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Executive Summary

The EDP dialogue visit to Latvia took place on BBHecember 2006 with the aim to assess
existing statistical capacity, to review the dioisi of responsibilities concerning the
compilation of EDP statistics and government act®unio discuss the quality and
exhaustiveness of primary data sources, to reviewptogress achieved in implementing ESA
95 methodology (sectorization of units, accruah@ples), to assure that provisions from the
ESA95 Manual on Debt and Deficit and recent Eutodégisions are duly implemented and
that specific government transactions are propextprded in the EDP tables, and, finally,
to examine the compliance with the ESA95 transmissiprogramme and the consistency
of these data with EDP statistics (as requested th®/Regulation (EC) 3605/1993,
as amended).

First, Eurostat discussed with the Latvian authewithe institutional arrangements and source
data used for the compilation of government finastatistics. As regards institutional
arrangements, Eurostat found the institutionalreyeanents well established in Latvia, and
appreciated the way the work is organized as veettansparency initiatives. As regards data
sources, Eurostat found the source data situatidratvia particularly good, with substantial
access to balance sheet information.

As far as the analysis of the April 2006 EDP noéfion is concerned, Eurostat examined
in detail the tables of the EDP reporting and sstgge some changes, especially concerning
the working balance, the capital injections andréwrding and correction of EU grants.

The tables in theduestionnaire related to EDP tables' were analysed. It was agreed that the
Latvian authorities will fill in more figures in éhnext notification.

Concerning the delimitation of general governmesttar, the Latvian authorities made a
clear effort in the past two years, and will keepveorking on this issue. Eurostat welcomed
and encouraged the work done in this field.

The follow-up of Council Regulation 2516/2000 anecarding of other transactions
on an accrual basis were discussed. Eurostat fooiad the recording of other accounts
receivable/payable is not completely consistent andouraged the Latvian authorities to
make use of the existing working group on datassito clarify this issue.

Similarly, Eurostat found that the Central Statisti Bureau had access to substantial
information and hadghtly engaged in active corrections for EU flows,to comply with the
Eurostat decision, but that, in doing so, a doutdenting had arisen, which has to be
corrected and which would have an effect on thecdéévels of 2002-2005.

Concerning PPP projects, Eurostat concluded tleak Yhauthorities have to set up clear rules
for assessing the risks of PPPs, and concerningripeing projects they will have to inform
Eurostat.

As regards capital injections, Eurostat recommertdledCSB to pay bigger attention to this
issue. In particular, the CSB, when aware of capifactions undertaken, shall systematically
assess whether the injections can be consideremjdty injection or as capital transfers

Concerning some specific injections it was decithed the Latvian authorities will reclassify

these as capital transfers, where necessary.



Concerning the military expenditures, Eurostat dasted that the Latvian authorities follow
the decision taken by Eurostat, although therestiiltesome technical issues to be cleared by
the CSB.

As regards other methodological issues, such asdieg of taxes and social contributions,
recording of interest, state guarantees, debt gssums, debt cancellations, debt write-offs,
super-dividends and privatisations, Eurostat foom@ontentious issues.

Concerning the ESA95 transmission programme, theidma authorities agreed to ensure
more consistency of non-financial accounts withaficial accounts, and will finalize the
revision of financial accounts.

The meeting was constructive and Eurostat welcothedtransparent, well structured and
comprehensive approach of Latvia to the EDP relatedk. Eurostat also appreciated
the volume of additional documentation providedhry Latvian authorities.



Provisional findings
1. Introduction

In accordance with article 8d of Council Regulati®@C) No 2103/2005 of 12 December
2005, amending Council Regulation (EC) No 3605/83egards the quality of statistical data
in the context of the excessive deficit procedierostat carried out an EDP dialogue visit
in Latvia on 18-19 December 2006.

The delegation of Eurostat was headed by Mr. Asétdiad of Unit C3, Public Finance. The
Directorate General for Economic and Financial A&#faand the European Central Bank
(ECB) also patrticipated in the meeting as obsefee Latvian authorities were represented
by the C S B, the Treasury, the Ministry of Finaribe Ministry of Economy,and The Bank
of Latvia. Eurostat carried out this EDP dialogusitvwith the aim to assess existing
statistical capacity, to review the division of pessibilities concerning the compilation
of EDP statistics and government accounts, to dssciihe quality and exhaustiveness
of primary data sources, to review the progressiesed in implementing ESA 95
methodology (sectorization of units, accrual pgtes), to ensure that provisions from the
ESA95 Manual on Government Debt and Deficit andemédEurostat decisions are duly
implemented and that specific government transastiare properly recorded in the EDP
tables, and, finally, to examine the compliancéhwiite ESA95 transmissions programme and
the consistency of these data with EDP statistes requested by the Regulation (EC)
3605/1993, as amended).

2. Statistical capacity issues
2.1 Institutional responsibilities
Introduction

Eurostat inquired about the institutional arrangetrend division of responsibilities in the
framework of the EDP reporting and government foeastatistics.

Discussion

The Latvian authorities explained the institutiomaesponsibilities' arrangement concerning
the compilation of EDP notifications and ESA 198&nsmission programme for government.
The main data source is the Treasury, which isorsiple for the organization and execution
of the State budget and for managing the governigheloif, and which reports to the Ministry
of Finance. The Treasury aggregates and compilgewatrnment data for central government
budgetary units (the “State”), local government autial security sub-sector. Data are
available to the CSB with an online access to tteaJury database, and also in the form of
two publications (one monthly and one yearly).

The cooperation between the various bodies invoimethe government finance statistics
process has been formalized. A working group, edaiby the CSB, has been established to
coordinate the work and to discuss methodologssies. The rules and responsibilities are
laid down in a government resolution/agreement. iMoeking group meets regularly, and
particularly at time of notifications. Minutes akeitten.



Eurostat welcomed these cooperation initiativestrakslation of the agreement, and the
annexed tables (in Latvian), were provided to Eiatdsy the LV authorities.

The Latvian authorities publish the notificatiogures on their website. The (consolidated)
inventory is not published yet, because the LV adties found it insufficiently
comprehensive and consumer friendly in Latvian wblish. They are actively working on
improving it, and will publish it later on.

Findings and conclusions

In conclusion, Eurostat found the institutionalaagements well established in Latvia, and
appreciated the way in which the work is organiasdvell as transparency initiatives.

2.2 Data sources’ main problems
Introduction

Eurostat enquired about the exhaustiveness, tiesdiand consistency of data sources used
in compilation of the government finance statistics

Discussion

The first estimates for government activities arailable on 20 January of each year, with the
monthly report of the Treasury (“Official report tiie Treasury on General Government
Consolidated Budget Execution”), which is on a chahis. In accordance with article 4.2 of
Cabinet Instruction No.7 of 18 July 2006 (The orémr preparation of the notification on
state budget deficit and governmental flette “Annual Report on Central Government
Budget Execution and on Local Government BudgetthefRepublic of Latvia’ Treasury
report is available in July and includes balanceeth of government. It enables the CSB to
carry out more comprehensive accrual adjustmentédicit measurements and to calculate
other accounts payable/receivable for EDP Tablge ®edl as EDP Table 3. In order to be able
to report these already in the April notificatiotege Treasury recently introduced a new
quarterly reporting, which will make it possiblerfthe CSB to report other accounts
payable/receivable already in the April EDP notéfions.

The Treasury database includes budget data (chalgnce sheet information, and even
accrual-based “results” of individual units. Budgehd balance sheet information is
aggregated and consolidated by the Treasury seryioenthly and yearly). The so called
“accounting” balance sheets of the State’s unitd ah the local government units are
compiled by the Treasury. In addition, a “finantibblance sheet is also compiled by the
Treasury, which excludes some information but idekisome other balance sheet items.

Data for other central government bodies (thateisterprises sectorized to the central
government sector) and data for local governmeaitagated enterprises is collected by the
CSB through statistical surveys. These collectrfana statements information on an accrual
basis (balance sheets and profit and loss accodritsje is an agreement to cooperate with
the State Revenue Service for obtaining data omethorporations, as supplementary
information to the surveys.



New comprehensive classification guidelines on meee expenditure (economic and
functional), financial transactions, debt, and gezation have been issued at the end of 2005
(government regulations 1032, 1031, 934, 875, 844,810 respectively). In addition, a new
Cabinet regulation 867 (“Procedures, by which Buage Institutions Organise the
Accounting Thereof”) expands the existing accruaoainting elements of budget units to a
full accrual system (except for taxes)

Findings and conclusions

In conclusion, Eurostat found the source data s@main Latvia particularly good, with
substantial access to balance sheet informatiorosiat noted also the forthcoming further
improvements.

2.3 Revision policy

Introduction

Eurostat asked for the existence of a revisioncpoin the field of national accounts,
especially for government accounts and also ircése of EDP data.

Discussion

The LV authorities explained that a national acd¢suavision policy is under preparation. A
second draft of this policy has been drafted. Il aliso include a revision policy section

concerning the EDP related data. In principle, B8ifte data are revised twice after the first
April notification, in the following October and Aip EDP notifications. The CSB is also

working on the revision of financial accounts.

Findings and conclusions

Eurostat took note of the explanations.

3. EDP Tables

The LV authorities submit the EDP tables on time&] #&eir coverage is good. There were
several specific issues discussed.

3.1 EDP Table 2A

Introduction

Eurostat inquired about the status of the workiatafice (whether it is a published figure or
not), on a correction line for special budget, asgecially on capital injections and on other
accounts payable/receivable.

Discussion

The LV authorities explained that the figure foe throrking balance, whilst derived from the

annual report of the Treasury on central governnbeigiget execution, is not mentioned as
such in the document. Though starting from the niailance line, it is corrected for grants



and donations, which are separately reported. Eatrdadicated that, for transparency

reasons, the working balance ought to be an eHplpiblished indicator that is the basis of

government communication on its fiscal policy talRanent or to the public, and is generally

audited. It was suggested that the grants and idoisaglement could be moved to the other
adjustments item in EDP Table 2A, with the furthewvantage of enhancing the consistency
between the actual data for past years and thengdbdata for the current year. Eurostat
recommended the Latvian authorities to reflecth@issue.

The LV authorities could not completely commentanconfirm the inventory’s statement

that financial transactions are excluded from therkmg balance. Eurostat raised the
attention of the LV authorities to the fact thatr&ofinancial transactions are included in the
working balance, as an adjustment is made in tise cd capital injections (for 2002 and

2005). Eurostat recommended the CSB to correatdheolidated inventory, and to move the
capital injections line from the “other adjustménise to the “Equities, acquisition” line.

As regards capital injections, Eurostat raisedatiention of the LV authorities to the fact that
EDP Tables 2A/2C do not seem to systematically sth@xamounts of capital injections. This
is the case for the central government injectio2004 into the Environmental Fund (Vides
Investiciju Fonds, VIF) as suggested by its balasiceet. The LV authorities promised to
investigate this issue further.

Concerning other accounts payable/receivable, Eatresmquired on the high figures for tax
adjustment in 2004 and 2005. It was noted that sactadjustments result from a one month
time adjustment, applicable to certain taxes: ngtatAT collected domestically, but not for
VAT collected at the border. The high figure forO20reflects the exceptionally large impact
of the one month adjustment in that year, becaus@s applied on a bigger fraction of the
VAT receipts after EU accession. Thus, de facts th an automatic adjustment for the
negative impact observed on the cash receiptstfo4 2hat resulted from the change of VAT
collection (VAT on EU imports being not collectetithe border anymore). As regards the
high amount in 2005, the LV authorities pointedhat steep increases in VAT taxes proceeds,
reflecting a boom in consumption. The LV authost@ovided Eurostat with 2004 monthly
data on VAT as requested. Eurostat found the egfiam sound, and requested the LV
authorities to provide the monthly receipts for geziod 2004-2006 for each of the tax items
that are time adjusted.

The LV authorities indicated that the governmenricitenotified (EDP B.9) was compiled
from the transition tables from the working balagnae presented by EDP Tables 2, and then
reported in ESA Table 2 on government revenue amerediture. The government deficit
notified was not calculated by an alternative appho(based on an exploitation of source
data) when calculating ESA Table 2.

Concerning the EU flows, see section 4.5.

Findings and conclusions

The CSB agreed to reflect on the issues of theighdd working balance, will correct the
consolidated inventory concerning financial tratieas in the working balance and will

move the capital injections line from the “otheljumtiments” line to “Equities, acquisition”
line. The Latvian authorities will reflect on tiessue of the VIF. The Latvian authorities will



provide the monthly receipts for the period 20092f@or each of the tax items that are time
adjusted.

3.2 EDP Table 2C
Introduction

There were several issues raised about the EDRe Pafur local government, especially the
inclusion of financial transactions in the workibpglance and capital injections.

Discussion

The Latvian authorities were asked to confirm whetimancial transactions are included or
not in the working balances. Eurostat also mentotiat the capital injections correction
lines are missing from this table.

Findings and conclusions

The LV authorities promised to provide more infotima on these issues.
3.3 EDP Tables 3A-E

Introduction

The LV authorities were asked to explain who coewitlebt data and EDP Tables 3. The
issues of other accounts payable/receivable wasigied in detail (see also section 4.3).

Discussion

The LV authorities indicated that the CSB compH£3P Tables 3 data, predominantly using
the balance sheet data for the central governniecsl government and social security
provided by the Treasury. Data for the enterprigadlocated to the government sector are
obtained from the survey conducted by the CSB.ififegmation on privatization proceeds is
provided by the Ministry of Economy.

The discussion focused on two main issues. Firgstpgfat drew the attention of the LV
authorities to the high level of discrepancieshat levels of central and local governments,
although the discrepancy was much reduced at Wed & general governmenEurostat
invited the Latvian authorities to investigate #néssues further.

Second, the issue of other accounts payable/rddeivaas discussed in detail. It was
mentioned by Eurostat that if the working balanse dash based, then the other
payable/receivable item should in theory be theesemnthe two tables (EDP Table 2 and 3).

The LV authorities were asked in this context taHer investigate the issue, and make a
better use of the well developed basic data arntieetdvantages of the established working

group.

In relation to Table 3E, it was also explained bg LV authorities that the social security
sub-sector holds its savings in the form of depasdounts at the Treasury, and not in the
form of government securities, which then appeaEDP Table 3B as a debt of central



government. It should be noted that local goverrtroan also choose to place their liquidities
at the Treasury, which is then acting as a bak®no other entities (than government units)
keep liquidities at the Treasury, the Maastrichitd®mponent “currency and deposits” is set
at zero / not applicable in EDP Table 1 for Lat&arostat took note of those explanations

Findings and conclusions

The Latvian authorities undertook to investigateigsues mentioned above further.
4. Main methodological issues

4.1 Delimitation of the general government sector

Introduction

As a follow-up to the previous mission in 2004, &tat inquired about the state of the
delimitation of general government. Eurostat asiezl LV authorities about two specific
cases mentioned in the final minutes of the previmnission. Eurostat also asked for
clarification about the pension schemes existingaitvia.

Discussion

The LV authorities explained that a cabinet regakatvas adopted last year, which appointed
the CSB as the main body dealing with sectorizatissues. As provided with the
consolidated inventory, the CSB reallocated numeenterprises and agencies to the central
or local government sector in application of Eusbstiles. Internal CSB rules, showing how
units should be re-allocated to the general govenraector, were created, verified, updated
and disseminated in 2005, and slightly amended062The list of units is considered to be
unchanged for five years except for cases whemntecplar unit legally ceases its activity and
therefore has to be excluded. The list of thesésusialso available on the CSB web page.
The CSB explained that they apply a two step ambro&irst eliminate units in which
government has less than 50% share. The remaiompgmtions are individually assessed for
the market criteria.

As a follow up to the previous mission, the CSBlakped that the State Fisheries had been
privatised. Concerning the State Television, thd&8®3s conducted an analysis that showed
that these units are market, based on the 50% asl¢heir main income is advertisement
receipts. The CSB mentioned to Eurostat the caskreé units that are sole and monopoly
suppliers of services (real estate, internet aptboiiatic services) to government. The CSB
found that their revenues could not be determineblet sales,the government being the only
client, and classified these units in governmentyhich Eurostat agreed on.

Eurostat also raised the issue of the pension seheand asked the CSB to make the
inventory clearer, especially the table on page Rltostat also asked the CSB to provide
information on what the asterisks mean in thisgabhe LV authorities agreed on this action.
The LV authorities confirmed that payments to tretate compulsory funded pension
scheme” and the assets thereof are not includdgeisocial security fund sub-sector.



Findings and conclusions

Eurostat noted that appropriate procedures wer@lage in Latvia for maintaining an
appropriate sectorization of government in genexad, noted the substantial workload for the
CSB that this implied.

The LV authorities agreed to clarify the EDP inv@gton pension schemes (especially the
table on page 27).

4.2 Taxes and social contributions

Introduction

Eurostat reminded the LV authorities about Regoita##516/2000, which states that possible
revisions shall be subject to agreement betweeh Bemnber State concerned and Eurostat,
and asked the Latvian authorities to explain théhotkof recording of taxes.

Eurostat also raised the issue of lack of dathemuestionnaire related to EDP tablestable I.
Discussion

The LV authorities distributed a document concegrilme recording of taxes, reflecting slight
changes compared to the previous questionnairewhiitno change in methods. The LV
authorities agreed to include the questionnaireutitexes and social contributions in the
inventory. Eurostat recalled that under Regulatwdnthe Parliament and of the Council
2516/2000, changes in methods must be agreed anad\by Eurostat.

Eurostat noted that the LV authorities do not pdevinformation on stocks in table | of the
guestionnaire related to EDP tables. It was explained that the LV authorities may teea
stocks by using the flow data (provided in the éqloif the month January.

Findings and conclusions

Eurostat took note of the methods of recordingsaa@ social contributions in Latvia. Along
the lines mentioned above, the CSB promised tarfilthe stock of this table for the next
notification round.

4.3 Reporting of other payables/receivables

Introduction

The other accounts payable/receivable were disduss#etail.

Discussion

As regards other payables/receivables, the LV aitig® provided a detailed table based on
the accounting balance sheet. The flow of receasl@sult from (1) the “accounting balance

sheet”, (2) taxes accrual adjustment, (3) flowghaf enterprises reallocated to government
and, further, (4) the EU adjustment and (5) codstion corrections.
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Eurostat noted that the correction for excess paysn@&U own resources advance payments)
on the Latvian contribution to the EU budget (i02pthat appears in EDP Table 2A does not
appear in EDP Table 3B, which is erroneous. The @8Breview and possibly correct the
situation

During the visit, a reconciliation exercise betwélem EDP Table 2A and Table 3B pointed at
a difference of about 40 million lats, seemingly e asset side. Eurostat also noted the
guestion of double counting of the EU correctiosee(below).

The CSB also confirmed that it will be to able t@pde other accounts payable/receivable
for the next April 2007 EDP notification, using thew quarterly financial surveys conducted
by the Treasury.

Findings and conclusions

In total, Eurostat found that the LV authoritiesdhaot fully or appropriately exploited the
wealth of information existing on receivables arayables (which is not a straightforward
subject), and suggested that the GFS working gtakg a closer look at how to exploit this
information.

4.4 Interest

Introduction

Eurostat received from the LV authorities a notetlma recording of accrued interest before
the dialogue visit, and inquired whether therearg problems with the recording of accrued
interest.

Discussion

.Interest data is compiled by the Treasury, usiaglébt database, and then the CSB uses this
information for EDP Tables 2 and 3. The LV authesthad followed the advice given in
March 2006 by Eurostat, and prepared the figuresrdingly. It was also explained by the
Treasury that they have accurate local governmeatf, das local governments need
permission from the Ministry of Finance to contriens outside the Treasury.

Findings and conclusions

Eurostat took note of the explanations.

4.5 EU flows
Introduction
The mission held detailed discussions on the cooredor EU flows. The focus of the

discussion was whether the CSB’s practice of inogd an adjustment for
receivables/payables as well as for EU adjustnmeplied a double accounting, or not.

11



Discussion

The LV authorities explained that there is a tves §ystem in LV for managing the EU flows:
ministries at the first level (1st Level Intermadid@odies), and agencies at the second level
(2nd Level Intermediate Bodies & Aid Scheme Managewhich in practice make the
payments to contractors or to final beneficiariesl @&nsure technical, administrative and
financial management in respect to final benefiegmfMhere is no special bank account for
these flows, and they are simply integrated inab@unt of the Treasury at the Central Bank
of Latvia. Ministries receive appropriations eadar (amounts to be spent — for expenditure
above this level, ministries need special authtidea). Once an expenditure on behalf of the
EU is made, it is not certain that the claim ismited right away by the corresponding
agency. Separately, budget units may pay an adwantiee delivery of goods and services on
EU projects, which are recorded in the balancetshee

The Treasury staff confirmed the interpretationtlufee entries of the accounting balance
sheet:

* “Expenditures of the next periods for the EU-fundediertakings”, on the asset side,
records “advances to suppliers”, prior delivery /and verification of the
goods/services;

* “Claims on EU funding”, on the asset side, recadsies when the claim on the EU
is established (i.e. the expenditure is certifi@ayl

 “EU funds related liabilities”, on the liability @&, had an uncertain nature. In
principle these entries must relate to rare ocoastd refund to the EU on expenditure
erroneously claimed. In practice, units use thisyess temporary accounting entries.

The Treasury staff noted that the EU pre-finangmg. on third CSF) was not reported in the
“accounting” balance sheet but in the “financiaildnce sheet, and that the excess payment
on the Latvian contribution to the EU budget (in02P did not seem to be appearing in
neither, although the LV authorities will furthevestigate this point.

Eurostat examined the table which is the basihefEU correction for EDP purposes: the
difference between the cash payments on behalfeoEt) and the cash receipts from the EU.
The Treasury staff confirmed that the cash paymemie those of the second level (e.g.
payments leaving government accounts) and incltideddance to suppliers”. Eurostat found
that, in spirit, the table follows the Eurostatidean on the need to neutralize EU flows.

It was nonetheless concluded that the LV autharitarrently recorded some of the EU
correction twice: both in the other accounts reakl® line and also as a separate entry under
other adjustments. The LV authorities agreed tanghahis recording in order to eliminate
the double counting. This will be reflected in tiext EDP notification

From a presentational point of view, Eurostat recmmded to decrease or eliminate
completely the line among other adjustments, amabrtethe adjustments under the other
receivables or payables lines. It was also stregscamounts in EDP Table 2A and 3B shall
be the same.

Eurostat emphasized that the LV authorities seerfai@ the necessary information about

these flows and that they should make use of itHerpurpose of adjusting the figures. For
this exercise, it would be useful for the workinmgyp to exchange points of view.

12



Findings and conclusions

In total, Eurostat found that the CSB had accessutistantial information and haajhtly
engaged in active corrections for EU flows, sodmply with the Eurostat decision, but that,
in doing so, a double counting had unfortunateisear.

The required action to eliminate this double cowititimpact the deficit (EDP B.9) of central
government, by approximately 20 million lats in 8066 million lats in 2004, 25 million lats
in 2003 and 6 million lats in 2002. In additionethatvian statistical authorities will further
enquire the subject and report to Eurostat.

4.6 State guarantees, debt assumptions, debt céatemhs, debt write-offs

Introduction

Eurostat received the note of the LV authoritiegudlstate guarantees, debt assumptions, debt
cancellation and debt write-offs, and asked addtiquestions.

Discussion

As regards guarantees, the LV authorities explathat while there is a noticeable stock of
outstanding guarantees, these are usually notdcafimce the conditions of providing
guarantees are strictly regulated and controlledhiyTreasury, inclusive of a complete risk
assessment of the potential beneficiaries. Thelsralid in the years 2004 and 2005 had been
repaid the same year and were related to a speutalhospital).

The LV authorities confirmed that there were nceotihebt assumptions apart from the central
government debt assumption of a local governmermd\Bank loan.

As regards debt cancellation, the LV authoritiesntiomed that they haven't had such a
recording so far. The CSB was asked by Eurostfill io the EDP related questionnaire table
IV row 7, even if there are no debt cancellatiogiace this line concerns the stock of loan
assets.

Findings and conclusions

Eurostat took note that the call of guaranteest @sbumptions, debt cancellations, debt
write-offs and calls on guarantees were extremealg events in Latvia.

4.7 PPP projects

Introduction

Eurostat inquired about the current situation oPR¥ojects in Latvia, as the consolidated
inventory showed a new legislative framework foesé projects. Eurostat inquired about

specific PPP projects that were known to be stdrtechot reported to Eurostat yet.

Discussion

13



The LV authorities explained that under Latvianid&gion, there is a requirement to
determine if a long term contract is a concessgmvérnment does not pay money, as the user
pays) or a procurement contract. PPPs are condidisea special kind of procurement
contracts.

The LV authorities explained the institutional amgaments in place for the PPPs. There is a
working group, chaired by the Ministry of Economi¢ee main responsible unit for PPP
issues, and also comprising the Ministry of Finarilte Treasury and the CSB. The working
group was set up in compliance with Directive N& 1 the Ministry of Economics. The
Department of the Structural Economic Policy of khaistry of Economics was assigned the
leadership role in the working group. Represengatifrom the following institutions are
involved as members of this working group: the Mini of Finance, the Treasury, the
Central Statistical Bureau, the Ministry of Trandpahe public stock company “Latvijas
valsts c@” (“Latvian Public Roads”) and the investment agies of Latvia. The task of the
above working group is to prepare for submissiontite Cabinet of Ministers of an
informative report on the impact of public and piti partnership on the general government
budget and debt, outlining the accounting mechar@npublic and private partnerships and
the role of the responsible institutions in thieqass.

The entity responsible for the assessment of riskslved in PPP projects would be each unit
(contrary to what is reported in the inventory)wihe Ministry of Economics providing only
general guidance.

Eurostat also asked about the ongoing projects. LMauthorities explained that there are
currently no ongoing projects, the next one to dredeen is the one of Road E77 but the
contract is not yet signed.

Findings and conclusions

Eurostat concluded that by the time of the ApriD2@EDP notification, the LV authorities
must have defined clear rules for assessing the os PPPs, and decided whether the assets
built should be on government balance sheet or not.

Concerning the two ongoing projects, it was decitleat the LV authorities will further
investigate these. As regards the issue of thetwati®n of a Motorway along Route E77 of
the Main Public Road A2 in the Section Riga Byp&&ste, the contract, as soon as signed
with the private investor, will be sent to Eurodtatfurther investigation.

4.8 Capital injections, super-dividends and privsdtions

Introduction

In the October 2006 notification, there were selveaaes pointed out by Eurostat which were
discussed during the meeting.

Discussion
Concerning Hipoteku un zemes banka, which benefitaoh substantial injections in 2002

and 2005, the LV authorities explained that theX26@pital injection was in response to a
new regulation forcing banks to have a higher ehpiserve adequacy. The government
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chose providing funds itself, rather than raisiogds from private investors, to comply with
the new regulation on time. Eurostat asked the utarities to check under which procedure
(“State Aid”, or others) this injection has beerdartaken in the EU legislative framework.
The LV authorities promised to check this.

Concerning the Jelgavas Autobusu company, it wesedgthat since this company seems to
have accumulated losses, the CSB will reclass#yettuity injection into capital transfer. As
regards the Latvijas Garantiju Agentura, the LVhauties will further investigate the case.
Concerning the Madonnas Slimnica hospital, the Wharities indicated that this unit is
already classified in general government.

In general, Eurostat recommended the CSB to pagebigttention to the issue of capital
injections. Eurostat reminded that the fact thatrécapitalizing event leads to an increase in
the equity of the corporation in the balance shafetthe unit was not a criteria for
classification. It was decided that besides theaanentioned above, the CSB, when aware
of capital injections undertaken, will from now epstematically assess whether the injection
can be considered as an equity injection or agdatdransfer This must be done based on
the rules included in chapter 11.3. of the MGDD.

As regards privatisation, the LV authorities agraedprovide the compulsory data on
privatization proceeds in table Va, line 37 of tjuestionnaire related to EDP tables.

As regards dividends, the LV authorities provideadstat with a list of dividends received in
2005. The LV authorities felt that the company etom had been paying dividends to the
government that did not exceed the companies apgratrofits (e.g. excluding holding
gains), but this will need explicit confirmation.

Findings and conclusions

The Latvian authorities agreed to take action enahove mentioned specific issues.
4.9 Military expenditure

Introduction

Eurostat inquired about the data sources of myligapenditure and asked for more details on
the questionnaire related to EDP table VI.

Discussion

Eurostat asked the LV authorities for clarificatiom the correct recording of military
expenditure. The question was raised on why tlen® icorrection for military expenditure in
the EDP Table 2A. It was explained that the comacts implicitly included in the other
payables/receivables.

The table VI of thequestionnaire related to EDP tables was discussed in some detail. The LV
authorities explained that the source of all infation in the table is the Ministry of Defence.
Eurostat asked which of the three items: deliver@ber financial transactions and cash
payments were calculated based on the other twe.c@ke of equipments built over many
years was also discussed. Eurostat asked forictdiiin on whether the reported amounts
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for equipments built over many years reported m gbhcond section of the questionnaire are
included in the deliveries line of the same tabiee(1), in the same year, and why no
prepayments had been reported.

The LV authorities promised to settle this isswdobe the next EDP notification (April
2007).

Findings and conclusions

The Latvian authorities agreed to inquire furtherdata source issues and on the multi year
programmes.

5. Other issues
Introduction

Eurostat reviewed with the Latvian authorities #iate of data delivery in the framework
of the Council regulation (EC) No 2223/96 of 25 duh996 on the European system
of national and regional accounts in the Communiy, amended (ESA95 transmission
programme) and its consistency with EDP statistics.

Discussion

The consistency of EDP data was high in particuléin non-financial government accounts
(both annual and quarterly). On the other handsistency of EDP data with annualised
guarterly financial accounts was not satisfactory.

The LV authorities explained that they have a latkesources in the compilation of ESA
tables 6 and 27. The CSB also explained that a &enpevision of financial accounts is
undertaken.

Eurostat pointed at some anomalous recording ihétdan government finance statistics on
the liability outstanding for 1996-1998 (based cmtadrequested in the annual financial
accounts, i.e. ESA Table 7), and called for considedelivering annual or quarterly financial
accounts for general government only for thosesyear

Concerning Table 27, the stock of receivables shdw& compiled using the approach for
taxes explained in the meeting and the stock oftygghould be compiled using interpolation
approaches. The CSB indicated that the privatisatgencies would provide also data.

Findings and conclusions

The Latvian authorities agreed to take action Bptaned that they lack human resources for
the above mentioned purpose.
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