transfers aoddcord the purchase of shares as a capital
transfer from government to Krajbanka. Eurostaeddhat recoverability of the loan from
government to ABC should be verified when it ishdissed.

Eurostat took note of the government's intentioauotion European Trading System (ETS)
permits in 2012. Concerning the recording in natlatcounts it recalled that when the cash
is received from the auction of the ETS permitsemtry of other accounts payable is
recorded; and the revenue is to be recorded wheecetttificates are surrendered.

Quarterly financial accounts (QFAGG) data showeghificant other economic flows in
government equity liabilities in 2011, which acdogito the CSB related to reclassifications
of port authorities to the general government secto

Eurostat very much appreciated the co-operation tamgsparency demonstrated by the
Latvian statistical authorities during the meetiagd the documents provided before the
dialogue visit.



INTRODUCTION

In accordance with Council Regulation (EC) No 4109 of 25 May 2009 (as amended by
Council Regulation (EC) No 679/2010) on the appiaaof the Protocol on the excessive
deficit procedure annexed to the Treaty establghhre European Community, Eurostat
carried out an EDP dialogue visit to Latvia on X5February 2012.

The delegation of Eurostat was headed by Mr Franequiller, Director of Directorate D:
Government Finance Statistics. Eurostat was als@sented by Mr John Verrinder, Head of
unit Unit D-3: Statistics for Excessive Deficit eemlure (EDP 2), Ms Viera Karolova, Ms
Giovanna Dabbicco and Mr Peeter Leetmaa. Reprasagaf the Directorate General for
Economic and Financial Affairs (DG ECFIN) and therépean Central Bank (ECB) also
participated in the meetings as observers (pleaséh® list of participants in Annex 1).

Latvia was represented by the Central StatistiaaieBu of Latvia (CSB), the Ministry of
Finance of Latvia (MoF), The Treasury of Latvia @hd Bank of Latvia (the Central Bank).
A board member of government's financial consulf@nidentia and the "Air Baltic" co-
ordinator from the Ministry of Transport participdt during the session on Air Baltic
Corporation.

Eurostat carried out this EDP dialogue visit inertb review the implementation of ESA95
methodology and to ensure that the provisions®B8A95 Eurostat Manual on Government
Deficit and Debt (MGDD) and Eurostat decisions duéy implemented in the Latvian EDP

and Government Finance Statistics (GFS) data.

The main aims of the visit were to assess the tingtnal arrangements of the EDP
compilation; to clarify the issues relating to EE#Ples raised in the context of the previous
notifications; to analyse sectorisation practices;verify the recording of government
transactions with banks; to analyse methods usethéoEU flows' recording; to analyse the
recording of assumption of debt of the Latvian ObpyenCommittee; and to verify the
recording of capital injections by government irr Bialtic Corporation. The agenda of the
meeting is in Annex 2.

With regard to procedural arrangements, the Maindlisions and Action Points would be
sent to Latvia for review. Then, within weeks, tRsovisional Findings would be sent to
Latvia for review. After this, Final Findings wibe sent to Latvia and the Economic and
Financial Committee (EFC) and published on the vtelo$ Eurostat.

Eurostat very much appreciated the co-operation tamgsparency demonstrated by the
Latvian statistical authorities during the meetiagd the documents provided before the
dialogue visit.

1. STATISTICAL INSTITUTIONAL ISSUES

1.1. Institutional responsibilities in the framewok of the reporting of data under the
EDP and government finance statistics compilation

Background

The CSB leads a permanent working group consisiings own staff and representatives
from the involved institutions: Ministry of Financthe Treasury and Ministry of Economy,
as well as from the Central Bank. The CSB has alpower to invite representatives from
other state institutions for discussions of specifuestions (the Ministry of Defence, the
Ministry of Welfare, Riga City Council, etc). Thedal basis for the above-mentioned
working group is the Cabinet Regulation No 748 &Rig October 2011), which has



strengthened the central role of CBS and has giverew powers to request statistical
information.

The Regulation prescribes how the EDP notificatsbrall be prepared and submitted to
Eurostat. The Regulation defines the content aedi#tail of data to be submitted to the CSB
for notification purposes by the main data provsdemM™MoF and the Treasury. In addition the
CSB now has the right to request that any kindnédrimation from all units belonging to
S.13 and all units over which government has caniiee CSB provided to Eurostat before
the visit a translation of the regulation.

The data exchange between the Central Bank an€ 8tk is fixed in a separate bilateral
agreement.

Discussion

Eurostat took note of the new legislation, whicls hecreased the CSB's power in the EDP
compilation and reporting, and that this is beimplemented. The implementing guidelines
for the regulation are currently under preparatiQuality assurance of data verification
procedures was discussed and according to the @8& s no quality report on the
verification process for the data transmitted g/ ittain data providers.

Conclusions

Action point 1: The CSB will send a copy of the [C&Rtral Bank bilateral agreement to
Eurostat by end-March 2012, if possible in Endlish

Action point 2: The CSB will send to Eurostat aycop the implementing guidelines for the
Regulation, when they are finalised.

1.2. Data sources
1.2.1. Changes in data sources

The Latvian statistical authorities explained thaé of public accounts data available by 1
March (instead of flash data available in Janudoy)the year n-1 should limit revisions
between April and October notifications of year n.

The Latvian authorities explained that Latvian peibccounting is based on an "IPSAS-like"

accrual system: the standard IPSAS are appliegptxor taxes (time adjusted cash method)
and for transfers other than EU transfers. Eurastatmed the Latvian statistical authorities

about the ongoing Eurostat study on suitabilityleEAS in the EU Member States and

encouraged the Latvian statistical authoritiesaimglete the survey.

1.2.2. EDP inventory

Eurostat thanked the CSB for completing the inventath a description of the adjustment
lines in EDP tables 2 (subsequently published 0di®2011) and encouraged the CSB to
start drafting the EDP inventory according to tegrstructure.

1.2.3. Other accounts receivable / payable
Discussion

Eurostat welcomed the Latvian statistical autheslitireinforced commitment to verify
receivables / payables recorded under “future peexpenditures / revenues” in EDP tables

! E-mail sent by the CSB on 29.02.2012.



2, which have undergone significant revisions intipgcthe deficit in past EDP notifications
for years t-1 and t-2.

The document on “future period expenditures / reresh submitted by the CSB prior to the
meeting indicated that the item “future period exgitures” for 2010 includes use of advance
payments granted in 2008 and 2009 by Ministry ofiB®al Development and Local
Government (MRDLG) for national and regional deypah@nt centres and development pre-
school infrastructure in the amount of 55.6 MLVLhe€Tl funds were spent by local
government in 2010.

Conclusions

The Latvian statistical authorities agreed to wetiife correct and consistent recording of the
use of advance payments by the MRDLG, for the amoti65.6 MLVL in 2010, across all
EDP naotification tables.

Action point 3: By end-March 2012, the CSB will dhé the reduction in “future period
expenditures” in 2010 concerning the Ministry of gimal Development and Local
Government was consistently recorded across all HioBfication tables (in particular
Table 2Cj.

2. FOLLOW-UP OF THE OCTOBER 2011 EDP REPORTING —
ANALYSIS OF EDP TABLES

Background

The net lending / borrowing of the reclassifiedestaeal estate company "Valsts Nekustamie
Ipasumi" was revised by 0.25% of GDP between theil Agmd October 2011 EDP
notifications, i.e. from 15.9 to -16.3 MLVL. Arountdalf of this revision came from a
revision of the profit/loss account and the otheif ldue to change in the treatment of
revaluation of investment properties. In the cleafion for the October 2011 EDP
notification, Eurostat suggested to investigate gbssibilities to improve the quality of the
guarterly-based assessment of profit/loss and watiah of the properties. Due to problems
relating to the treatment of the revaluations, dieécit (of the non-financial accounts) was
further revised to -1.0 MLVL in the document suleut by the CSB before the meeting,
which also indicated that the financial accountd slaown a surplus of 0.5 MLVL in the data
prepared for the October 2011 EDP notification.

Discussion

The revaluation of assets and the substantial iomgsof data related to the real estate
company "Valsts Nekustamigpasumi" were discussed. Eurostat expressed conabmst
the several substantial revisions of the real estaimpany's data. Eurostat also enquired
about the nature of the item “long-term investmdrekl for sale” presented in the detailed
data for "Valsts NekustamipaSumi".

The data submitted by the CSB before the meetidgated cash-based reporting for public
derived persons under other government bodieseoEP tables 2. The CSB clarified that
the related accrual adjustments are reported in ERR under the item other accounts
receivable/payable. Eurostat explained that nogm#ie B.9 (accrual based) should be
recorded under these EDP tables' 2 lines. Eurastggested to insert an explanatory

2 The CSB confirmed on 30.03.2012 that reductiotititure period expenditures” in 2010 is consistgntl
recorded across all EDP notification tables.



comment in EDP questionnaire table 3 where nonsatcdata are used and also to explain it
in the EDP inventory.

Conclusions

Eurostat noted that it is important to cross-chetk statistical discrepancies between non-
financial and financial accounts for all reclassifienterprises on a regular basis, and ensure
that revaluation of assets is properly excludednfrall business accounts data used for
reclassified enterprises when compiling ESA95 bamedfinancial accounts.

Action point 4: The CSB will investigate the stated discrepancy for "Valsts Nekustamie
Ipasumi” (the reclassified real estate enterprise)X010 and seek to eliminate it for the end-
March 2012 EDP notificatioh

Action point 5: The CSB will confirm if the entor flong-term investments held for sale” of
Valsts NekustamidpaSumi corresponds to financial or non-financialsets, and inform
Eurostat by end-March 2042

3. METHODOLOGICAL ISSUES AND RECORDING OF SPECIFIC
GOVERNMENT TRANSACTIONS

3.1. Delimitation of general government, applicatio of 50% rule in national accounts
Background

At the last EDP dialogue visit (February 2011) 8B explained that when a unit was
analysed to be non-market for three past yearsnowa it is reclassified into the general
government sector in the following year, i.e. teelassification is not applied for the past
years. Although in general the CSB follows MGDDesjl it explained in September 2011
that it does not have sufficiently detailed statadtinformation on these units for the years
before reclassification to compile government act®wf an appropriate quality. However,
improvements were expected in the near futureigatea.

As a follow-up of the last dialogue visit, in ordercarry out the 50% test, Eurostat suggested
to split the subsidies paid to ifas Satiksme pasvaldhs SIA" (Riga bus company) into
other subsidies on production and subsidies onyatsd noting that the latter are linked to
the volume of transport services and thus shoulshddaded in sales for the 50% test. Those
subsidies on products could in fact be considesesbaial transfers in kind, since they are in
the form of ticket price reductions for students @ensioners.

Discussion

Eurostat enquired about the progress made in geedrreclassification for the years before
a reclassification decision is made and the CSBirroed that the situation has improved in
this respect. Eurostat also explained the basisvioich government subsidies and social
transfers can be considered as sales for the ps@dthe 50% test.

Conclusions

% The CSB wrote on 30.03.2012 that it had analy#lealzailable data sources and reduced the statistic
discrepancy to 0.3 MLVL and provided detailed spfitevised revenue and expenditure.

* The CSB confirmed on 30.03.2012 that the entrpgléerm investments held for sale” correspondsoto n
financial assets.



Eurostat and the CSB agreed that, in future, reifleations of large public corporations to
general government should be made in the data finenfirst year in which their sales drop
below 50% of production costs (i.e. when they ames@lered non-market). The CSB agreed
to check the calculation of the 50% test for ablputransport companies.

Eurostat welcomed that the CSB will complete the peblic corporations questionnaire on
a voluntary basis by end-March 2012, using 201@.dat

Action point 6: By end-May 2012 the CSB will canfito Eurostat the basis on whichitias
Satiksme paSvaidas SIA" (Riga bus company) is paid by the goventiioe use of buses by
social groups, providing information on the relevdegulation. The CSB will check the
calculation of the 50% test for all transport comiis receiving such paymehts

3.2. Implementation of accrual principle
3.2.1. Taxes and social contributions
Discussion

The Latvian statistical authorities explained ttiedre is a new vehicle tax on enterprises in
force from 2012, which is usually paid once perryatathe time of technical inspection of

vehicles. The funds are directly paid to the Tregsuaccount. The Latvian statistical

authorities explained that, if the payments areenaith lower frequency (for example, at the

technical inspections carried out with 2 year'snvl), they will allocate the amounts to the
years for which the tax was due.

Eurostat also raised a question on possible tindifigrences between receipts of social
contributions and their transfer to second pilteresmes.

Conclusions

Eurostat took note of the new vehicle tax in foheam 2012 and the CSB'’s plans for its
recording in national accounts. There was some rtaingy about the arrangements for
government to pass on social contributions to theosd pillar pension scheme and the
Latvian statistical authorities agreed to clartig issue.

Action point 7: By end-March 2012, the Latvian istatal authorities will confirm if there is
a timing difference between receipts of social tbations and their transfer to second pillar
schemes. If so, the authorities will investigatéh#é related transactions in other accounts
payable should be imputed in financial accofints

3.2.2. Interest
Discussion

Eurostat and the Latvian statistical authoritieameed the tables provided on recording of
interest in EDP notification tables. Eurostat enggiiabout the consistency of the adjustment
for accrued interest expenditure between EDP tdBleand table 3B and about the high
figures and positive adjustments in relation taency and deposits for 2009 and 2010.

Conclusions

®> The CSB submitted on 31.05.2012 an analysis 053 test on 19 public enterprises belonging ttosec
S.11 NACE 49.3 Other Passenger Land Transport,h\awe received government subsidies for proviefon
public transport services.

® The CSB wrote on 30.03.2012 that the time diffeeereaches 4 months and the related records aked o
other accounts payable ("accrued liabilities")raf balance sheet of the State Social Insurancecigen
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Action point 8: The CSB will check the consisteotyhe adjustment for accrued interest
expenditure (excluding discount and premium) betweBP table 2A and table 3B, and
rep(gt to Eurostat by end-March 2012 on the readonglifferences in 2007-2009, but not in
2010.

Action point 9: By end-March 2012, the Latvian istatal authorities will cross-check the

table on interest recording in the EDP notificatiby instrument, and explain to Eurostat the
reason for the high figures and positive adjustraentrelation to currency and deposits for
2009 and in particular for 2050

3.3 Recording of specific government transactions

3.3.1. Specific government transactions in the coett of the financial crisis
Parex Banka

Background

Parex Banka was nationalised in 2008 and subsdysgtit into a "bad bank" (Parex) and a
"good bank" (Citadele) in mid-2010. In end-2011e tRrivatization Agency held 83.07

percent of Parex Bank shares, a 13.61 percent belkaged to the EBRD and 3.32 percent
to minority shareholders. Currently, the bank'srapens focus on three main areas - loan
restructuring, debt collection and property manag@m

The impact of transactions with Parex Banka on 2§®8rnment deficit was 113.6 MLVL,
which reflect government injections in share cdpita

Transactions with Parex Banka were discussed aR@ié¢ EDP dialogue visit, where the
possibility of recording anticipated losses was stdered. Following this, the April 2011
EDP notification included 166 MLVL in the 2010 defj following the base scenario of the
restructuring plan, which was finalised in Augudtil@ and quoted in Commission Decision
of 15.09.2018 The total impact on the 2010 deficit was 219 ML \4ince it also included
injections in share capital (53 MLVL). The CSB agpeto record any deviations from the
base scenario as capital transfers in later years.

The government decided to transform Parex Banl tostitution without a banking licence
on 22 November 2011 and the shareholders appréneadn 28 December 2011. The State
Treasury’s outstanding deposits were converted diodb issued by Parex Banka on 29
December. Parex Banka would switch to its new lassirmodel and change its name upon
receiving permission from the Latvian banking regoit Finance and Capital Markets
Commission (FKTK).

Discussion

The CSB provided an update concerning the situabiornthe restructuring plan and the
forthcoming removal of the banking license from éxaBanka. The CSB explained that
losses of Parex Banka are still expected to becaoraance with the base scenario of the
restructuring plan and that the CSB will record42RILVL in the 2011 deficit due the

" The CSB informed on 30.03.2012 that it had elingdasmall technical mistakes in adjustment for aedr
interest expenditure for 2007-2008 and sent updateld "Recording of interest flows in EDP tablésjether
with the April 2012 EDP clarification.

8 The CSB explained on 30.03.2012 that the mairorefe high figures of F.2 interest expenditure is
considerable stock of deposits held by Social Sgckund in the Treasury. The average interestrdifered
considerably between 2008, 2009 and 2010.

° Commission Decision on 15.09.2010 on The State édde number C 26/2009.



capitalisation of accrued interest (instead of 3@I5VL, as forecasted in the restructuring
plan). The Latvian statistical authorities explaiieat removal of the banking license may be
delayed.

Eurostat explained that, irrespective of any futte@assification to government, the impact
on the government deficit in 2010 due to Parex Bamll remain unchanged. For the future,
capital transfers will continue to be recorded docruing interest (having a negative impact
on the government deficit) until a possible redfasstion to the general government sector.

Conclusions

Eurostat took note that the losses of Parex Barkatdl expected to be in accordance with
the base scenario of the restructuring plan ancthieaCSB will record a 27.4 MLVL capital
transfer for accrued interest in 2011. It is expddhat the banking licence for Parex Banka
will be removed in the future. The Central Bankeagt to inform Eurostat when Parex Banka
is removed from the MFI list and the CSB agreedet@xamine the statistical classification
of Parex Banka shortly after this.

Action point 10: The Central Bank will inform Eutaswhen Parex Banka is removed from
the MFI list®. The CSB will then quickly re-examine the stadtclassification of Parex
Banka against the criteria set in the MGDD defeasachapter.

Action point 11: Eurostat will inform the Latviamasistical authorities as soon as possible
about the classification of promissory notes ineottountries®.

Latvijas Krajbanka

Background

At the end of September 2011 the Lithuanian bardgr&nheld slightly more than 60 percent
of Latvijas Krajbanka, and the market share of Baaka in terms of deposits was 5.2
percent. Snoras was taken over by the Lithuaniaergoment on 16 November 2011.

Due to a shortage of assets discovered at the amk21 November 2011 the FKTK
suspended Krajbanka from provision of all financsarvices. The Riga Regional Court
declared Krajbanka insolvent on 23 December 201d HKPMG Baltics became its
insolvency administrator.

99.8 percent of Latvijas Krajbanka customers hgabdis of up to the guaranteed deposit
limit of 100 000 euros. About 350 MLVL was to beigdo customers by the Deposit

Guarantee Fund (DGF, classified in S.12), howewer DGF had reserves of only 150

MLVL. The rest had to be borrowed from the Stateabury: on 28 November 2011, a loan
agreement for the amount of 200 MLVL, and with thaturity of 15 years, was concluded to
provide the relevant financial resources for theFDG35.5 MLVL had been disbursed so far.
The revenue (fees paid by financial institutionSp&F was temporarily increased for 2012
by 50%.

Budget institutions do not receive DGF coveragéatvia. The central government did not
have deposits at the bank, but municipalities @atk sand municipal enterprises lost part of
their deposits in 2011.

9 The Central Bank informed Eurostat on 16 March@®®tht it has removed Parex Banka from the MFI list
because the FKTK withdrew Parex Banka's banktenke on 15 March 2012.

' On 21.02.2012 CSB confirmed that conditions offlaeex Banka bonds were the same as for the govatnme
deposits before the conversion and therefore C3R @ntinue to record these financial instrumergdaans.
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Further background on a related operation, i.e.pleelge of Baltijjas Aviacijas Sistemas
(BAS) shareholding in Air Baltic Corporation to Kbanka, can be found in part 3.3.5.

Discussion

The Latvian statistical authorities explained titegt disbursement of the loan to DGF is to be
recorded as a financial transaction because isyrepnt is assured from the resources of the
DGF, including resources to be obtained from asa&t of Krajbanka in the event of its
liquidation. The CSB provided Eurostat with the lopayment schedule. The CSB also
proposed to record losses of deposits of LG anlhssified enterprises as other changes in
volume.

Conclusions

Eurostat took note that the 15 year loan from tbeeghnment to the DGF could be repaid
without recoveries from Krajbanka, and hence shdédrecorded as a loan in financial
accounts. Losses of deposits of municipalities rasthssified enterprises should be recorded
as other changes in volume in 2011.

Mortgage and Land Bank (MLB)
Background

The 100% state-owned MLB, which ranked eighth am8hdoanks operating in Latvia in
terms of assets at the end of September 2011, Hadlaole: it has been operating both as a
development bank and a universal commercial bamkNdvember 2009, the government
approved a strategy for a gradual transformatiothefMLB into a development bank. On 1
November 2011 the government approved a plan tsfvem the MLB into a development
bank and a strategy for the sell-off of the bamddsnmercial assets.

Profit and loss account of MLB and capital transfes from the government during 2008-2011Q3 (MLVL):

Profit(+)/Loss(-) Capital transfers, D.9
2008 +1.3 -
2009 -54.1 295
2010 -67.9 70.3
2011Q1-Q3 +3.3 -

The amounts of 29.5 MLVL and 70.3 MLVL refer to MIsBdebt against Nordic Investment
Bank, taken over by government. The share capitslld® was increased by the government
in same amounts in the respective years.

According to the transformation plan, the salete MLB's commercial assets will lead to
losses, which are to be covered partly by goveriraed partly by MLB's own funds. The
sale process started in the fourth quarter of 20MdLwill continue in 2012.

On 20 December 2011 the government decided to pl&eMLVL deposit with the MLB as
liquidity support to ensure the process of expipyn of commercial part and, from these
deposited funds, 39 MLVL was recognised as a negatpact on the government deficit in
2011 in order to cover the planned losses fromitiementation of the sales strategy in
2012. The 50 MLVL deposit was placed with the MUB 30 December 2011.

Discussion

Eurostat and the Latvian statistical authoritiescdssed the recording of expected losses
from the sale of MLB's assets. The participantsreshahe view that it was difficult to
establish with sufficient precision the exact antooh losses at this stage. There was
therefore some uncertainty about the amount (3300MLVL) of the capital transfer to be
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recorded from the government to the MLB in the 2@blvernment deficit. The Latvian
statistical authorities explained that, althougé ¢fovernment intends to sell all commercial
assets, if a satisfactory price offer is not reedifor some assets then they could be
transferred to the Latvian Privatization Agency.

Eurostat suggested to investigate if the MLB wiémain in the MFI list after the
transformation; the Central Bank noted that it akdady started such an analysis.

Conclusions

Eurostat agreed to contact the CSB with its view20d1 deficit impact shortly after the
meeting, and noted that any further realised lobsgend 39 MLVL (or 50 MLVL) would be
recorded after 2011. In addition to information almtuments provided during the meeting,
the Latvian statistical authorities undertook towde further information in the following
days. The Central Bank agreed to provide Eurostdh ws conclusions about the
classification of MLB in the MFI list after the conercial assets have been sold / transferred
to another body.

Action point 12: Based on the information receiwedlosses expected from sale of MLB's
commercial assets, Eurostat will consider if las®é recorded in 2011 should be 39 million
or 50 million, and will inform the Latvian statiséil authorities by ?' March 20132 Any
further realised losses beyond 39 MLVL (or 50 MLWiuld be recorded in 2012 or later.

Action point 13: Shortly after the MLB’s commercgasets have been sold / transferred to
another body, the Central Bank will examine whettier new MLB (to be formed as a
development bank) will be included in the MFI &sd inform the CSB and Eurostat.

3.3.2. EU flows
Background

In the past the CSB made cash-based adjustmettie &vel of the central "EU accounts”,
which are with the Treasury. However the Latviaatistical authorities had observed an
accumulation of advance payments with Local Govemmand with reclassified units,
especially in 2009 and 2010. Attempts were madaitdsvintroducing a more sophisticated
accruals-based recording in the April 2011 EDPfiwatiion, and the time of recording of EU
flows was further developed in the October 201lfication. The CSB had subsequently
proposed another method, improving the method impfged in the October 2011
notification, which is based on information frometiMoF's EU funds management
information system.

Discussion

The Latvian statistical authorities explained thaiF's EU funds management information
system, although not established to specificallywesestatistical purposes, enables the
continuous monitoring of individual projects ando®ls to identify precise amounts at the
time when the expenditure takes place. The methea makes it easier to identify the

institutional sector of final beneficiaries.

Eurostat expressed the opinion that the EU fundsagement system, presented during the
meeting, can provide the necessary detailed datac#éiculation of the EU accruals
adjustment. The newly proposed method would ensumé revenue from EU would be

2 Eurostat subsequently wrote to the CSB to giveié® - as the available information suggests thatiosses
related to sale of MLB's commercial assets woulédpgal to or higher than the placed deposit of 20/M the
size of the capital transfer to be recorded frommgbvernment to MLB in 2011 should be 50 MLVL.
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recorded on accrual basis at the time when funelsietually spent on behalf of EU by local
and other government bodies and not at the timenvakdeances are transferred from the state
to these bodies. According to this method, theseamckes will not be considered as
prepayments by government on behalf of EU, but béllrather reflected as other accounts
receivable of the state and other account paydhlecal government and other government
bodies (and thus consolidated within governmeaRing into account the considerable time
difference between the transfer of funds and aatMpknditure. The related receivable and
revenue from EU will be recorded when a claim ey the actual expenditure is submitted
to the state. Eurostat found this method reasonabl® noted that, unless a specific
inconsistency between figures on advances paid Hey dtate and received by other
government bodies is identified, the differencewsen original accounting data and
counterpart information should be re-attributedbtber categories of payables, keeping the
accounting total unchanged.

Eurostat underlined that the deficit impact of Edjects is equal to the co-financing element
and encouraged the Latvian statistical authoritiesnsure that co-financing is recorded at
the appropriate moment.

Eurostat recalled that the EU flows which go to fhmal beneficiaries that are outside
government sector should not be recorded in thengy and expenditure of government in
ESA table 2. The Latvian statistical authoritiegeabthat the third-party flows are indeed
removed from ESA table 2.

Conclusions

The participants agreed that the CSB should proeeddthe discussed method, which is
based on the MoF's EU funds management informaystem. It was also agreed that co-
financing elements should be removed from EDP duasdire table 6. Eurostat would

contact the CSB on the recording of EU flows in B3Ble 2.

Action point 14: The CSB will remove co-financingni EDP questionnaire table 6 for the
end-March 2012 EDP notificatidh

Action point 15: Eurostat will explain to the CSB issues with recording of EU flows in
ESA Table 0200 by'"®March 2012

3.3.3. Guarantees

Background

The CSB asked about statistical recording of theegament's guarantees on the Latvian
Olympic Committee's (LOC) borrowing, which have beagven since 2002. The Latvian
government has systematically provided "subsidies"the LOC, and it was recently
acknowledged that these subsidies were actuallg lse the LOC for repayment and
servicing of its debts. So far the repayments Haeen recorded as subsidies D.3 in national
accounts. In order to bring the treatment into kméh the MGDD, the CSB proposed to
record a debt assumption at the time of inceptwamen the guarantee was granted and to
reclassify the subsidies partly as repayments gegonent debt and partly as interest. As a
practical solution the CSB proposed to revise baly to 2008, by allocating in 2008 the
difference between stock of guarantees and sulkdiolig/ears 2002-2007.

13 The CSB removed co-financing from the EDP questine table 6 in the April 2012 EDP notification.
' On 2 March 2012 Eurostat provided the CSB witlviésv about the EU flows' reporting in ESA Table 020
and questions about the data.
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Discussion

Eurostat expressed its view that 2011, when theeiggas recognised, should be taken as the
year in which the remaining guaranteed debt ofLfD€ should be considered as assumed by
government. This is expected to increase the 2@fitidand debt by around 24 MLVL
(0.2% of GDP).

Eurostat and the Latvian statistical authoritie®axamined the guarantee tables in the EDP
guestionnaire and Eurostat drew attention to séwveporting issues and inconsistencies
between tables 9.1, 9.2 and 9.3. It was agreedcHpital injections to Parex Banka should
not be reported in table 9.1, since they do ndteelo guarantees. Eurostat also noted that
table 9.1 refers to GG public accounts and allfibes reported there should reflect only
government receipts and payments. In particul@pdyments of claim" (table 9.1 lines 14
and 14b) should not include repayments by debtobaibks.

Conclusions

The Latvian statistical authorities agreed with dstiat's suggestions to make corrections in
tables 9.1, 9.2 and 9.3 and to remove inconsisteri@tween these tables.

It was agreed that assumption of the outstandiig afethe LOC will be recorded in 2011, at
the time, when it was recognised that the guardntieét is de facto government debt. From
2011 onwards, subsidies will be split into repaymeh government debt (financial
transaction) and repayment of interest (non-finartcansaction). Data for the previous years
will not be revised in this respect.

Action point 16: The CSB will add data to EDP qimstaire tables 9.1-9.3 for assumed debt
of Olympic Committee and debt repayments, amentesab.1-9.2 to remove capital
injections and "repayments of claim" and to enstoesistent reporting across the tables, for
the end-March 2012 EDP notificatibh

3.3.4. Debt assumptions, debt cancellations and dehrite-offs

Discussion

Eurostat and the Latvian statistical authoritiearexed the debt cancellation tables in the
EDP questionnaire. Eurostat took note of the Lat&tatistical authorities’ explanation that
the write-offs of insignificant amounts recordeddan other changes in volume in the
guestionnaire table 8.1 are related to loans thkgurivate enterprises. The Latvian statistical
authorities informed that write-offs of loans arasbed on the respective government
regulations, which are issued once the bankruptoggalures are completed.

Conclusions

Action point 17: The CSB will correct EDP questiaima table 8.1 to move the amounts from
public corporations to “Other”, and put zeroes (nb} where the true figure is zero, in the
end-March 2012 EDP notificatidh

3.3.5. Capital injections in public corporations, m particular in Air Baltic Corporation

Background

Air Baltic Corporation (ABC) was established in 89@ntil recently, the government held a
52.6 percent stake in the airline and the privdtareholder Baltijas Aviacijas Sistemas

> The corrected tables 9.1-9.3 were sent togethrtive April 2012 EDP notification.
% The corrected table 8.1 was sent together with\pré 2012 EDP notification.

14



(BAS) held 47.2 percent. BAS had pledged its shamekatvijas Krajbanka, but then it
defaulted against its liabilities towards the ba@k. 30 November 2011 government bought
ABC's shares, that used to be held by BAS, fromjidérska at their nominal value (0.2
MLVL). Therefore, the government held 99.8 percenfABC at the time of the dialogue
Visit.

Unaudited data for period 01.01.2008 - 30.06.201dwed that ABC had accumulated losses
of 95 MLVL. The company showed a 6 MLVL profit f{&009, of which 9 MLVL was
income from the sale of ABC brands to BAS.

In 2010 there was a capital injection of 30 MLVL, which government's part was 15.6
MLVL and BAS's part was 14.4 MLVL. The CSB classdithe 15.6 MLVL, which was
made by public corporation Latvian State Radio ahelevision Centre following
government's order, as government expenditure 0020 the October 2011 EDP
notification.

Proportional capital injections (according to staidings valid before the purchase of shares
from Krajbanka) by government and BAS were planimed2011. In October 2011 the
government disbursed to ABC a loan for the amodnt@ MLVL, in parallel with a 14
MLVL loan provided by BAS. On 13 December 2011 goweent decided to increase ABC's
share capital by 57.6 MLVL (which included the 18 WAL initially disbursed as a loan in
October 2011) and to make it possible for ABC tketa loan from the Treasury for the
amount of 25.4 MLVL if BAS abandoned its commitrreerin fact, BAS withdrew from the
further capitalisation of ABC, but the 25.4 MLVLdn was not disbursed by the time of the
dialogue visit.

Discussion

Latvian authorities made a presentation of thestations relating to ABC. The CSB
proposed to record capital injections (57.6 MLVIndathe purchase of shares (0.2 MLVL)
from Krajbanka as capital transfers (governmeneexgure) in 2011.

Conclusions

Eurostat agreed with the proposed recording oftahjmjections by the government as
capital transfers, as the government was the amhgstor in the loss-making company.
Eurostat also agreed to record the purchase okeshas a capital transfer to Krajbanka
because the value of the own capital of ABC wasatieg Eurostat noted that the
recoverability of the 25.4 MLVL loan should be vzt when it is disbursed.

Action point 18: When the loan from governmentitdBaltic is disbursed, the recoverability
of the loan should be checked for compilation df28ccounts.

3.3.6. Dividends, super dividends

Eurostat took note of the two small (total lessnthiaMLVL) super dividend cases in 2011.
Eurostat welcomed the improved calculation of ofxegaprofit for the central bank super
dividend test and advised the Latvian statisticdharities to include operating profit of the
Central Bank in all future super dividend test preations.

3.3.7. Financial derivatives

Eurostat took note that there was only one swater@st rate swap) cancellation case in
2011.

3.3.8. Emission trading permits
Background
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The Latvian government sold allowances for carbamssions allocated to countries up to
their target level under the Kyoto Protocol (AsgdrAmounts Units - AAUS) in 2009 and in
2010. Eurostat advised at the 2011 dialogue \hsit hegative expenditure (disposal of non-
financial non-produced assets: positive impact @) Bhould be recorded at the time of their
sale. The Latvian government intends to auctioropean Trading System (ETS) permits for
the amount of 25 MLVL in 2012.

Discussion

Eurostat informed the Latvian statistical authestabout the latest developments regarding
the statistical recording of emission trading pésmiEurostat explained the recording
principles foreseen in the new MGDD chapter, whichuld be circulated for Member State
comments. Eurostat recalled that when the casledsived from the auction of the ETS
permits, an entry of other accounts payable isroemh The revenue is recorded when the
certificates are surrendered.

3.3.9. Others: PPPs, privatization, sale and leasatk operations, securitisation.
The Latvian statistical authorities stated thatréghare no new PPP projects, sale and
leaseback operations and securitisation planned.
4. OTHER ISSUES
4.1. ESA95 Transmission Programme (tables 2, 6,9, 11, 25, 27 and 28)

Eurostat asked about quarterly financial accousAGG) data which showed liabilities of
government in equity, and significant other ecoroftows for some positions (in particular
in other accounts receivable/payable). The CSBaix@tl that the equity positions relate to
non-government holdings in reclassified enterprisesl the other economic flows from
reclassifications of port authorities to the gehgowernment sector in 2011.

4.2. Any other business
Eurostat noted that a new Latvian naval vesseldraimp) was entering service.

Action point 19: The CSB will confirm if the newnmiship was delivered (accepted in
service) to Latvia in 2011, and inform Eurostatemg-March 2017.

" The CSB confirmed on 30.03.2012 that the new rafip was delivered (accepted in service) to Latvia
2011.

16



ANNEX 1. LIST OF PARTICIPANTS

Name Title Organization Position

1. Irena Denafa Ms Ministry of Finance|  Fiscal Policy Depeent, Deputy Director

2. Liga Ozolpa Ms Ministry of Finance | Fiscal Policy Departmditonomic and Fiscal
Management Division, Head

3. | Jalija Kekla Ms Ministry of Finance | Economic Analysis Departipd-iscal Impact
Analysis Division, Head

4. levina Dzefite Ms Ministry of Finance | Tax Administration PoliDepartment, Revenue
Analysis and Forecasting Division, Deputy Head

5. Normunds Eglitis Mr Ministry of Finance| EU Funds Mtmring Department, Senior MIS
expert

6. Gunta Medne Ms The Treasury Deputy Treasurer

7. Jinis Pone Mr The Treasury Deputy Treasurer

8. Ligita Agleniece Ms The Treasury Reports DeparttDirector

9. llze Meldere Ms The Treasury Reports Department, Senior Expert

10. | Silvija Lansmane Ms The Treasury Reports Department, Senior Expert

11. | Agris Caune Mr Bank of Latvia Statistics department, Head

12. | llona Aizezera Ms Bank of Latvia Statistics department, General Econand
Financial Statistics Division, Senior Financial
Statistician

13. | Valdis Maskskis Mr Bank of Latvia Statistics department, General Eogicand
Financial Statistics Division, Senior Financial
Statistician

14. | Aija Zigure Ms CSB President

15. | Dace Tomase Ms CSB Macroeconomics Statistics Department, Director

16. | Vija Veidemane Ms CSB Macroeconomics Statistics Department, Governm
Finance Section, Head

17. | Liene Rimonte Ms CsB Macroeconomics Statistics Department, Governm
Finance Section, Deputy Head

18. | Zane Bondare Ms CSB Macroeconomics Statistics Department, Governm
Finance Section, Senior Officer

19. | Vizma Straume Ms CsB Macroeconomics Statistics Department, Goverhm
Finance Section, Senior Officer

20. | Sandra Kade Ms CsB Macroeconomics Statistics Department, Governm
Finance Section, Senior Officer

21. | Sorenta Ziema Ms CSB Macroeconomics Statistics Department, Governm
Finance Section, Senior Officer

22. | Reinis Martinsons Mr Ltd. “Prudentia Member of the Board

Advisers”
23. | Emls Buikis Mr Ministry of Coordinator on “airBaltic”
Transport

24. | Francois Lequiller Mr Eurostat

25. | John Verrinder Mr Eurostat

26. | Peeter Leetmaa Mr Eurostat

27. | Viera Karolova Ms Eurostat

28. | Giovanna Dabbicco| Ms Eurostat

29. | Ingrid Toming Ms DG ECFIN

30. | Linda Kezbere Ms ECB

17



ANNEX 2. AGENDA

1.Statistical institutional issues

1.1. Institutional responsibilities in the framework of the reporting of data under the EDP
and government finance statistics compilation

1.2. Data sources
1.2.1. Changes in data sources

1.2.2. EDP inventory
1.2.3. Other accounts receivable / payable
2. Follow-up of the October 2011 EDP reporting — aaysis of EDP tables
3. Methodological issues and recording of specifgovernment transactions
3.1. Delimitation of general government, applicatin of 50% rule in national accounts
- public infrastructure companies (railway, higlywansportation companies, airports, ports)
- local government bodies.
3.2. Implementation of accrual principle
3.2.1. Taxes and social contributions
3.2.2. Interest
3.3 Recording of specific government transactions
3.3.1. Specific government transactions in theextraf the financial crisis, in particular for:
- Mortgage and Land Bank (MLB)
- Latvijas Krajbanka
- Parex banka and Citadele
3.3.2. EU flows
3.3.3. Guarantees
3.3.4. Debt assumptions, debt cancellations antwieie-offs
3.3.5. Capital injections in public corporationsparticular in Air Baltic Corporation
3.3.6. Dividends, super dividends
3.3.7. Financial derivatives
3.3.8. Emission trading permits
3.3.9. Others: PPPs, privatization, sale and |easetperations, securitisation.
4. Other issues
4.1. ESA95 Transmission Programme (tables 2, 6,9, 11, 25, 27 and 28)

4.2. Any other business
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