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Preface

Investment in the Baltic States is one of a series of booklets published by KPMG
member firms to provide information to those considering investing or doing business
in various countries.

This publication has been prepared by KPMG in Estonia, Latvia and Lithuania to assist
those contemplating investment or commencing operations in the Baltic states.

KPMG in the Baltics provides audit, tax and advisory services for local and multinational
companies, government entities and inward investors.

The information in this booklet is of a general nature and should be used only as

a guide for preliminary planning purposes. Because of the continually changing
legislative environment in the Baltics, the complexity of corporate, tax and social laws
and regulations in each country and the steadily evolving nature of the respective
economies, comprehensive professional advice and assistance should always be
obtained before implementing any plan to invest in or immigrate to the Baltic states.

KPMG with more than 300 staff in the Baltic states can provide such assistance and
would be pleased to provide more detailed information on matters discussed in this
publication.

Every care has been taken to ensure that the information presented in this edition is
correct and accurate as of 1 May 2011.

Revised edition
Riga, May 2011
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Chapter 1

Country profile

Estonia

General information

Estonia is a forward thinking, ambitious nation with a rich heritage, melding western
influences with an eastern hunger for success. Currently, Estonia is very pro-business
with one of the most liberal trade and investment policies in Europe. It was the first
country in Europe to introduce a flat tax which ushered in an era of prosperity. Since
then, many other countries have followed Estonia’s lead.

Estonia is an attractive investment location in the Baltic Sea region and has been
successful in attracting foreign direct investment (FDI). This development of FDI stock
vividly demonstrates the economic potential of Estonia. Countries that are more
successful at attracting FDI will achieve more rapid convergence towards the EU'’s
average economic development level. An influx of FDI involves a technological and
management know-how transfer into the firms and industries being invested in.

In addition, Estonia’s status as an EU member state translates into long term stability.
As of 1 January 2011, Estonia is a member of the euro area, which will further enhance
the country’s trade and tourism.

The Estonian economy is highly integrated with the Scandinavian countries. Finland
and Sweden have had positive influences on Estonian economic development.
Scandinavian countries are well-known for their technological and telecommunication
innovations. Due to the integration with Scandinavian countries, Estonia is advanced in
terms of the level of telecommunications infrastructure in Central and Eastern Europe.

Geography and climate

Estonia is located on the eastern coast of the Baltic Sea, sharing borders with Latvia in the
south and Russia in the east. Its nearest overseas neighbors are Finland and Sweden.

The territory of Estonia is 45,226 square km, which is slightly larger than the
Netherlands, but with only 10 percent of the population. There are over 1,500
islands and a comparable number of rivers and lakes. The terrain of Estonia is varied;
approximately 40 percent is forested and an additional 20 percent has swamps and
bogs. Estonia also possesses some mineral resources.

Estonia lies in the transitional zone between a continental and maritime climate.

The proximity of the Baltic Sea influences the weather conditions. The warmest month
is July, with an average temperature of 20°C, and the coldest month is January with an
average temperature of -6°C.
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Population and language

According to Statistics Estonia, as of January 2011, the population of Estonia was
1,340,122. Approximately 69 percent of the population is Estonian, 26 percent
Russian and 6 percent comprise other nationalities. The non-Estonian population lives
predominantly in the country’s northeastern industrial towns and mining areas. About
65 percent of the population live in urban areas.

Major cities include the capital city of Tallinn with a population of over 411,000 and Tartu
with 98,000 people.

The official language is Estonian, which belongs to the Balto-Finnic group of the Finno-
Ugric languages and is closely related to Finnish and distantly related to Hungarian. The
Latin alphabet is used in written Estonian. Russian and English are also widely spoken.

Evangelist Lutheran is the dominant religion in Estonia.

Political system in Estonia

Since regaining independence, Estonia has had several administrations, involving a
variety of coalition arrangements. Despite changes in the personnel and parties in
government, the basic lines of national policy have remained constant: liberal economic
policies, including tight budget controls and a privatization program which has received
general cross party support.

Estonia is a parliamentary democracy with a legislative, executive and judicial branch.
The judiciary is based on a civil law system, with no judicial review over legislative acts.

The unicameral Parliament (Riigikogu) holds the most power. Its 101 members are popularly
elected every 4 years; with the most recent general elections held in March 2011. The
Parliament appoints and confirms the prime minister and elects the president every five
years.

As the result of the 6 March 2011 general elections in Estonia the victory was achieved
by the two major ruling parties — Reformierakond and Keskerakond. Reformierakond’s
incumbent, Prime Minister Andrus Ansip, formed a new coalition composed of
Reformierakond and IRL (Isamaa and Res Publica’s union). The next general election will
be held in March 2015.

The latest presidential elections in Estonia were held in September 2006. The office

of president is currently held by Toomas-Hendrik lives, who was born in Stockholm,
Sweden to ethnic Estonian parents. Ilves has previously served as the ambassador of
Estonia to the United States, Canada, and Mexico. The office of president has a largely
ceremonial role. The next presidential elections will be held in September 2011.

Source: Estonian Ministry of Foreign Affairs

Governmental strategy for economic development

The Estonian government has stated in their development strategy for the Estonian
Ministry of Economic Affairs and Communications that the main goals for 2010-13 are:

e Employment growth — removing barriers for starting businesses and by supporting
existing businesses;
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e Productivity growth —encouraging foreign and domestic investments and
technological development by ensuring modern infrastructure and fair competition
on the market, thereby increasing competitiveness of Estonia as an investment
environment;

e Securing the safety and high quality of the artificial environment — ensuring the
control and supervision over potentially dangerous machinery for employees,
equipment, buildings, goods and infrastructure as well as supporting the
development of safe artificial environments including ensuring the effective
functioning of critical institutions through different crisis situations.

Estonia’s real economy decline was reported as 3.1 percent in 2010, however in the
latter half of 2010, the economy had already shown signs of a return to economic
growth. The main reason lies in a stronger than anticipated economic recovery, led by
external demand. The new growth cycle can rely on the continuously strong economic
fundamentals of the sound banking system, a flexible business environment and
accumulated fiscal reserves. Economic growth has resumed rapidly in both the euro
area and Estonia.

Growth in external demand in 2010 laid a good foundation for an increase in economic
activity in Estonia, coupled with an improved confidence of Estonian companies and
consumers. This is reflected, above all, in increases in corporate revenues and profits,
along with a reversal of the drop in retail sales volumes. The recovery of domestic
demand may well boost the economy further next year, when, alongside consumption,
the demand for investments is expected to show moderate growth. Stable and
balanced economic growth is crucial for solving the structural problems caused by the
deep recession, including reducing the risks to financial stability.

Overall investment environment

In the Global Competitiveness Report 2010-2011, a publication released by the World
Economic Forum, Estonia ranked 33rd among over 100 other economies. According to
this report, Estonia outpaced some other European countries such as Portugal, Spain,
Italy and the Czech Republic. Other Eastern European countries were also ranked
behind Estonia. Based on World Bank data of over 175 countries, in 2011 Estonia ranked
17th in terms of ease of doing business.

EU enlargement, economic integration with Nordic countries and the development of
the internal markets are central factors impacting the business environment in the Baltic
Sea region. EU enlargement has had a major effect on regional trade and transportation.
The Estonian accession to the EU is fostering trade and exports between Estonia

and other EU member states. The trade agreement between Russia and the EU will
improve contractual status between trading parties and should provide a framework for
positive developments. Along with the quick introduction of the euro in 2011, Estonia
was attributed a positive rating outlook by all the rating agencies in year 2010.

Estonia has one of the most liberal investment and trade policies in Europe. The Wall
Street Journal’s Index of Economic Freedom for 2011 rates Estonia 14th in the world.
The ranking is based on factors like trade and monetary policy, government intervention
in the economy, property rights, wages and prices, capital flows and foreign investment.
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According to this index, Estonia is even ahead of countries like Sweden, Finland, Japan,
and Germany.

Estonia is a country with a low tax burden, especially compared to the Nordic countries
(e.g. the individual income tax rate in Estonia is 21 percent). Additionally, in order to
encourage companies to invest in the expansion of their businesses, all corporate
investments were exempted from corporate income tax from 1 January 2000. The
Estonian tax system’s stability and independence from short-term political decisions
supports the overall business environment.

Estonia is part of the Baltic Sea region — Europe’s fastest-growing market with 100
million people. Estonia’s economy experienced very strong growth in 2005-07. During
that time, the economy has expanded by more than a quarter in real terms and almost
by two-thirds in nominal terms. From 2005 to 2007, growth was driven by strong
demand based on active lending, with resources mostly servicing domestic demand.
After the credit bubble affected the economy, strongly affected by the downturn in
Finland, Sweden, and Germany, it contracted significantly in 2009.

Flexibility and openness have given Estonia’s small economy an impressive capacity
to adjust to external shocks. The non-financial private sector reacted quickly to the
challenging economic environment in 2009 with wage cuts and swift employment
adjustments facilitated by a new labor law. Sound economic policies, grounded in a
strong commitment to economic freedom, have ensured high levels of investment and
entrepreneurial activity.

As Estoniais a new EU member state, companies investing in Estonia have an ideal
opportunity to qualify for the EU Structural Fund support scheme until 2013. These
funds provide financial incentives in many areas including training programs, innovation,
R&D, value added manufacturing and projects relating to infrastructure. There is also
special government funding to assist export-oriented business.

Currency

Estonia adopted the euro on 1 January 2011, thus becoming the 17th member of the euro
area. The changeover in Estonia is steadily progressing. During the first two weeks of 2011,
Estonian kroons and euros were equally acceptable means of payment. From 15 January
2011 the only valid currency in Estonia is the euro. The retail sector coped well with the
changeover process and the parallel handling of two currencies and had in many cases
employed additional staff at the checkout counters to deal with these challenges.

Inflation

Inautumn 2010, inflation picked up faster than was expected in Eesti Pank'’s baseline
scenario. This was caused by a global increase in the price of raw materials for food,
which affected consumer prices more than anticipated. At the same time, year-on-year
margins in food trade grew as well. For instance, wholesale food trade earned record
high profits in the third quarter of 2010. According to Eesti Pank’s December 2010
forecast, prices have increased by an average of 3.0 percent in 2010 and are forecasted
to rise another 3.5 percent in 2011. Nevertheless, the price hike of food is likely to have
a temporary effect on inflation. Price hikes will remain subdued in other sectors, so the
inflation level is expected to decline in 2012.
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As regards external risks to financial stability, tensions in international financial markets
have increased. Threats to the Estonian financial sector are somewhat cushioned by
the fact that the larger banks belong to strong Nordic banking groups, which have
been somewhat less affected by recent developments. However, the risk of further
deterioration in the external environment will persist, weakening both the operation of
financial markets and the economic growth of the countries that have so far remained
relatively unscathed by the debt crisis. An additional risk is that continuously low
interest rates may stimulate the appetite for higher risk-taking.

Taxes

Estonia is a country with a low tax burden, especially compared to Western Europe.
The individual income tax rate in Estonia for 2011 is a competitive 21 percent, and has
been on this level for the last three years.

Additionally, in order to encourage companies to invest in the expansion of their
businesses, Estonia provides a unique corporate income taxation system as resident
companies (and permanent establishments of non-resident companies) do not

pay income tax on retained or reinvested earnings. The corporate income tax (CIT)
obligation is deferred to the moment of distributing profits. CIT is levied at the gross
rate of 21 percent on profit distributions, dividends, gifts, fringe benefits, other non-
business expenditure, and excessive capital reductions made by companies.

The Estonian tax system’s stability and independence from short-term political
decisions supports the overall business environment. The government's policy has
been directed towards lowering the taxation rate but difficulties in the economic
situation have stopped the execution of some of the plans. Nevertheless, in 2009 the
effective tax rate in Estonia was 36 percent of GDP. The average effective EU tax rate
is around 40 percent of GDP. The average effective EU tax rate is around 40 percent of
GDP. Although it is not certain that Estonia will be able to maintain a low taxation rate
in the long term, the government is committed to remaining competitive in regards to
taxes.

The Estonian government gets the majority of its revenue from taxes. Additional
revenue is accrued from state holdings in companies, provision of services, state fees
and other less important sources. The most important taxes for the state are the social
tax, the value added tax, personal and corporate income taxes and various excise taxes.

Export and Import

Export holds a prominent position in the Estonian economy and its growth. The volume of
export of goods and services amounts to 80 percent of the Estonian GDP with export of
services constituting about one-third thereof. Tourism and various exported services relating
to Russian transit and the transport industry are instrumental in providing profit to Estonian
enterprises. More than two-thirds of the Estonian industrial production is for export.

Estonian foreign trade is connected to the other EU member states (29 percent of
Estonia’s total exports and 38 percent of total imports), especially to the Baltic Sea
countries. More than 50 percent of Estonia’s exports go to other countries in the Baltic
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Sea region. Nordic countries — Finland and Sweden — hold a prominent position among
Estonia’s export partners. A notable share of Estonia’s export goes to the so-called old
EU countries — especially to Germany, Great Britain, Denmark and The Netherlands.
Almost one-fifth of Estonian export goes to the new EU member states, although the
majority of goods end up on the markets of the closest neighbors, Latvia and Lithuania.

Estonia’s imports were mainly from Finland (15 percent of Estonia’s total imports),
Sweden and Germany (11 percent from each). Arrivals from Russia and Finland also
increased significantly in 2010. Electrical equipment and oil products were mainly
imported from Finland, electrical and mechanical equipment from Germany, and
electrical equipment and vehicles and parts thereof from Sweden.

The largest shares of Estonia’s exports were made up of machinery and equipment

(26 percent of Estonia’s total exports), mineral products (16 percent), and agricultural
products and food preparations (16 percent). The largest shares in Estonia’s imports were
also held by machinery and equipment (25 percent of Estonia’s total imports), mineral
products (19 percent) and agricultural products and food preparations (16 percent).

Estonia’s exports increased by 32 percent and imports by 26 percent during the period
of January—November 2010 compared to the same period in 2009.

Labor market

Labor market regulation in Estonia is considered to be relatively flexible by
entrepreneurs. Flexible labor market regulation means ease in recruiting and dismissal
of employees and a level of minimum wage that is encouraging for business activity.
Estonia has pursued measures to upgrade labor regulations and make the labor market
even more dynamic. Enhancing labor productivity has been a key area, and the recently
enacted labor law aims to increase flexibility by reducing layoff costs.

Estonia’s labor market is uniquely qualified to deal with markets to the east of the Baltic
region. Estonians are highly educated, and possess in-depth business knowledge

and experience with Russia and the CIS. They understand the markets and speak the
language, making Estonia a good choice for businesses that want to excel in trade and
commerce with Russia.

About 59 percent of the Estonian labor force works in various branches of the services
sector, approximately 35 percent is occupied in industry and the remaining 6 percent
deal with agriculture, fisheries and forestry.

The economic decline and the fall in the number of jobs mostly affected the
construction sector, which had grown rapidly, and several branches of manufacturing,
increasing the threat of structural unemployment. This means that more measures
must be taken to provide retraining and to eliminate structural gaps. In the near future,
structural unemployment needs to be reduced as much as possible. Cuts in wages and
the number of working hours in response to the sudden drop in demand have helped
Estonia avoid an even greater fall in employment.

Future labor-market developments in Estonia will be increasingly affected by demand for
a qualified labor force. Unemployment will remain high in the years to come. In order to
improve the situation further, it is necessary to apply active labor market measures efficiently.
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Key economic indicators

2007 2008 2011
forecast

GDP 15,8275  16,106.7 @ 13,860.8 14,500.9 15,198.0 16,082.8
(EUR millions)

Real GDP growth 6.9 -6.1 -13.9 3.1 4.4 3.5
(%)

Real investment 26.8 -5.2 -36.8 21.7* 24.3 25.1
growth (%)

Real export 4.1 5.4 -23.5 20.7 6.4 6.9
growth (%)

Real import 6.8 -4.7 -33.3 14.6 10.4 79
growth (%)

Inflation (%) 6.7 10.6 0.2 3.0 2.5 2.6
Unemployment 4.7 5.3 13.8 178 14.8 13.4
rate (%)

Real wage growth 12.0 4.8 -3.7 -0.8 0.6 1.6
(%)

External debt 109.6 118.2 125.5 120.5 100.9 96.4
(% of GDP)

* Figures comprise forecasts because the information on 2010 was not available at the time the
information was gathered
Source: Statistics Estonia, www.stat.ee

Infrastructure

Due to its favorable economic and geographical position, Estonia has become a transit
gateway for east-west as well as north-south trade. Its location is ideal for the creation
of efficient transportation links and distribution chains of goods and services for
companies in Europe and in other parts of the world.

In 2010, Estonian transport enterprises carried 78.8 million tons of goods (67.7 million
in 2009), of which 56.7 percent was carried by railway (38.4), 41.3 percent by road (27.9)
and 2.0 percent by sea (1.4).

The Estonian logistic cluster was formed in the summer of 2010. The objective is

to market the potential of the Estonian logistics sector on various target markets

and to increase export turnover, which will be preceded by the development of
products and services with high export potential, the creation of a central information
channel, the shaping of a standard visual identity and the development of content and
communications.
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Sea transport

There are 64 ports along the coast of Estonia; 31 of which handle commercial shipping
and are open to vessels from other countries. The port of Tallinn is one of the fastest
developing ports in the Baltic Sea and manages five harbors:

e Muuga Harbor is the main oil, dry bulk and container port in Estonia with a maximum
depth of 18 meters and is ice-free.

e QOld City Harbor is a main passenger port in Estonia with a maximum depth of
10.7 meters.

e Paldiski South Harbor is a scrap metal, timber and ro-ro port. The maximum depth is
13.5 meters.

e Paljassaare Harbor is a timber, oil and coal port with a maximum depth of nine
meters.

e Saaremaa Harbor is a passenger port with depth alongside the quay of 10 meters
and it is capable of servicing ships with the length of up to 200 m. The natural depth
of the harbor location is sufficient for receiving the biggest cruise ships sailing in the
Baltic Sea.

Road network

The Estonian road network is comparable to that of the Nordic countries in terms of its
density and quality. The infrastructure along the main highways has improved rapidly
as modern fuel stations and better roads have been built. The major road transport
passages through the country are Tallinn-Narva (Russian border), Tallinn-Tartu-Russian
border and Tallinn-Parnu-Latvian border.

Rail system

The total length of the Estonian railway lines is 1200 km, including 133 km that are
electrified. All larger towns and centers are linked by the railway network, which covers
the entire mainland of Estonia. Currently, the amount of freight carried fluctuates
around 40 million tons. In recent years, petroleum products have trended lower among
rail-transported goods, but instead, the amount of coal transported has increased.

Like Latvia and Lithuania, Estonia shares a common railway gauge with Russia. This
facilitates rail transportation.

Development continues on Estonia’s rail system. The Rail Baltica is a key project of
the European Union's Trans-European Transport Networks. This line will link the Baltic
region with Central and Western Europe, expediting movement of people and product
through this extensive, border free area.

Air transport

Since 29 March 2010 Estonia’s most important aerial gateway is honored to bear the
name of Lennart Meri, the first president of the newly independent Estonia. Mr. Meri
has become a national legend whose character and heritage symbolizes the arrival of
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Estonia on the world map, as well as a symbol of statesmanship and national pride.
Tallinn Airport Ltd. manages airports that are located in Estonia, which includes Tallinn
Airport and the airports of Tartu, Parnu, Kuressaare, Kardla, Kihnu and Ruhnu.

In 2005, the Tallinn airport became a “million-passenger airport”, i.e. more than 1 million
passengers were served during a year. Due to the growth, in 2006, two construction
projects in the Tallinn airport were signed: the reconstruction of the air traffic area and
expansions of the passenger terminals. These projects are co-financed by the European
Union Cohesion Fund. Both construction projects were completed in September 2008.

International air links with most Scandinavian and European cities have been
established. International flight companies such as Air Baltic, Finnair, Lufthansa,
EasyJet, etc are operating through Tallinn Airport. The Estonian national flight company
Estonian Air operates domestic and international flights with seven aircraft: three
Boeing 737-500, two Boeing 737-300 and two Saab 340. In 2010, Tallinn Airport handled
1.38 million passengers (an increase of 2.8 percent from the previous year) and 11,960
tons of cargo.

Itis possible to fly directly to 32 destinations from Tallinn.

International membership

Estonia belongs to about 180 international organizations, including: United Nations
(1991), Organization for Security and Co-operation in Europe (1991), World Bank (1992)
and EBRD (European Bank for Reconstruction and Development) (1992), International
Monetary Fund (1992), World Trade Organization (1999), European Union (2004) and
North Atlantic Treaty Organization (2004). Participation in these organizations is integral
to the stability of Estonia.

Latvia

General information

Latvia’s history, as a crossroads of east and west, Hanseatic and European, has
produced a society that is cosmopolitan, western-oriented and multilingual. Latvians are
well educated and ambitious, eager to join their friends in the EU in achieving economic
growth. Logistically and culturally, Latvia is well suited as a business hub in Northern
Europe, making it ideal as a base for east-west trade.

Ultimately, opportunity must be in balance with stability. In the recent past, Latvia
provided both — diverse business opportunities with the security of the EU and NATO.
Currently, Latvia is rated 24th in the world in ease of doing business (World Bank
Report “Doing Business” 2010). Despite the current economic challenges, a business
friendly approach is still present, and the government is embracing a stimulus program
designed to encourage business development.

Latvia has an abundance of potential business ventures, largely increased by the great
entrepreneurial spirit running through the country. However, it is not just the potential of
Latvia that makes investing so appealing; it is also Latvia's location within Europe’s most
dynamic regional market, the Baltic Sea region with seamless access to 100 million
affluent consumers.

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



Investment in the Baltics | 19

Today, many attractive merger and acquisition possibilities are available in a variety of
sectors such as renewable energy, woodworking, construction materials, industrial real
estate and others. In addition, Latvian companies and research institutions are eager to
set up new joint ventures with international partners.

Geography and climate

Latvia is strategically located on the Baltic Sea and shares borders with Estonia,
Lithuania, Russia and Belarus. Its territory covers 64,589 sq km and is composed
of low-lying plains, with vast forests. Latvia is renowned for its beautiful landscape
and unpolluted environment. There is an abundance of rivers and lakes, as well as
a beautiful coastline, which combine to make this land exciting from a recreational
perspective.

Latvia is an important center connecting the Baltic states. Vilnius and Tallinn, capital
cities of Lithuania and Estonia, respectively, are easily accessible by car, ferry, rail or
air. Latvia's location serves as a main transport route connecting Russia with Western
Europe. The ports of Riga, Liepaja and Ventspils are active with shipments from
throughout the region and remain navigable during the winter.

Latvia has a temperate maritime and continental climate. The average summer
temperature in the capital is about +18°C (about 64°F) and the average winter
temperature is -5°C (about 23°F). The warmest month is July, the coldest February.
The weather in autumn and spring is relatively mild.

Population and language

Currently, the population of Latvia is 2.2 million, with a population density of about
34.8 inhabitants per square kilometer. Riga, the capital city, has approximately 706,413
inhabitants, representing 31 percent of the country’s population. Other major cities
include Daugavpils, Liepaja and Ventspils.

Fifty-nine percent of the population are Latvian, 28 percent are Russian and the rest are
Belarusian, Ukrainian and other nationalities.

The official language is Latvian though Russian, English and German are widely spoken.

Political system in Latvia

Latvia is an independent democratic republic represented by a parliamentary bodly,

the Saeima, whose members are elected in a four-year cycle. The Saeima elects the
president who holds office for a period of four years. The Saeima also has the right

to legislate under the provisions stated in the constitution (Satversme). Bills may be
submitted to the Saeima by the president, the cabinet or committees of the Saeima, by
not less than five members of the Saeima, or by one-tenth of the electorate.

The most recent elections of the Saeima were held on 2 October 2010.

The president represents the State in all international relations, and appoints the prime
minister as well as the diplomatic representatives of Latvia. The president promulgates
the decisions of the Saeima and has the right to initiate legislation.
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The prime minister who is appointed by the president nominates ministers to form the
government. When the prime minister submits the list of cabinet ministers and the
proposed government activity plan to the Saeima and receives a vote of confidence, the
appointees become official and start to fulfill their duties.

The prime minister determines the general direction of the government'’s activities and
manages the activities of the Cabinet of Ministers. The prime minister is responsible for
the governmental activities and initiatives of the Cabinet of Minsters to the Saeima.

The final arm of the government is the Judiciary. Judicial power in the Republic of
Latvia is vested in district (city) courts, regional courts, the Supreme Court and the
Constitutional Court and is independent.

Governmental strategy for economic development

In order to manage the current economic challenges and strengthen the national
economy, Latvia has established the Economic Stabilization and Growth Revival
program.

This action plan promotes significant activities aimed at improving business
competitiveness and speeding up acquisition of the European Union structural funds.

The program prescribes activities in three sectors: monetary, fiscal and financial policy,
as well as promotion of economic competitiveness. Strict fiscal policy mandates

the further reduction of budget expenditures aimed at achieving a balanced state
budget. Structural changes prescribed in the plan will facilitate an improvement in
Latvia's balance of payments and decrease economic dependence on foreign financial
resources. Changes will also lead to an improvement of effectiveness in the public
administration sector, as well as increased efficiency in both the business and public
service sectors.

Sources: website of Latvian Institute; website of the Saeima and the Cabinet of Ministers

Overall investment environment

During the past five years, Latvia experienced a rapid economic growth and
development across all sectors of the economy. Due to the recent global economic
slowdown, Latvia faces some challenges. However, the government of Latvia views
attraction of foreign direct investment as an important tool for successful economic
recovery and has created a business-friendly environment characterized by the
following:

e Competitive tax system

e Skilled labor at reasonable costs

e transparent legal and judicial system

® business without borders within the EU.

As a small country in today's globalized world, Latvia understands the importance

of attracting foreign investment to sustain economic development. The Latvian
government and local authorities have worked diligently to streamline procedures for
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doing business in Latvia. For instance, a company can be established in just two days.
As a member of the EU, Latvia operates under European-wide legislation.

Latvia aggressively supports the development of new business through:

e State support programs

e Special Economic Zones

e |nvestment and Development Agency of Latvia and its services

e Foreign Investors’ Council

As Latvia is a relatively new EU member state, companies investing in Latvia have an
ideal opportunity to qualify for the EU Structural Fund support schemes until 2013.
These funds provide financial grants in many areas including training programs,

innovation, R&D, value-added manufacturing and technology/knowledge transfer.
There is also special government funding to assist export-oriented business.

The government of Latvia has developed a number of state support programs for
enterprises registered in Latvia. Until 2013, financial support may be available for the
following activities:

e the foundation and support of the Center of Competence

e support for the Technology Transfer Center

e technology incubation

e business incubators in regions

e development of new products, services and technologies

e development of the industrial areas used in business

e with special support status

e education and re-qualification of employees

e support for start-up capital

e risk capital fund

e guarantee for credits of small- and medium-sized enterprises

e alternative investment market

Latvia possesses four separate special economic zones (three in port areas and
one inland), all well connected to transport and other infrastructure. To encourage

investment, the government offers corporate tax discounts (as high as 80 percent),
as well as 0 percent VAT and no customs or excise duties.

Finally, Latvia also understands that active dialogue between the government and
foreign investors is a continuous process. The Foreign Investors Council in Latvia
regularly raises key investment issues with the government and most foreign
companies find that they have easy access to officials and decision makers.
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National FDI strategy

After three years of research on global economic trends, the capacity of national and local
authorities and companies, and the potential of research organizations located in Latvia,
the investment strategy- POLARIS process- has been developed to promote investment
in Latvia and facilitate the growth of the Latvian economy. The research identified the key
sectors where Latvia has unique selling points to foreign direct investors.

The key sectors are as follows:

e woodworking

e metal and machinery

e transport and logistics

e information technologies
e health care

e life sciences

e greentech.

The strategy is based on the alliance among the public sector including national and
local governments, the private sector covering national and international companies,
investors willing to invest in Latvia, and, finally, major Latvian academic institutions
incorporating the main universities and research institutions.

The prime focus of the strategy is to unify the cooperation among stakeholders and
identify particular tasks for the involved parties in order to ensure an efficient business
environment for the investors. The process employs a methodology guaranteeing that
whenever an investor wants to invest in Latvia's key sectors, they can easily become an
active part of the POLARIS process and access all of the benefits provided.

Although respective services have been provided by the governmental and municipal
institutions before the POLARIS process, never have these services been ensured to
such an extent and integrity. The POLARIS process unites and combines the high-
level state institutions, municipalities, universities, industrial associations and private
companies into a harmonized system.

The long, solid history and existing competence of Latvian universities and research
institutions in the target sectors constitute an integral part of the POLARIS process,
providing a depth of knowledge. This knowledge about the sector combined with
alliances with the public, private and academic sectors equals a recipe for essential
economic advantage.

The POLARIS process does not end once the investor decides to go forward with the
investment. The LIAA (Investment and development Agency of Latvia) and its allied
partners will provide the necessary assistance in knowledge management for the
respective sectors, as well as project management support and project implementation
support in later stages.
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The POLARIS process is a tool to be used by foreign direct investors who are looking for
something beyond a low-cost investment. The alliance and the knowledge provided will
assist in selecting a site for the investment as well as a rapid launch of the investment
project. This is an ongoing strategy and ensures the establishment of long-lasting
relationship with investors. The POLARIS process has been designed to be successfully
implemented, allowing all the aforementioned objectives to be achieved.

Key economic indicators

From 2003 to 2007, the national economy of Latvia grew at an average annual rate of
9.8 percent. In 2007, the GDP growth was 10 percent, which was the second highest
GDP growth rate in the EU. Latvia's GDP per capita reached EUR 9,239 in 2007 Due to
the global economic crisis, GDP fell by 18 percent in 2009, with a slow-down in almost
all of the major sectors of the national economy.

Key economic indicators

2007 2008 2011
‘ ‘ ‘ ‘ ‘ ‘ forecast

GDP at current 15,896 21,030 23,034 18,615 17985* 18,692
prices, EUR m

Real GDP growth, 12.2 10 -4.6 -18 -0.4* -3.3
%

GDP per capita, 6,948 9,240 10,165 8,256 7,.999* 8,352
EUR

Inflation, CPI 6.5 10.1 15.4 35 -1.1 1.1
Unemployment 6.8 6.0 75 16.9 19.1* 171
rate, %

Gross average 430 566 682 656 629* 633
salary, EUR

Salary growth, % 23.0 1.2 20.5 -3.8 -4.0* 0.5
* — forecast

Source: Central Statistical Bureau. Forecast: Ministry of Finance of the Republic of Latvia (forecast of
November, 2010)

Currency

The national currency of Latvia is the Latvian lat (LVL 1= 100 santims). Since 1 January
2005, the Latvian lat has been pegged to the euro at the rate of EUR 1= LVL 0.702804.
Latvia pegged the lat to the euro in order to facilitate a favorable macroeconomic
environment for growth in the national economy in the long term as well as to facilitate
the adoption of the euro in 2014. The country’s entire monetary policy is supervised by
the Bank of Latvia.
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Inflation

In the beginning of 2008, prices increased more rapidly than in 2007. Supply-side factors
were considered as the main catalyst of the price increases in 2008. During the first half
of the year 2008, prices of electricity, natural gas, heating and fuel, the excise increase
on tobacco and fuel, as well as food prices rose quite substantially. With the reduction
of private consumption and a decreasing impact of supply-side factors, the increase in
consumer prices slowed down in the second half of 2008.

In 2009, the domestic demand contracted sharply and, in January, the annual inflation
rate dropped to under 10 percent for the first time since the peak ratio in July 2007 (17.7
percent).

Under the impact of weakening demand and lower energy prices, the inflation started
to decline. After a 10-month period of deflation in September 2010, the annual price
changes became positive, with the annual inflation at 1.9 percent in November, mainly
due to the global food and energy price dynamics.

Taxes

Latvia's tax burden, one of the lowest in the European Union with 38.5 percent of GDP,
compares quite positively. Latvia's corporate income tax rate is among the lowest in
Europe at a flat rate of 15 percent and dividends to EU citizens are not taxed. From 1
January 2011, personal income tax was decreased from 26 percent to 25 percent, and
individuals’ business income taxed at 25 percent.

With the economy being among the hardest hit by the global credit crunch, Latvia
has introduced changes to its taxation system in order to boost budget revenues

and stabilize the economy. Latvia's main amendments, adopted on 20 December
2010, were to increase the Value Added Tax (VAT) standard rate from 18 percent to 22
percent. These changes slightly shift the tax burden from direct taxation to indirect,
or consumer taxation. Given the volatility of the current economic downturn, further
changes in the tax rates can be expected.

Export and import

In 2009, Latvia's key export markets were the European Union countries with a share

of 71.8 percent, followed by export to the CIS countries at 13.9 percent. Likewise the
European Union and the CIS countries are also the main suppliers of Latvia's imports
(75.2 percent and 15.9 percent). Latvia's dominant trading partners are Lithuania

(16 percent of the total export and 17 percent of the total import trade turnover),
Germany (9 percent and 12 percent, respectively), Estonia (14 percent and 8 percent,
respectively) and the Russian Federation (9 percent and of total 11 percent, respectively)

In the recent past, exports grew at a moderate pace. However, this trend has reversed
and due to the global economic crisis, exports are shrinking, both on the basis of lower
export prices and contracting volumes. Total foreign trade turnover is also trending
lower due to the turbulence in the world economy.

However, since the beginning of 2010, Latvia's competitiveness started to recover with
the export value increasing.
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Labor market

Today, business is concerned with decreasing costs while maintaining quality
standards. The highly educated workforce is rated as one of the most qualified in
Europe in terms of university students per capita. Latvia possesses:

e a highly educated and multi-lingual workforce
e anorthern European culture

® in depth business knowledge and experience with Russia and the CIS.

Infrastructure
Gateway to the EU and Russia/CIS

As home to the largest city in the Baltics, and one of only four EU countries sharing a
border with Russia, Latvia is an ideal base for east-west trade. The transport system
provides an appropriate infrastructure base to facilitate the trade flows between the EU
and Russia and the CIS. To meet the needs of local export/import operators, Latvia offers:

e free ports in Ventspils, Riga and Liepaja that remain ice free and active throughout
the winter

e an extensive and functional road network, connecting both European and CIS road
networks, as well as Latvia's ports

¢ the shortest route between the EU and the CIS

¢ the railway connects Riga to Moscow by the shortest and most direct route, and
there are other specialized, high-capacity railway corridors linking Latvian ports with
Russia and the Far East

e Riga International Airport, which as a fast-growing airport, provides a competitive
international passenger hub, and a high-speed cargo distribution center

e pipeline systems for Russian oil/natural gas transit and distribution.

Seaports

The Latvian ports of Ventspils, Riga, and Liepaja play a key role in the transit trade. They
are important gateways for Russian and other CIS countries’ imports and exports. The
strategic location of Riga as an important industrial and consumption area within the
Baltic states, and the ice-free ports of Ventspils and Liepaja offer good conditions for the
development of transit and transport services.

Connections to all other transport infrastructure elements, along with attractive tax-free
zone incentives, have resulted in the ports becoming regional centers of industrial
activity. Latvian ports are highly export-oriented, with the proportion of loaded-on cargo
being about 95 percent of all cargo throughput, mostly shipping cargo for transit and
export from Latvia. The leading port in terms of unloaded cargo volume is Riga. RO-PAX
transport connections with Germany and Sweden are important logistics services
available at all three free ports.
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Roads

The Latvian road system provides direct access to destinations in the east (Russia/
CIS), the southwest (central/western Europe) and is well connected to northern Europe
via other countries and RO-PAX capable ports. Generally, all roads are fully public and
toll-free as funds for maintenance are collected from an excise tax on fuel and vehicle
registration fees. With financial support from the EU, Latvia has embarked upon a major
road infrastructure development project; the upgrading of the Latvian section of the

Via Baltica — the first pan-European transport corridor, connecting Finland and the Baltic
States to Poland and western Europe.

Railways

Latvia possesses a dense railroad network connecting the country to destinations as
distant as the Russian Far East. Russia and Latvia share a commmon railway gauge,
easing rail transportation. Currently, Latvian railways mostly serve as a transit trunk line
with as much as 76 percent of total freight volumes being transit connected to Latvian
ports and more than 60 percent of freight rolling stock being tanker-wagons.

In order to facilitate trade flows in the north-south direction, a pan-Baltic railway route
with Estonia and Lithuania, connecting Finland to central Europe is planned. This project
would also serve as the first step in Latvia's transition to the European railway gauge
technical standards.

Air transport

There are three operating airports in Latvia: Riga International Airport, Liepaja
International Airport and Ventspils Airport. Riga International Airport is the leading air
transport and transit center of the three Baltic states posting a 10 percent passenger
growth in 2009. Low-cost airlines entered Latvia’s aviation market and significantly
changed the structure of flights, passengers and airport services. As a result, in 2006
the new north terminal was built and opened to the public. In October 2008, yet another
major construction project was completed to extend the existing runway to 3.2 km,
making it a Category 2 runway, so that any type of aircraft may now land in Riga.

Although the latest terminal has only just been completed, Riga International Airport is
already considering further enlargement, so that in the future the airport will be capable
of handling 5-6 million passengers annually, expanding progressively to handle 15
million passengers in the long term.

Pipeline systems

The pipeline system in Latvia provides transport and storage of oil, oil products and gas.
The total lengths of oil and oil-product pipelines within Latvia are 437km and 329km
respectively and connect oil extraction and refinery plants in Russia and the CIS, the
nearest being in Polock (Belarus), to Latvia's ports. The pipeline management company
LatRosTrans is connected to the Russian pipeline system and provides a competitive
alternative to railway transport.
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International membership

Latvia holds membership in many of the most prestigious international organizations
including the United Nations (UN), the Organization for Security and Cooperation in
Europe (OSCE), the World Trade Organization (WTO) and the North Atlantic Treaty
Organization (NATO). On 1 May 2004, Latvia became a member country of the
European Union. Participation in these organizations is integral to the stability of Latvia.

This chapter was prepared with the assistance of the Investment and Development
Agency of Latvia.

&/LIAA

Latvijas Investiciju un attistibas agentdra
Investment and Development Agency of Latvia

www.liaa.gov.lv

Lithuania

General information

Lithuania is a unique northern European country that combines the Scandinavian traits
of progressive attitudes, order, cleanliness, and a natural and attractive environment,
with the Eastern European characteristics of new, rapid development, on the rise,

and as yet undiscovered. Sometimes called a northern, and sometimes an Eastern
European country, Lithuania is an authentic combination of both.

As a market, Lithuania provides a unigue blend of the EU advantages and proximity to
markets of Scandinavia and Western Europe combined with access to the large eastern
markets of Russia and the CIS.

Hit by the global recession, Lithuania’s economy started rebounding in the 3rd quarter
of 2009, and the World Bank said Lithuania was leading the recovery in 2010 in line with
Poland, Slovakia, Romania and the Czech Republic among the EU-10 member states. In
2010, the national GDP grew 1.3 percent, and the International Monetary Fund and the
World Bank project that the Lithuanian economy will grow 3.2 percent in 2011.

Figures by the FDImarkets.com investment monitor show that, despite the global
recession, 28 foreign companies accomplished 35 new foreign direct investment

(FDI) projects and created 5,300 new jobs in Lithuania in 2009. Also, a total of 31 new
investment projects have been launched in 2010 in Lithuania, bringing almost

16 percent more capital into Lithuania than last year. It is expected that more than 3400
new jobs will be created on the market in the next few years.

Lithuania has been praised by international economic analysts as an attractive
destination for foreign business expansion. According to the latest “Global
Competitiveness Report for 2010-2011" by the World Economic Forum, the Lithuanian

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



28 | Investment in the Baltics

economy is ranked 47th globally. Lithuania is ranked highly in the categories of the
level of higher education in the country (25th position globally) and IT literacy (33rd).

In its latest economic freedom index 2011 the US economic think tank, the Heritage
Foundation, rated Lithuania as 24th out of 179 countries of the world. It writes: “The
Lithuanian economy has been gradually recovering from a sharp economic contraction
in 2009. The country’s overall transition to greater economic freedom has been
facilitated by structural reforms and an increasingly vibrant private sector that accounts
for about 80 percent of GDP. As reflected in relatively high scores for fiscal and business
freedom, competitive taxation and an efficient regulatory system have contributed to
a more vibrant economy.” — analysts at Heritage Foundation comment on Lithuania’s
performance at www.heritage.org.

Geography and climate

Lithuania is located in the geographic heart of Europe and shares borders with Latvia,
Belarus, Poland and Russia. Encompassing over 65,000 sq km, Lithuania is larger than
Belgium, Denmark, the Netherlands or Switzerland. Seventy percent of its lowland
plains and hilly uplands are arable land and the remaining lands are forested. Lithuania’s
22,000 rivers and rivulets, 3,000 lakes and 99 km of the Baltic Sea coastline provide a
recreational wonderland with an emphasis on the preservation of nature.

Major cities include Vilnius with a population of 549,000, Kaunas with 349,000 people and
Klaipeda with 183,000. Siauliai and and Panevezys are also important cities of commerce.

The climate is midway between maritime and continental, with an average daytime
temperature of -5° C in January and 20° C in July.

Population and language

People of 115 different ethnic backgrounds live in Lithuania. While the population is
mostly Lithuanian, 6.7 percent are Polish, 6.3 percent Russian and 3.6 percent other
(Belarusians, Ukrainians, Latvians, etc.).

Most of the population is Roman Catholic, but there are also Russian Orthodox, Evangelical
Lutherans, Evangelical Reformers, Old Believers, Jews, Sunni Muslims, and Karaites.

The official state language is Lithuanian, which is the most archaic living Indo-European
language and is closely related to Sanskrit. It is possible to compare Lithuanian and Sanskrit
in such a way that even those who have not studied linguistics may observe the similarities.
The 32-letter Lithuanian alphabet is Latin based. English and Russian are widely spoken.

Political system in Lithuania

The Republic of Lithuania is an independent democratic parliamentary republic.

The foundations of the social system are enforced by the Constitution of the Republic of
Lithuania which was adopted in 1992. Under the law, sovereign state power is vested in
the people of Lithuania and is exercised by the president, the Seimas (parliament), the
government and the judiciary.
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The president of Lithuania is the head of state, elected directly for a five-year term and can
be in office for a maximum of two terms consecutively. The president, with the approval

of the Seimas, is responsible for appointing the prime minister. Upon the prime minister’s
nomination, the president also appoints, under the recommendation of the prime minister,
the Council of Ministers, as well as a number of other top civil servants and the judges for all
of the courts. In May, the European Union's budget chief, Ms. Dalia Grybauskaite, was the
first woman elected to be president of the Republic of Lithuania for a term of five years.

The Seimas is a one-chamber parliament that deliberates on and enacts law and
amendments to the Constitution. The Seimas also calls presidential elections, approves
or rejects the candidacy of the prime minister and other council members and reviews
the program of the government submitted by the prime minister. The Seimas is
composed of 141 members elected for a four-year term. Out of these, 71 are directly
elected by the people, while 70 are elected by proportional vote.

The government is the highest authority of executive power. It comprises the prime
minister and ministers. The prime minister is appointed or dismissed by the president of
the Republic, with the approval of the Seimas. Ministers are appointed by the president
of the Republic on the nomination of the prime minister.

The government administers the affairs of the country, protects the inviolability of the
territory of the Republic of Lithuania, and implements the laws and resolutions of the Seimas.
The government is also responsible for the preparation and execution of the budget and
discharges other duties prescribed to the government by the constitution and other laws.

Justice is exercised exclusively by the courts. The court system in Lithuania comprises
the Constitutional Court, the Supreme Court, the Court of Appeal, circuit courts and
district courts consisting of elected judges and assessors. Judges of these courts and
of the Supreme Court are elected by the Seimas for a term of five years.

Governmental strategy for economic development

The national government has set two strategic economic goals for Lithuania: to become the
Northern Europe Service Hub by 2015 and Northern Europe Innovation Center by 2020.

Lithuania is involved in the development of high quality technology services and leads
Europe and the world in a number of ICT infrastructure categories, such as the fastest upload
Internet, 4G mobile WiMAX technology and one of the best-developed fiber broadbands.
The country also hosts such global service businesses of BARCLAYS BANK of the UK,
WESTERN UNION, IBM and CSC of the US, and IDEAL INVENT TECHNOLOGIES of

India. By 2012, it is expected that one-third of the total FDI in Lithuania will come from the
services sector and by 2015, Lithuania expects the share of exports of services will comprise
approximately one-third of the country’s total exports.

The government is actively working on service clusters —IT engineering, accountancy
and financial operations, HR management, education, research and development in
biotech, biopharma, nanotechnologies, alternative energy technologies, transport and
logistics — development programs, services exports promotion strategies as well as
investor support tools.
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Global services players which are already operating in Lithuania have experienced that
the market has sufficient resources. FDl is strongly supported by the government,
which is applying individual support programs for each service's business development
project. They also still have the potential to welcome other developers in establishing
global operations centers to act regionally as well as worldwide.

Overall investment environment

In terms of economic growth rates over the past decade, Lithuania was leading among
the Baltic States. SEB Bank points out that, during the period from 2000, Lithuania’s
economy has grown on average by 5.3 percent per year, while Estonia’s — by

4.6 percent, and Latvia's — by 4.3 percent. In the pre-crisis period of 2000 — 2007, Latvia
had the fastest GDP growth with an average annual rate of 8.8 percent. Estonia’s GDP
annual rise comprised 8 percent, while Lithuania’s — 75 percent. However, during 2008
— 2009, Latvia saw the most rapid GDP drop — 21.4 percent, followed by Estonia with
17.2 percent, and Lithuania with 12.4 percent. SEB Bank forecasts that in 2011 and 2012,
Lithuania’s economy will increase by 4 percentand 4.5 percent, respectively.

Key economic indicators

2007 | 2008 2010 2011
forecast | forecast

GDP, EUR bn 20.9 23.9 28.6 32.2 26.7 28.6
GDP growth 7.8 7.8 9.8 28 -14.8 1.3 2.8
(annual), %

Annual inflation, 2.7 3.8 5.8 1.1 4.2 1.1 1.8
% (%)

FDI, EUR bn 4.7 6.9 8.4 10.3 9.2 - -
Exports, EUR bn €5 11.3 12.5 16.1 1.7 16.8 -
Imports, EUR bn 12.4 15.4 17.8 21.1 13.1 16.2 -
lo_/lnemployment, 8.3 5.6 4.3 5.8 13.7 17.9 15.8

o

Sources: Statistics Lithuania, www.stat.gov.It; Ministry of Finance, www.finmin.It

Currency

Lithuania’s currency is the litas (LTL), equal to 100 Lithuanian cents. Under a currency
board system, the litas is presently pegged to the euro at a rate of 3.4528:1. The amount
of currency in circulation is tied to the reserves of the Bank of Lithuania. Lithuania
expects to introduce the euro as its currency by joining the euro zone in 2014.
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Taxes

Lithuania has moved up five positions from 51st to 44th in the Paying Taxes
2011 study (PricewaterhouseCoopers (PwC), World Bank and International Finance Corporation
(IFC)), measuring the ease of paying taxes across 183 economies worldwide as well
as enabling an assessment of tax systems around the world from the point of view of
business over a 6-year period.

The Lithuanian tax burden has been one of the lowest in the European Union according
to research “Taxation Trends in the European Union"” concluded by Eurostat in 2010.
Lithuania exhibits the fifth lowest total tax burden (including social contributions) in

the EU (30.3 percent of the GDP against an EU-27 average of 37 percent). The tax on
corporate income is 15 percent, being the fourth lowest in the EU-27 and far from the
EU average of 23.2 percent.

As of 2010, group taxation of the Lithuanian corporate profit has been introduced. This
allows groups to balance profits and losses within their companies, whereby losses can
be transferred among different entities of a group if the controlling entity holds at least
two-thirds of the shares of the controlled entity.

Tax %
Corporate profit tax 15
VAT 21
Dividends 0* to 15
Personal income tax 15

(+6% health insurance contribution)
Social security tax for employer 31
(+employee’s contribution of 3%)

* 0 percent tax on dividends applies when an investor controls at least 10 percent of the voting shares in
the enterprise for the period of at least 12 months.

Tax incentives and financial support for foreign businesses
Tax incentives applied to businesses established in Lithuania include:

e Tax incentives for investments into new technologies and R&D
e Tax "holidays” in two free economic zones

e 0 percent taxation on dividends when an investor controls at least 10 percent of
voting shares in the enterprise for the period of at least 12 months

e Land and real estate tax relief offered by individual municipalities
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Corporate profit tax incentives for investments in new technologies:

e Companies carrying out investments in new technologies can reduce their taxable
profit by up to 50 percent. Investment expenses exceeding this sum can be
postponed to later, consecutive tax periods (up to five years).

Corporate profit tax incentives for R&D:

e Expenses incurred by companies carrying out R&D projects can be deducted from
taxable income three times;

e Long-term assets used in the R&D activities can be depreciated within two years.

Tax incentives in two Lithuanian free economic zones:

e 0 percent corporate tax during the first six years and only a 50 percent corporate tax
rate over the next 10 years

e ( percent tax on dividends

e (O percent real estate tax

INVEST LT+ financial grants for foreign investors establishing in Lithuania

Foreign investors interested in locating a business in Lithuania as well as foreign
companies already operating in the Lithuanian market but eager to further expand
may apply for INVEST LT+ financial investment support of up to EUR 3.5 million per
investment project.

INVEST LT+ provides financial support to cover personnel training costs (up to

EUR 2 million) as well as eligible construction, infrastructure and salary costs (up to
EUR 1.5 million), incurred by foreign investors establishing a manufacturing, services
or research and development (R&D) business unit in Lithuania. This financial support
tool is designed to support foreign businesses investing in the development of new
technologies, the production of export-oriented high-quality products and services as
well as the establishment of qualified jobs on the market.

Multinationals such as Barclays, Western Union, MOOG, SystemAir, SCT Lubricants,
Ideal Invent and SEB have expanded to Lithuania and have already benefited from
INVEST LT+ support.

For more information on tax incentives and the INVEST LT+ support contact the national
FDI promotion agency INVEST LITHUANIA at isd@investlithuania.com.

Labor market

Lithuanians are one of the best-educated and most multilingual people in Central and
Eastern Europe. More than 90 percent of the Lithuanian population has a secondary or
higher education. This is the highest level of education in the country in a decade and
one of the highest in the EU, the average in the EU-27 being around 70 percent. Even 40
percent of the 25 - 34 year olds have higher education, which is almost twice as high as
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the EU-15 average. Thirty percent of the overall population possesses higher education
compared to the EU average of 24 percent.

In 2009-2010, more than 144,000 students were enrolled in Lithuania’s 23 universities,
and about 57,000 students were enrolled in 23 colleges. Out of 241,000 of Lithuanian
graduates in 2000-2009, 168,000 got their degrees from universities and 73,000 from
colleges. The number of higher education graduates increased almost 50 percent or
180,000 during the last decade, and Lithuania continues to have a pool of well-educated
professionals for local and international businesses.

According to the "Europeans and Languages” survey, 90 percent of Lithuanians are
able to participate in a conversation in a language other than their mother tongue.
The EU-25 average is only 50 percent. Half of the population in Lithuania are able to
speak two foreign languages, and every third person speaks English. The three most
common foreign languages in Lithuania are: Russian, English, and Polish.

Labor costs in Lithuania are less than 50 percent of those in other EU countries and the
US. The minimum monthly wage in Lithuania is currently EUR 232, and the minimum
hourly wage is EUR 1.40. The average gross monthly earnings have decreased due to
the economic recession. After reaching a peak of EUR 627 in 2008 Q3, it has decreased
to EUR 5881in 2010 Q1.

Students in Universities amd colleges 2010
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| administration
W Engineering
37,000
Accounting
IT
56,000 ™ Finance, banking

and insurance

Employment 2010
8%
10%

=<

M Services
B Manufacturing
Agriculture

Construction

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



34 | Investment in the Baltics

Infrastructure

Well-developed transport infrastructure

Lithuania is strategically located at the gateway between huge markets in the north,
east and west. The country provides fast access to dynamic regional and neighboring
markets — rich Scandinavian, fast-growing Baltic, huge CIS and Western European —all
within a 500 km radius.

The European Union has recognized Lithuania as a prime transport center linking the EU
with the east. The EU’s transportation commission designated the two routes running
through Lithuania, the North-South highway and the rail route connecting Scandinavia
with Central Europe as well as the east-west route linking the huge eastern markets
with the rest of Europe, as being among the 10 most important in Europe.

On 21 December 2007 Lithuania became a member of the Schengen area, the
European territory without internal borders, allowing free movement of persons without
internal border checks.

Seaport

The northernmost and only ice-free seaport on the eastern shore of the Baltic Sea is
located in the western part of Lithuania. Klaipéda State Seaport is a regional transport
hub connecting sea, land and railway routes from east to west.

Klaipéda State Seaport handles roughly 7000 ships and 30 million tons of cargo every
year, and accepts large tonnage vessels: dry-cargo vessels up to 80,000 DWT, tankers
up to 150,000 DWT and cruise ships up to 270 meters in length. The ice-free seaport of
Klaipéda is able to receive PANAMAX-type vessels.

The draught of the entrance channel is 15 meters and the draught of the port navigation
channelis 13-14.5 meters. Increasing the water depth in the northern part of the port to
up to 175 meters is planned.

Best Baltic roads

Though small in size, Lithuania has a 21,000 kilometer road system, two-thirds of
which is paved with asphalt concrete. Roads in Lithuania are known to be the best
in the region. Lithuania is committed to investing EUR 145 million into the Via Baltica
international highway, and around EUR 100 million into three public logistic centers,
which will make up a total area of nearly 970 hectares located in Lithuania's three
largest cities.

Rail network

Lithuania has a well-developed railway network running a total of 1,750 kilometers.

The track is broad gauge, and provides direct connections to Latvia, Poland, Belarus, and
Russia (the Kaliningrad Region) as well as a link to Poland. Lithuania is also connected to
Asia and China via rail. Railways in Lithuania carry approximately 50 million tons of cargo
and 7 million passengers per annum.
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Air transport

Lithuania has an efficient air traffic infrastructure. Direct flights to the major European
cities are available from Lithuania's international airports in Vilnius, Kaunas and Palanga.
The number of passengers arriving at the Lithuanian international airports is constantly
growing due to Lithuania’s integration into the EU, the expansion of economic relations,
and active tourism as well as its favorable geographic location.

Logistics centers

There are around 550,000 m?2 of logistics and warehousing facilities in Lithuania.

The biggest supply of new, modern warehousing facilities is in the capital city

Vilnius (around 300,000 m?, growth — 7 percent), Kaunas is in 2nd place (around 200,000
m?2, growth — 77 percent), and Klaipéda comes 3rd (85,000 m2, growth —

49 percent). Lithuania's northern, western, southeastern and northeastern regions are
undergoing further construction of logistic centers.

International membership

Lithuania is a member of more than 70 international organizations, e.g. the European
Union, the United Nations, NATO, the Organisation for Security and Co-operation

in Europe (OSCE), the Organisation for Economic Co-operation and Development
(OECD), the World Bank, the European Bank for Reconstruction and Development
(EBRD), the United Nations Development Programme (UNDP), the International Labour
Organisation (ILO), the Council of Europe and more.

This chapter was prepared with the assistance of the Invest Lithuania agency.
&
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Chapter 2

Business law

Estonia

How to invest

Having an open and flexible economy with solid policies and non-governmental
influences, Estonia ranks in the top 15 in the 2011 index of economic freedom and in top
5in the European region.

On 1 January 2011 the euro replaced the kroon,which had been Estonia’s currency
since 1992. Currency change brings other changes such as the obligation to change
the denomination of stock or share capital to the euro. In order to express the shares
or stock capital in euros, in most cases it is necessary to amend the statute, adopt the
decision to increase or decrease the capital and, if necessary, register the respective
amendments with the Estonian CSD (Central Securities Depository). Companies will
need to make the necessary changes by 1 January 2012 at the latest. Until that time,
making the changes is exempt from state fees.

Investment in Estonia takes various forms, including real estate and other property
rights, shares in companies, loans, claims, intellectual property rights, etc.

Most of the foreign direct investment inflow has taken the form of acquisition of real
estate, establishing a company in Estonia, acquisition of shareholding in an Estonian
company, joint venture or merger with an Estonian company.

Due diligence services are widely used in the event of an acquisition of existing
companies and real estate to manage the risk of investment.

Since 9 December 2010, Estonia is a full member of the OECD.

Corporate legal entities

Business activities in Estonia are regulated by the Commercial Code, which is based
on EU legislation and entered into force on 1 September 1995. The Code provides for
various types of business entities (including limited companies, general and limited
partnerships, commercial associations and sole proprietorships).

The two types of limited companies which have been mainly chosen for
entrepreneurship in Estonia are the following:

* Private Limited Company (osatihing — OU)

e Public Limited Company (aktsiaselts — AS).
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Generally, for a medium-sized enterprise it is easier to conduct business activities
through the form of a private limited company, but for an enterprise with a considerable
list of owners who wish to issue listed securities on the Exchange, the formation of a
public limited company is necessary.

The Commercial Code also provides for the possibility of a foreign company to
undertake business activities in Estonia via a branch office (filiaal). Since December
2004 it has also been possible to register a European Company (Societas Europea, SE)
in Estonia.

Incorporation and capital requirements
A limited company may be founded by one or more natural or legal persons.

For incorporation purposes founders must conclude a memorandum of association.
The founders must also approve the articles of association of the company to be
annexed to the memorandum of association. If a limited company has one founder, the
memorandum of association must be substituted by a foundation resolution.

A number of documents to be submitted to the Commercial Register have to be
attested by a notary public in Estonia, such as the memorandums of association or
foundation resolutions of limited companies together with the articles of association to
be approved as annexes. The notarization procedure means a side obligation to submit
to the notary public the corporate documents of a founder if the founder is a legal
person, verified with an apostille unless the treaties prescribe otherwise.

However, full attestation by a notary public is not required for application to the
Commercial Register to amend the existing data of a company in the Commercial
Register. On the application, signatures need to be certified by a notary public and in this
case, notarization may be replaced by certification of the signatures on the application
as well as by an official of a foreign state who has the right to attest the identity of
persons, if the authorization of the official has been confirmed by an apostille.

Starting from 2007 it is also possible to present the documents to the Commercial
Register and even to start up a private limited company via the Internet without the
involvement of a notary public. However, until the establishment of a cross-border
recognition system for national ID certificates, this fully electronic service is only
available in cases where the legal representatives of a company possess an Estonian,
Portuguese, Lithuanian, Finnish or Belgian ID card.

The founders must pay for the shares in full before submitting an application to enter
the company in the Commercial Register.

The shares of public limited companies must be registered with the Estonian Central
Register of Securities. For private limited companies the registration is optional. The
Estonian Central Register of Securities is kept by Estonian CSD (ECSD), a company
owned by the Tallinn Stock Exchange. Both belong to OMX group.

There are no requirements for a contract form upon the transfer of shares of a public
limited company. Procedures to account for changes in the Estonian Central Register
of Securities are handled by banks acting as the securities’ account managers upon the
request of the account holder. Share transfer contracts of a private limited company
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must be attested by an Estonian notary public. The requirement does not apply if the
shares of a company are registered with the Estonian Central Register of Securities.

According to the Commercial Code, a company is considered to be founded after its
registration in the Commercial Register.

The minimum share capital is EUR 2,500 for a private limited company and EUR 25,000
for a public limited company.

The Estonian Commercial Code prescribes the minimum nominal value of a share:
EUR 1 for a private limited company and EUR 0.10 for a public limited company. Each
shareholder of a private limited company may have one share, the amount of the latter
equal to the shareholding in the private limited company.

If the net assets of a limited company are less than one half of the share capital, or less
than the minimum amount of share capital provided by law, the shareholders must
decide on:

e areduction or increase of share capital on the condition that the net assets would
thereby form at least the above indicated amounts, or

e the implementation of other measures as a result of which the net assets of the
limited company would meet the requirements provided by law, or

e dissolution, merger, division or transformation of the limited company, or

e submission of a bankruptcy petition.

Management

The law prescribes a three-tier management system for a public limited company, i.e.:

e ashareholders’ meeting as the highest corporate body deciding on fundamental
corporate events (such as changes in the articles of association, changes in share
capital, dividend distribution etc.)

e asupervisory board responsible for the strategic business decisions of the company
and supervision of the company’s management, and

* amanagement board that is responsible for the daily management and the
accounting of the company.

For a private limited company, the management system is simpler, composed only of
the shareholders and the management of a company, except if the share capital of a
private limited company exceeds EUR 25,000 and there are less than three members in
the management board.

While a supervisory board should consist of at least three members, there are no limits
for the maximum number of members.
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Branch of a foreign company

If a foreign company wishes to permanently offer goods or services in its own name
in Estonia, it may enter a branch in the Commercial Register. A branch is not a legal
person. The company is liable for the obligations arising from the activities of the
branch. In the cases provided by law, a company, such as a credit bank, must obtain a
license in order to found a branch in Estonia.

A foreign company must appoint a director or directors for the branch. A director must
be a natural person with active legal capacity. The only additional restriction is that the
residence of at least one director must be in Estonia, in other member states of the
European Economic Area or in Switzerland. A director directs and represents the branch
and organizes the accounting of the branch.

A foreign company must maintain separate accounts concerning the branch. Accounts
concerning the branch must be maintained following the requirements of the
Accounting Act. If the foreign company must publish an annual report, the director

of the branch must submit a copy of the audited and approved annual report of the
company not later than one month after approval of the annual report and seven
months after the end of the financial year. If the founder of the branch is a subsidiary

in the home country, the founder may submit the consolidated accounts of the parent
company instead of an annual report if a statement is submitted concurrently, signed by
the directing body of the parent company, stating that the subsidiary need not prepare
an annual report, and the balance sheet and profit of the company are reflected in the
consolidated accounts of the parent company.

In certain cases, it is possible to provide services cross border, i.e. to provide services
in Estonia by a person who is not or whose branch is not registered in Estonia. Estonian
laws regulate cross-border provision of financial, insurance, fund management,
investment and electronic monetary institutions’ services. Cross-border service
provision is supervised by the Financial Supervision Authority.

Credit institutions may, on the basis of the activity license issued in the home state,
conduct the same transactions and perform the same acts in Estonia by establishing
branches or providing cross-border services in Estonia. When providing financial
services in Estonia, foreign credit institutions must adhere to the requirements
established for credit institutions by the Estonian Credit Institutions Act as well as

to other requirements arising from Estonian legislation established for operation in
Estonia.

Eligible foreign insurance companies who wish to engage in cross-border insurance
activities in Estonia must notify the Financial Supervision Authority through the financial
supervision authority of their own country.

Representative offices

Estonian company law does not recognize the concept of a representative office.
A foreign corporation may establish an office to represent it in Estonia but it does not
qualify as a legal entity, or, with particular status.
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Mergers

Mergers are regulated in the Commercial Code. According to the Commercial Code, the
following methods of merging are acceptable.

e A company (company being acquired) may merge with another company (acquiring
company). The company being acquired shall be deemed to be dissolved following
the entry of the merger in the Commercial Register.

e Companies may also merge by establishing a new company. In this case, both
merging companies shall be deemed dissolved following the entry of the merger in
the Commercial Register.

The following are the main legal effects of a merger entry in the Commercial Register.

e The assets and liabilities of the company being acquired shall transfer to the acquiring
company.

e The shareholders of the company being acquired shall become the shareholders of
the acquiring company following the ratio set forth in the merger agreement.

Cross-border mergers

The cross-border merger directive (2005/56/EU) is implemented in the Estonian
legislation. Regulation of a cross-border merger as set forth in the Commercial Code is
similar to a national merger although it is more restrictive in the details.

The transfer of assets and liabilities (an enterprise) is regulated in the Law of Obligations
Act. Dependent on the composition of assets and liabilities, the formalities applicable to
the transaction documents vary.

By taking over the assets and rights, the transferee takes over all of the transferer's
obligations related to the enterprise (including obligations arising from employment
contracts).

Transferor and transferee shall be jointly liable to the creditors for obligations which
have arisen before the transaction and which, by the time of transaction, have fallen due
or will fall due within five years of the transfer. Agreements derogating from the joint
liability principle have no effect against third parties unless the third party has given prior
written consent.

Going public

Despite the Baltic stock exchanges having a common presentation of all listed Baltic
companies on a common list, the companies are still listed on their home market,
i.e. the exchanges in Vilnius, Riga or Tallinn, and supervised by the local financial
supervisory authority.

For an Estonian company which wants to list its shares on the exchange, the form of
public limited company (AS) is required.

The main steps towards becoming listed are the following: shareholders’ decision
to list the shares; preparation and registration of issue prospectus with the Estonian
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Financial Supervision Authority which will issue the issue certificate; agreement with
the Estonian Central Registry of Securities, listing application to Tallinn stock exchange.

Insolvency proceedings

The currently effective Bankruptcy Act of 2004 regulates insolvency of natural and legal
persons.

Bankruptcy proceedings
A bankruptcy petition may be filed at the court by a debtor or a creditor.

According to Estonian law, members of the management board are obliged to submit
a bankruptcy petition if a legal person is clearly permanently insolvent. A legal person
is considered insolvent if they are unable to satisfy the claims of the creditors and
such inability, due to the debtor’s financial situation, is not temporary. A legal person

is insolvent also if the assets of the debtor are insufficient for covering the obligations
thereof and, due to the debtor’s financial situation, such insufficiency is not temporary.

The court must decide whether to commence bankruptcy proceedings. Upon
commencement of the bankruptcy proceedings, the court must appoint an interim
bankruptcy trustee.

The interim bankruptcy trustee performs duties set forth in the law or assigned by the
court to prepare the case for the hearing of the bankruptcy petition. At the hearing, the
court shall make a judgment to declare the debtor bankrupt, dismiss the petition or
make a ruling whereby the bankruptcy proceedings shall be terminated by abatement.

The consequences of a bankruptcy declaration include the transition of the debtor's
assets into the bankruptcy estate, the right to administer the debtor's assets transfers
to the bankruptcy trustee and the debtor is deprived of the right to enter into any
transactions.

Settlement with creditors

The Bankruptcy Act sets forth strict regulations and a time-schedule for notification,
proof and defense of claims. Failure to meet the requirements may cause non-
acceptability, an unfavorable ranking or the extinguishment of a claim.

Before satisfaction of the claims of the creditors, payments related to the bankruptcy
proceedings, such as claims arising from the consequences of exclusion or recovery
of assets, consolidated obligations and the costs of bankruptcy proceedings, shall be
made.

The claims of the creditors are satisfied in the following ranking:
e accepted claims secured by pledge, to the extent set forth in the law
e other accepted claims which were filed within the specified term

e claims which were not filed within the specified term but were accepted.
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Rehabilitation and compromise

The effective Bankruptcy Act also recognizes rehabilitation and compromise.

Rehabilitation of an enterprise consists of the application of measures which enable
satisfaction of the claims of the creditors through continuation of the business activities
of the debtor. If the rehabilitation plan is approved by the general meeting of the
creditors, the trustee may commence rehabilitation immediately.

Compromise is an agreement between a debtor and the creditors concerning payment
of debts and involves reduction of the debts or extension of their terms of payment.

A compromise decision shall be made by a general meeting of creditors. The approval
of the compromise shall be decided by the court.

The rehabilitation procedure has recently gained more importance in the Estonian
business law environment as the Reorganization Act became effective in December
2008. The respective Swiss, Finnish and U.S. acts have served as the main models in
drafting the Estonian rehabilitation regulation. The purpose of the Reorganization Act is
to regulate the process of reorganizing an enterprise and making compromises outside
bankruptcy proceedings between the undertaking in difficulties and its creditors. The
reorganization of an enterprise means the application of a set of measures in order

for an enterprise to overcome economic difficulties, to restore its liquidity, improve its
profitability and ensure its sustainable management. Reorganization proceedings are
legal proceedings and they are commenced by the undertaking itself.

During reorganization proceedings, the role of a reorganization adviser is of great
significance. The main duties of a reorganization adviser are to inform creditors and the
court of the economic situation of the enterprise, and to assist the undertaking in the
course of reorganization proceedings, including preparing an appropriate reorganization
plan for overcoming the difficulties.

Reorganization

In December 2008, the Reorganization Act was introduced into Estonian law.

The Reorganization Act regulates the reorganization proceedings of enterprises with
the goal of taking account of the interests and protecting the rights of undertakings,
obligees and third parties in the course of the reorganization of the enterprises. The
reorganization of an enterprise means the application of a set of measures in order
for an enterprise to overcome economic difficulties, to restore its liquidity, improve its
profitability and ensure its sustainable management. A reorganization is applied only
with regard to legal persons in private law.

A reorganization is reasonable if it is more beneficial for all parties (owners, creditors,
employees) than bankruptcy. A reorganization represents a commitment to

reach agreement with creditors without the assistance of the court. A successful
reorganization requires that the company’s business is profitable or are likely to become
a profitable business after the reorganization. Thus, a reorganization is an alternative to
bankruptcy and can provide a path to solvency.

The Reorganization Act does not apply to credit institutions, electronic money institutions,
insurers, investment firms, management companies, investment funds founded as public
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limited companies, the registrar of the Estonian Central Register of Securities, operators of a
securities settlement system and administrators of a payment system.

Latvia

How to invest

There are various ways of launching a business in Latvia. An investor may incorporate a
new Latvian registered corporate legal entity or purchase an existing enterprise. Among
investors, the purchase of an existing company has been recognized as a common
method of investment to further develop business activities in Latvia. For example, the
purchase of shares of a company owning real estate may entail lower administrative
costs than the purchase of real estate itself.

The transfer of shares of a limited liability company may be easily registered in the
Commercial Register, for a registration fee of LVL 10. From the moment of the share
purchase the new owner controls the company and all the assets owned by it,
including the real estate. The records of the shareholders of limited liability companies
are publicly available from the Commercial Register. The shareholder register of a
joint stock company is kept by the company’s management board. This task can be
delegated to the Latvian Central Depository or a commercial bank if it offers such
services. Only a listed joint stock company’s shareholder register is public.

Due diligence services are used in the event of an acquisition of existing companies or
real estate to ensure the safety of investment.

Corporate legal entities

The overwhelming majority of Latvian businesses are launched as limited liability
companies and foreigners who are considering commencing business in Latvia also
frequently prefer this legal form of entrepreneurial activity. There are no restrictions on
the ownership of Latvian companies by foreigners and Latvian law is in line with the
freedom of establishment principles of EU law.

In some cases, the decision to expand into Latvia may be realized without actually
having a foreign business entity carry on business in Latvia. The granting of a franchise
or the entering into a distribution contract or agency agreement in Latvia does not, in
and of itself, constitute carrying on business in Latvia. Therefore, it is often appropriate
for a foreign entity to consider the use of a Latvian agent, distributor, or franchise
arrangement in order to expand its business.

Itis possible to register the European Society (Societas Europaea, SE) form of
enterprise with the Latvian Commercial register. The specific nature of this type of
company is that the domicile of the company can be changed from one EU country to
another EU country, as well as to Iceland, Norway or Lichtenstein without liquidating or
establishing a new legal entity.

An SE may be established in the following way:

e through the merger of joint stock companies from different countries to establish an
SE
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e through the merger of joint stock companies with limited liability companies from
different countries to establish an SE

e companies and other legal entities may found an SE as a subsidiary

e reorganization of an existing joint stock company into an SE if the existing company
has a subsidiary in another EU country

e the specific conditions of SE are provided by EU regulation No 2157/2001, issued on
8 October 2001.

Incorporation and capital requirements

A company is formed by filing certain prescribed documents with the Commercial
Register. The registration procedure is normally carried out on behalf of the foreign
investor by lawyers or other professional advisers.

The cost of establishing a Latvian company is relatively modest. Registration fees
payable to the government upon registration are:

Publication in the

State Fee (LVL) official gazette “Latvijas
Vestnesis” (LVL)

Limited liability 100 (within 3 working days) 24
company (SIA) 300 (within 1 working day)
Limited liability 15 (within 3 working days) 12.60
company (SIA) 45 (within 1 working day) 12.60
with reduced share
capital
Joint Stock company 250 (within 3 working days) 24
(AS)
Branch 20 (within 3 working days) 16

60 (within 1 working day)

Representative office 20 (within 15 days) N/A
40 (within 4 working days)
60 (within 1 working day)

SE 250 (within 3 working days) 24

Source: Publicly available information on the web page of Latvia's Enterprise Register on 7 March, 2011

Legal fees vary depending upon the complexity of the company's structure.

The incorporation of a routine Latvian limited liability company can be accomplished
very quickly. The company comes into existence on the date of issuance of the
certificate of incorporation by the registrar. Simultaneously, the company is registered
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as a taxpayer with the State Revenue Service. A separate registration with the VAT
taxable persons’ register is required where necessary.

Generally, when choosing the name of the company or branch there are no strict
limitations, only simple guidelines that must be followed, e.g. the company name
cannot be misleading or contain some specific phrases such as “The Republic of
Latvia”, names of state institutions, etc. There is a screening process and it is possible
to receive pre-approval for a name prior to an application for incorporation.

Generally, an application for registration must be submitted to the Register within
two weeks of the foundation meeting.

All of the documents should be filed with the Register in the Latvian language.
Documents in other languages must be translated and verified by a notary public. Public
documents issued abroad must be legalized. As of 24 November 2010, documents
issued in the European Union and European Economic zone member states, as

well as Switzerland, do not require legalization in Latvia. This includes documents
issued in: Austria, Belgium, Bulgaria, Cyprus, the Czech Republic, Denmark, Estonia,
Finland, France, Germany, Greece, Hungary, ltaly, Lithuania, Luxembourg, Malta, the
Netherlands, Poland, Portugal, Republic of Ireland, Romania, Slovakia, Slovenia, Spain,
Sweden, the United Kingdom, as well as Iceland, Lichtenstein, Norway and Switzerland
. Additionally under bilateral legal assistance treaties, documents executed in Belarus,
Kyrgyzstan, Russia, Moldova, Ukraine and Uzbekistan do not require legalization.

All company documents filed with the Registrar are open to public inspection at a
nominal charge. Copies of the relevant company files may be inspected personally at
the Commercial Register’s office.

Both limited liability and joint stock companies are vested with the status of a legal
entity, distinct from the personality of their shareholders. Shares in a company
represent a portion of corporate capital and entitle the holder to a proportional right to
corporate assets on dissolution. There is no minimum or maximum number of shares
that a company is allowed to issue, unless otherwise specified in the incorporating
documents. “One shareholder” companies are permissible under Latvian law. Joint
stock companies may issue both registered and bearer shares as well as bonds while
a limited liability company may only issue registered shares. The statutes of the joint
stock company may provide for the conversion of registered shares into bearer shares
and vice versa. A joint stock company is generally entitled to issue different classes of
shares which may confer on their holders different rights, such as voting rights, rights to
fixed dividends, and a right of priority on winding up, etc.

Joint stock companies are entitled to issue non-voting preference shares subject to the
provisions of the statutes.

Joint stock companies are entitled to issue employees shares, which should be paid
for out of the retained profit of the company. The total value of issued employee shares
may not exceed 10 percent of a company’s subscribed share capital. The employee
shares are not transferable and cannot be inherited.

The minimum requirements for the registered share capital of limited liability and joint
stock companies are set at LVL 2,000 and LVL 25,000 respectively. As of 2010,
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itis possible to register limited liability companies with reduced share capital starting
from LVL 1. In such cases several special provisions are applicable, e.g. the maximum
number of shareholders for such companies is five and only these shareholders can be
members of the management board. Each shareholder can own only one company with
reduced share capital.

The minimum share capital for an SE is EUR 120,000. Higher capital requirements
apply in the case of joint stock companies operating in banking and insurance. Shares
in any company may be paid up in money or in-kind contributions (including intellectual
property). Independent experts should confirm the value of investments in kind in most
cases.

Management

Latvian company law calls for the creation of a three tier governing structure —the
shareholders’ meeting, the management board and the supervisory board. The latter
tier, however, is optional for limited liability companies. The law sets out the powers
vested to the shareholders’ meeting and transfers all other powers to the management
board. The supervisory board represents shareholders between the shareholders’
meetings and controls the management board. The law does not provide any restriction
on the domicile of members of the management board. The right of representation of
board members — the authority to represent the company solely, jointly or in multiples —
must be explicitly stated in the statutes.

Every manager of a company is required to act honestly and in good faith with a view
to the best interests of the company when exercising his duties. In addition, every
manager must utilize the care, diligence and skill that a reasonably prudent person
would exercise in similar circumstances. Managers are also required to comply with
the legislation, the company’s statutes and shareholders’ resolutions. In certain
circumstances, managers may incur personal liability for their actions.

A company can also authorize procurists and commercial agents to deal with the
company'’s business activities. A procura empowers a procurist to undertake all
manners of transactions related to the management of a business. It is normally
granted to a trusted person who need not be an officer or employee. A procura may
be granted by a sole trader or the management of a company and is not transferable,
but is revocable at any time. Both grant and revocation of a procura must be registered
with the commercial register, and will be a matter of public record. Commercial agents
prepare and conclude transactions with third persons in the name of and for the
company for remuneration. An agent can act only based on an agreement with the
company.

Branch of a foreign company

Branches of foreign companies in Latvia have no legal personality. However, a branch of
a non-resident company is treated as a separate Latvian taxpayer subject to almost the
same tax reporting requirements as are applied to local companies.

The profits of the Latvian branch of a non-resident company are taxed on a normal
assessment basis at the same rate as the profits of a resident company. There is no
withholding tax on the remittance of taxed branch profits to the head office, whilst in
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general a 10 percent withholding tax is imposed on the remittance of dividends out of
taxed profits from a Latvian subsidiary. Due to this, the branch structure may have an
additional potential advantage. This structure can be useful for a new business where
start-up losses are expected, provided that these losses can be set off for tax purposes
against profits arising in the country of residence of the head office.

The taxable base of a branch is determined when a deduction has been made for
allowable expenses as allowed pursuant to specific regulations. The list of deductible
expenses as applied to branches is smaller in comparison with those allowed for
subsidiaries.

The suggested advantages of having a subsidiary in Latvia are limited liability (the
foreign shareholder’s liability is limited to the amount of contribution in share capital)
and possible requirements for greater disclosure of foreign operations in the branch
structure.

Representative offices

Foreign corporations may establish their representative offices in Latvia. Such
representative offices are not legal entities and they do not have the right to act in
business dealings.

Commercial transactions

A new chapter in the Commercial law has been introduced in 2010, regulating and
defining in more detail various commercial transactions, e.g. commercial purchase
agreement, logistic agreement, leasing agreement, franchise agreement, etc.

Mergers

Reorganization of business entities may be used to facilitate the accession into new
markets and to increase effectiveness of business operations. A commercial entity
in Latvia whether a partnership or a limited liability company or a joint stock company
may be reorganized by merging, dividing or restructuring. Companies involved in the
reorganization process may be companies of the same or various types. In the case
of two or more already existing companies involved in the reorganization process, a
reorganization agreement must be prepared in writing.

As a general rule, the majority of companies involved in the reorganization process
appoint an auditor from an approved list of the Commercial Register Office who
examines the draft agreement between the companies involved. In addition to other
activities, the task of the approved auditor is to report on whether the share exchange
ratio and share premium are fair and reasonable. There are exceptions when companies
involved in the reorganization need not appoint the auditor — when all shareholders
agree or when all the capital shares of the acquired or dividing company are owned by
the acquiring company.

The companies involved in the reorganization process, jointly or separately, should
prepare a written reorganization prospectus unless the law provides for otherwise. In
addition, the companies are obliged to publish a notice in the official gazette Latvijas
Véstnesis on the reorganization.
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Each of the companies involved in the reorganization process should, not earlier than
three months after the day when the notice is published, submit an application to the
Commercial Register so that the registration of the reorganization can be made in the
Commercial Register. It is anticipated that the duration of a reorganization can take from
four months to a year.

Cross-border mergers

Latvia has implemented Directive 2005/56/EC on cross-border mergers of limited
liability companies and joint stock companies. Implementation ensures freedom of
establishment and free movement of capital within the EU regarding undertakings
registered in Latvia or those companies from other Member States willing to merge
with the Latvian undertakings. Commercial law has been amended and now lays down
provisions for Latvian registered limited liability companies and joint stock companies
engaging in a cross-border merger.

A company taking part in a cross-border merger shall process the merger complying
with the provisions and formalities of the national law to which it is subject. These
provisions and formalities include the provisions concerning decision-making processes
relating to the merger and the protection of creditors of the merging companies as well
as of employees.

Prior to approval of the merger by the general meeting, the management or
administrative structure of each of the merging companies must draw up a
reorganization prospectus explaining and justifying the legal and economic aspects of
the cross-border merger and explaining the implications of the cross-border merger
for members, creditors and employees. The reorganization prospectus must be made
available to the members and to the employees.

The Latvian competent authority to issue the pre-merger certificate and to register the
cross—border merger is the Commercial Register. The approximate duration of a cross—
border merger is five months or longer, depending on the circumstances of the case.

Going public

Joint stock companies (JSCs) enjoy the right of going public in Latvia, granting an
opportunity to acquire additional shareholder investment to improve the liquidity of the
company. The procedure is that the shareholders of the JSC decide whether they will
be offering the shares of the company publicly. The shareholders decide on how many
shares, for what price and when they will be offering the shares. The JSC that is going
public does so in accordance with the prospectus of the issue of shares and the state
authority approved certificate to issue shares. The company must agree to a contract
with the Latvian Central Depository on the issuance before submitting the application
form to the Riga Stock Exchange, which offers various types of lists. Depending on the
list, fees payable may differ. JSCs that are going public are under special rules regarding
standards. Going public gives the opportunity to improve the liquidity of a company.
The stock exchange is regulated by the provisions of European Union directives.

Insolvency proceedings

The new Insolvency law became effective on 1 November 2010. It implements new
regulations for insolvency proceedings of legal entities and private persons and lays
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down rules for legal protection proceedings. The new Insolvency law also supplements
the provisions given by the Council Regulation No. 1346/2000 on insolvency
proceedings and also contains regulation on cross-border insolvency proceedings.

With respect to legal entities, applications for insolvency proceedings may be
submitted to the court by creditors, the legal entity itself, an administrator in the
insolvency proceedings opened in other Member State or the administrator in legal
protection proceedings. The minimum amount of debts for submission of an insolvency
application against a legal entity is LVL 3,000.

The insolvency proceedings are declared by the court and the court appoints an
administrator to perform the debt administration. After the declaration of the insolvency
proceedings, the increase of the interest and delay amounts and the implementation of
the court judgments regarding debt recovery are suspended.

In the case of the insolvency of a legal entity, when it has no property, the employees’
claims are satisfied from the resources of the Employee Claims Guarantee Fund. This
fund is maintained by the annual risk duty payments, which are paid by every legal entity
that might be subject to insolvency proceedings.

The solutions of the insolvency proceedings are:

e Completion of insolvency proceedings (bankruptcy) — the purpose of completing
the insolvency proceedings (bankruptcy) is to satisfy the claims of creditors. The
insolvency proceedings can be completed by court decision when claims of creditors
are duly satisfied according to the plan. Creditor’s claims must be settled taking
into account their priority status. First, the funds are used to cover administrative
expenses of the insolvency proceedings and to satisfy the claims of priority creditors:
claims of employees and tax debts in the amount of principal debt. If a debtor’s funds
fail to fully satisfy all the non-priority creditors’ claims, the claims are to be satisfied in
proportion to the amount due to each creditor. In such cases the debtor is liquidated.
Itis possible to continue the operation of the debtor if all claims of creditors are
satisfied and the company still has property

e Switching to legal protection proceedings by the court decision (see below).

Legal protection proceedings

Legal protection proceedings is a new legal tool available for companies and may be
initiated in the case of a company having temporary solvency problems. The aim of the
legal protection proceedings is to help the company to renew its paying capacity and to
avoid the immediate initiation of the insolvency proceedings.

Only the company itself may submit an application to the court for initiation of the legal
protection proceedings, except when switching from insolvency proceedings to legal
protection proceedings —in this event, creditors, the administrator or an administrator
in the insolvency proceedings opened in another Member State may also submit an
application for legal protection proceedings.

The company willing to implement the legal protection proceedings must draft a plan of
measures for legal protection proceedings and must receive an acceptance of this plan
from the priority creditors whose claims, in general, form two-thirds of the amount for
which the due date has been reached and a simple majority of unsecured creditors.
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An administrator appointed by the court shall report to the court on the plan of
measures. The company may choose an administrator by itself if this matter is
coordinated with the majority of creditors. The legal protection process is implemented
if the court approves the plan of measures.

The legal protection proceedings may not continue longer than two years, which

may be extended by another two years if accepted by the majority of creditors. An
administrator shall supervise the process. During the legal protection process, the
enforcement of court judgments, the increase of contractual penalties and interest,
which exceeds the interest rate set by law, as well as the increase of the delay amount
are suspended.

Itis possible to have out-of-court legal protection proceedings (OCLPP) in the event that
the company can agree with the majority of its creditors on an OCLPP plan, as well as
the administrator, who then gives his resolution on the plan. The decision on OCLPP is
made by the court and is binding on all the creditors, including ones who were against
the OCLPP. As the company tries to satisfy their creditors’ claims during the OCLPP,

itis not possible to start an insolvency process against the company. In addition, the
enforcement of court judgments; the increase of contractual penalties and interest,
which exceeds the interest rate set by law; as well as the increase of the delay amount,
are also suspended.

Insolvency proceedings of a private individual

Insolvency proceedings of a private individual may be initiated upon an application

of that person or by an administrator of the insolvency proceedings initiated against
that person in another Member State, if that person is not able to settle his/her debt
commitment, which exceeds LVL 5,000. The person satisfies his debts according to the
plan approved by the court. After the person executes the plan, the court decides on
releasing the person from the remaining debts and renewing the person’s solvency.

Lithuania

How to invest

The most common investment methods are:

e By setting up an entity, acquiring the capital of existing entity or a share therein

® Branch establishment

e By acquiring securities

e By creating or acquiring fixed assets such as real estate and movable property.
The transfer of shares can be easily registered with the public register by paying the
registration fee of approximately LTL 10.

Generally, due diligence is exercised in the case of the acquisition of already existing
undertakings and/or real estate units to ensure the safety of the investment.
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Corporate legal entities

Currently, foreign investors are available to carry out business in Lithuania through the
following major corporate legal entities:

® private limited liability company (uzdaroji akcine bendrove — UAB)

e public limited liability company (akciné bendrove — AB)

e sole proprietorship

e general partnership

e |imited partnership

e investment company

e agricultural company

e cooperative company.

A European Company (Societas Europaea), a European Cooperative Society (Societas

Cooperativa) and a European Economic Interest Grouping are also available as types of
business formations in Lithuania.

Foreigners may choose to carry out business through a branch or a representative office
that would represent the business interests of the founder; however, the representative
office may be engaged in business activities limited to the representation of the foreign
founder only.

The most popular types of business entities used by foreigners conducting their
business in Lithuania are:

e private limited liability company (uzdaroji akciné bendrove — UAB)

e public limited liability company (akciné bendrové — AB).

Both are separate legal entities with the liability of the shareholders restricted to the
value of the company's assets. The UAB is the most common form of business entity
and is ideally suited for small-sized businesses. It allows a business to operate as a legal
entity with a simple management structure and without the necessity to invest large
amounts of capital. However, the shares of a UAB may not be circulated or traded in
publicly.

The AB is a means of foreign investment generally chosen by larger corporations.

The principal advantage of an AB is that shares may be relatively easily transferred and
can be listed on a stock exchange. Shareholders of ABs and UABs are liable under the
company’s obligations only within the amount that they must pay for the shares.

In addition to the Lithuanian Civil Code, incorporation and management of UABs and
ABs are regulated under a special Company Law.
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Incorporation and capital requirements

A private limited company may be founded by one or more persons that may be
individuals or legal entities (local or/and foreign).

The founders must execute an agreement on establishment or an establishment

act (in the case of the sole founder). The founders must also approve the articles

of association of the company as well as fill in the standard application forms to be
provided to the Register of Legal Entities where all companies are registered. All of the
above documents must be duly approved by a Lithuanian notary public and afterwards
provided to the Register of Legal Entities. When a private limited liability company (as
well as sole proprietorship) is founded by a single person, all necessary documents
may be submitted to the Register of Legal Entities electronically without any notary
approvals if certain requirements are met.

A foreign legal entity (founder) must also provide its registration certificate, its articles
of association and the decision to establish a company in Lithuania. These documents
must be legalized by the competent authorities in the foreign country.

Registration of a company takes three working days after all the necessary documents
are duly executed and submitted to the Register of Legal Entities and stamp duties are
paid.

UABs must have at least one and less than 250 shareholders. There are no restrictions
in respect of the number of shareholders in an AB. The shareholders may be resident or
non-resident, legal entities or individuals.

The minimum authorized (share) capital is LTL 10,000 (approximately EUR 2,900)

for UABs and LTL 150,000 (approximately EUR 43,500) for ABs. One-fourth of the
authorized (share) capital must be monetary contributions; however, such monetary
contributions may not be less than the minimum of LTL 2,500 for UABs and LTL 37500
for ABs. The remaining part of the contribution may be either monetary contribution or
contribution in kind. Contributions in kind must be valued by a certified asset appraiser
before registration of the company.

Share capital may be increased or reduced by a decision of at least two-thirds of the
votes at a general shareholders’ meeting. Reduction of the authorized (share) capital
with the purpose to pay out funds to the shareholders can be decided at the annual
general shareholders’ meeting only and the funds must be paid out to the shareholders
in cash within a period of one month after the registration of amended articles of
association in the Register of Legal Entities subject to certain conditions to be met.

The company’s equity must not be less than 50 percent of its authorized (share) capital.

Management

The Lithuanian Company Law calls for the creation of a three-tier management
structure, including the shareholders’ meeting, the management board and the
supervisory board. According to the legislation, both private and public limited liability
companies must have two mandatory management bodies — the general meeting
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of shareholders and the head of the company. The management board and the
supervisory board are optional for limited liability companies. The management board

is a mandatory body for insurance companies, while banks must have both supervisory
and management boards. According to the Corporate Governance Code for the
Companies Listed on NASDAQ OMX Vilnius, it is advisable for these companies to have
supervisory and management boards.

There are no requirements regarding the residency of members of managing bodies.

The shareholders’ meeting is the supreme corporate body having exclusive powers to
make decisions such as amending the articles of association, increasing or reducing the
share capital, approving the annual financial statements, liquidation, reorganization, etc.
Decisions at the shareholders’ meeting are made by a simple majority of votes present
(i.e. 50 percent plus one vote), except for the most important decisions, e.g. increasing/
reducing the share capital, approving the financial accounts, profit allocation, etc., which
must be made by a qualified majority of votes of at least two-thirds, three-quarters or
higher.

The company is managed and represented by the head of the company (managing
director, president, CEQ, etc.). Quantitative representation may also be established
in the company. An employment contract must be concluded with the head of the
company.

Branch of a foreign company

A branch of a foreign company is a structural unit of a company which has its own
registered office and performs all or part of the entity’s functions. It does not have

the status of an entity, but it must be registered in the Register of Legal Entities. The
foreign company is fully liable for the obligations of its branch. The branch may carry out
business activities, enter into contracts and assume obligations within the scope of the
powers granted by the foreign company.

At least one of the persons representing the branch (e.g. branch manager) must reside
in Lithuania. This requirement is not applied to branches of the EU and EEA entities and
other organizations, established in Lithuania.

The branch, as a form of the foreign entity’s activity, shall be treated as a permanent
establishment and therefore it must register for corporate income tax purposes in
Lithuania.

Banking and insurance services may also be rendered through branches opened in
Lithuania.

Foreign banks may open branch or representative offices in Lithuania. Banks
incorporated in other EU member states are entitled to carry out financial activities
based on the freedom of services if they have been granted an appropriate permission
to carry out such activity in the country where they have a registered office.

Domestic insurance companies must have activity licenses issued by the Insurance
Supervisory Authority for an unlimited period of time. A license for insurance activity is
effective in all other EU member states, providing the insurance activities are carried out
through exercising the right of establishment and/or the right to provide services.
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In order to carry out insurance activities in Lithuania, foreign insurance companies
must have licenses issued in their home countries as well as permissions from the
competent authorities of these foreign countries to carry out their activities in Lithuania.

Representative offices

Foreign companies may establish a representative office for representational and
promotional purposes.

A representative office is a subdivision of a legal entity having its legal seat in Lithuania.
A representative office is entitled to perform limited business activity only. The
representative office does not have the status of an entity, but it must be registered in
the Register of Legal Entities. The foreign company is fully liable for the obligations of its
representative office.

If the activities performed by the representative office meet the criteria of a permanent
establishment, they will become subject to corporate income tax in Lithuania.

At least one person acting on behalf of the representative office (e.g. manager of

the representative office) must reside in Lithuania. This requirement is not applied to
representative offices of the EU and EEA entities and other organizations, established
in Lithuania.

Representative offices are to be registered with the Register of Legal Entities.

Mergers

Legal entities may be reorganized by way of merger and division, which are regulated
under the Lithuanian Civil Code. The Company Law also establishes mandatory
requirements for reorganization of ABs and UABs.

A merger can be performed in two different ways:

e One (or more) existing company is merged (joined) with another existing company
so that all rights and obligations of one company are transferred to another and the
company ceasing to exist is deregistered from the Register of Legal Entities without
liquidation procedures

e Two (or more) existing companies are merged (consolidated) into a new legal entity
so that all rights and obligations of the companies participating in the merger are
transferred to the newly established legal entity and those existing companies are
de-registered from the Register of Legal Entities without liquidation procedures. This
type of merger includes formation of a new company.

Companies can be divided in the following ways:

e One (or more) existing company is parceled out so that all rights and obligations of
the company are transferred to two or more existing companies and the company
ceasing to exist is deregistered from the Register of Legal Entities

e One existing company is divided into two or more new companies so that all rights
and obligations of the company are transferred to the newly established legal
entities and the existing company is de-registered from the Register of Legal Entities
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without liquidation procedures. This type of merger includes the formation of new
companies.

A company may participate in a reorganization only after its statutory capital has been
fully paid up. The decision on a merger must be adopted by the General Meetings at
least 30 days after the public announcement on the prepared merger terms.

Companies in a merger must publicly announce the merger conditions three times with
at least 30-day intervals or provide an announcement once and notify all the companies’
creditors in writing.

The assets, rights and obligations of the companies in a merger are assigned in
accordance with the merger terms approved by the general shareholders' meetings of
all companies participating in the merger.

Cross-border mergers

Cross-border mergers may also be implemented in Lithuania. Lithuania has fully
implemented the Directive of the European Parliament and of the Council of 26 October
2005 (2005/56/EC) on cross-border mergers of limited liability companies. A cross-
border merger may be an option when considering the minimization of administration
costs and the scope of reporting requirements mandated in each country where group
business activity is carried out.

In order to facilitate cross-border merger operations, each company participating in a
cross-border merger remains subject to the provisions and formalities of the national
law which are applicable in case of national merger.

Only limited liability companies of the same legal type can participate in a cross-border
merger.

Common draft terms must be drawn up for all companies participating in a cross-border
merger. These terms must be publicized for each merging company through an entry in
the appropriate public register.

The employees of the merging companies are vested with certain participation rights
which are subject to regulations set in the national laws.

Going public

Only public limited liability companies (AB's) enjoy the opportunities to go public in
Lithuania.

NASDAQ OMX Vilnius (formerly Vilnius stock exchange) is the sole operator of the
regulated market in Lithuania. It organizes trading in financial instruments on the
following lists: the Main list, Secondary list, Debt Securities list and Fund list. The
financial instruments to be admitted to the trading lists must have no restrictions to
their transfer, must be freely negotiable, entitling equal rights and fully paid up.

A prospectus of the financial instruments must be approved and published.
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There are special requirements set for the issuers and shares regarding admission into
a particular list. For example, an issuer intending to enter the Main list must have been
operating actively for the preceding three years. The projected capitalization of shares or
the capital and reserves of the company must be not less than EUR 4 million during the
preceding financial year. Prior to admission to the Main list a sufficient portion of free
float must be public after distribution in Lithuania and/or one of the other EU member
states.

An issuer seeking admission of its financial instruments to a list must file an application
with the NASDAQ OMX Vilnius. The management board of the stock exchange must
pass a decision concerning admission to the Main list within six months from the date
of receipt of the application. The term for other lists is three months.

Decisions on admission to the list are passed provided the financial instrument and
their issuers satisfy the requirements set by the applicable laws. The stock exchange
regulations are based on the provisions of the EU legislation.

Insolvency proceedings

A company is considered to be insolvent if it fails to settle with creditors (e.g. does not
pay its debts, fails to perform work which has been paid up in advance, etc.), and the
overdue obligations/debts exceed half of the value of the company’s assets recorded
in the balance sheet. Bankruptcy proceedings of companies may be initiated by the
creditors, owners or the management of the company. The bankruptcy proceedings
may be carried out as a judicial proceeding (commonly) as well as a non-judicial
(extrajudicial) proceeding if certain requirements are met.

A petition for bankruptcy may be filed with the court if at least one of the following
conditions occurs:

e acompany fails to pay remuneration and other employment-related amounts when
due

e acompany fails to pay for goods received, work performed, services rendered, or
defaults in the repayment of loans, or does not fulfill other contractual obligations

e acompany fails to pay due taxes or other compulsory contributions prescribed by law

e acompany has made a public announcement or notified its creditors in any other
manner of its inability or lack of intent to discharge its obligations

e acompany has no assets or income to settle its debts and therefore a court bailiff has
returned the writs of execution to a creditor.

The court is entitled to call current and previous management and accountants of the
company to give their explanations and documents related to the bankruptcy case.
Ex- management and bookkeeping personnel can be called if their employment with
the company terminated less than 12 months prior to the initiation of the bankruptcy
proceeding.

The court has a right to restrict a person’s right to become manager of a public and/or
private entity for 3-5 years if the person has breached obligations mandated according
to the regulations set in bankruptcy laws.
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A simplified judicial proceeding can be arranged in case a company has no assets or
the value of the assets is insufficient to settle the costs for the court proceedings and
bankruptcy administration.

Creditors intending to file a bankruptcy petition to the court must give a prior written
notification to the company concerned about their intention. Among other things the
creditors must grant the company a period which cannot be shorter than 30 days in
which the company may settle with creditors. Upon expiry of this period, the creditors
can apply to the court if the company fails to settle.

Non-judicial bankruptcy proceedings can be initiated if there are no proprietary claims
filed with the courts, including those related to labor relationships, and if no compulsory
collection of debts is applied to the company. A creditors’ meeting shall be convened in
order to obtain consent to start non-judicial bankruptcy proceedings. Decision to start
non-judicial bankruptcy proceedings may be adopted if the creditors having claims equal
to at least four-fifths of the company’s total liabilities vote for it.

The court or the creditors appoint an administrator, who is in charge of performing the
bankruptcy procedures: organizes the sale of the assets of the company, convenes
creditors’ meetings, satisfies the allowed creditors’ claims, etc.

Specific features of the bankruptcy process of banks, credit unions, insurance
companies, agricultural enterprises, intermediaries of public trading in securities and
other enterprises may be established by other laws regulating the activities of the said
enterprises and public agencies.

The Lithuanian Criminal Code establishes criminal liability to a person, whose willful
wrong management of the company caused bankruptcy and this resulted in major
material damage to the creditors. Imprisonment of up to three years may be imposed
on the person found liable.
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Chapter 3

Business taxation

Estonia

Tax residency

A legal person is considered an Estonian resident if residency is established under
Estonian law. European public limited companies (SE) and European associations (SCE)
whose seat is registered in Estonia are also residents.

Corporate income tax

Tax rates

The profits earned and retained in a company are not subject to taxation. The income
tax rate on gross dividends is 21 percent (in 2011), although the tax is calculated on the
net amount of dividends by applying a tax rate of 21/79. Thus a company not distributing
profit is not obliged to pay income tax. Taxable expenses and payments are taxed at the
rate of 21/79 as well.

Taxable persons

The principles for taxation of income of resident companies, incorporated companies,
branch offices and permanent establishments of foreign companies have remained the
same since the year 2000.

Branch offices and permanent establishments are subject to tax on transfer of income
earned in Estonia.

Tax base

A conceptual difference compared to the classical income tax system is that instead of
taxing the profit of resident legal persons and registered permanent establishments,
the distribution of profits (as well as transactions that can be treated as hidden
distribution of profits) is taxed. Income taxation has shifted from earning profits to the
distribution of profits. The term “distribution” is treated more broadly than just direct
dividend payment. It also includes hidden profit distributions and certain expenses,
which can be considered profit allocation, e.g. fringe benefits, gifts, donations, and
expenses and payments unrelated to business.

As of 2009 the tax base of a resident company also includes payments made upon the
reduction of share capital or contributions, or the redemption or return of shares or
contributions, as well as upon other payments made from equity or upon payment of
liquidation proceeds. In that case, a resident company will pay corporate income tax
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on the amount in which the abovementioned payments exceed monetary and non-
monetary contributions made to the company’s equity.

The Income Tax Act has been changed several times since 2000. Therefore, upon
distribution of dividends or other payments made from the company’s equity, it is
important to observe when the profit was earned and distributed to apply taxation
according to the wording of the Income Tax Act that was in effect at the time.

Inter-company dividends

From 2000 until 2003, Estonian companies paid income tax on the distribution of
dividends to natural persons, certain non-profit organizations and non-residents.
Distribution of dividends was not taxable when the dividends were paid to other
resident companies or to permanent establishments registered in Estonia. Since 2004,
income tax must be paid on profit distributions regardless of the recipient.

Companies that distribute dividends from retained earnings from periods prior to the
year 2000 may deduct the income tax paid on these retained earnings from the dividend
income tax. If a company made no profit prior to the year 2000, it will not be able to
reduce tax liability, even if profit is made in the future years.

Before 2005, the tax credit system applied to dividends received from abroad, if

the same dividends were redistributed by an Estonian company. In 2005 the credit
method was replaced with the exemption method. The dividends received by an
Estonian company from abroad are not taxable in Estonia in the case of redistribution
of these profits if the dividend was received from an EEA or Swiss resident company
or if income tax was paid or withheld on these dividends abroad (except from low tax
territory) and the Estonian company owned, at the time of receiving the dividends, at
least 10 percent (20 percent from 2005 until 2006, 15 percent from 2007 until 2008) of
the shares or votes in the subsidiary.

As of 2009, the tax base has been broadened. For that reason, the tax exemption on
dividends is now applied also to dividends the basis of which is a payment that was
received upon reduction of the share capital or contributions, or redemption or return
of shares or contributions, but also upon other payments received from equity or upon
receipt of liquidation proceeds if the payment or the share of profit that serves as the
basis of the payment has been subject to taxation and the Estonian company owned at
least a 10 percent holding in the subsidiary.

The exemption is also applied to payments made from equity of a company or upon
payment of liquidation proceeds if the basis of the payment is a dividend, payment from
equity or liquidation proceeds that corresponds to the same conditions as in the case of
dividends that are exempt from further taxation.

If the conditions for the application of an exemption method are not fulfilled, the credit
method is generally applied.

Gifts, donations and representation costs

A resident company pays income tax on gifts and donations made to natural persons
and non-residents, non-profit organizations not included in the list approved by the
government and resident business undertakings.
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Payments made for expenses incurred while receiving guests and business partners
(accommodation, catering, transportation and cultural expenses) are also taxable if they
exceed the limits which are dependent on the payroll.

Fringe benefits

Fringe benefits are taxable at the level of an employer with income tax at the rate of
21/79 and social tax at the rate of 33 percent (the income tax amount is also subject
to the social tax). All benefits granted to employees, including the members of
management and supervisory boards, the self-employed who have been providing
services or selling goods to the employer, or the individual having another contractual
relationship with the company, as well as to the husband, parent or child of the
employee, are taxed as fringe benefits.

Reserves and provisions

Companies may establish reserves without tax consequences.

Tax losses

Losses have no effect on corporate taxation.

Capital gains

Capital gains are not taxed separately, but are included in profits subject to corporate
income tax upon distribution. Thus, the capital gains received by an Estonian company
are not taxable as income, but become subject to taxation upon distribution.

Groups of companies

Companies forming a corporate group are treated as individual companies for tax
purposes. Thus, there is no fiscal unity or similar concept in Estonian income tax
legislation.

Thin capitalization
There are currently no thin capitalization regulations in Estonia.

Transfer pricing

If the value of a transaction conducted between associated persons (including
transactions carried out between a permanent establishment and its head office) differs
from the value of a similar transactions conducted between independent persons, the
tax administrator may, upon making an assessment of income tax, apply the value of
transactions used by independent persons under similar conditions. As of 1 January
2007, the transfer pricing regulation is applied to the transactions carried out between
related resident companies in the same way as it was applied before to the transactions
carried out between related non-residents or an individual.

In 2007, the new wording of the Income Tax Act imposed on companies the obligation
of documenting their transactions with associated parties.
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Tax collection

A legal person has the obligation to file an income tax return for the period of taxation
(calendar month) by the 10th day of the month following the taxation period. VAT
registered taxpayers must submit a tax return regardless of whether any events
resulting in tax obligations have occurred. Income tax is to be transferred to the tax
authorities by the same date.

Foreign branches and permanent establishments must file an annual report with the tax
administrator no later than six months after the end of the financial period if the annual
report does not have to be submitted to the Commercial Register.

Withholding taxes

Domestic withholding income tax rates for payments to non-residents (both entities
and individuals) are as follows:

e payments from services provided in Estonia — 10 percent

e royalties — 0 percent or 10 percent; the O percent rate is applied if royalties are paid at
the market price between associated companies established in the European Union.
In all other cases — 10 percent is applied

e interest—0 percent, however, 21 percent income tax is withheld from the portion of
interest that significantly exceeds the market value

e rental payments — 21 percent.

There is no withholding tax on dividends.

Value added tax

Tax base

Taxable transactions are the supply of goods and provision of services, if made in
Estonia. The tax base also includes certain actions carried out for no consideration, e.g.
the giving of business gifts and the private use of business assets.

VAT payers

If an Estonian entity (including the permanent establishment of a foreign person)
makes taxable supplies in Estonia over the VAT registration threshold (EUR 16,000), it is
required to register and account for Estonian VAT. Taxpayers with annual sales less than
EUR 16,000 are not liable for VAT. If an entity trades below the registration threshold it
can still choose to register voluntarily for VAT. However, no registration is required if the
taxable supplies consist of only zero-rated supplies, except the intra-community supply
of goods.

When a trader, with no permanent establishment (PE) in Estonia and liable for
taxation in another country, makes a taxable supply in Estonia that is not taxed by the
Estonian taxable person upon acquiring the goods or services, then that foreign trader
must register for VAT from the date the taxable supply was made. It follows that no
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registration threshold applies for such traders. Different rules apply in the case of
distance sales and e-commerce.

If a business is not registered for VAT in Estonia but sells and delivers goods from
another EU member state to customers in Estonia who are not VAT registered
("distance sales”), where the value of those sales exceeds a threshold of EUR 35,000,
a business is required to register and account for VAT in Estonia.

VAT rates
The standard rate of VAT is 20 percent.

There is a reduced rate of 9 percent for certain goods and services, including:
® books and most periodicals

* medicines

e medical equipment for the personal use of the disabled

e accommodation services.

There is an extensive list of zero rate supplies, including:

e international transport services

e exports

e supply of aircraft operating on international routes

e supply of sea-going vessels for navigation on the high seas

e supplies carried out through a free zone

e supplies effected in a customs and tax warehouse.

If an Estonian company supplies services to a VAT registered customer in another EU

Member State or a customer (business or private) outside of the EU, then it can zero
rate the supply provided the service falls within one of the following categories.

e granting of the use of intellectual property or transferring of the right to use
intellectual property

e advertising services

e consulting, engineering, legal, accounting, auditing and translating services, as well
as data processing and the supplying of information

e banking, financial and insurance transactions including reinsurance but excluding the
hire of safes

e the supply of staff

e the hiring out of movable tangible property with the exception of all forms of
transport

e telecommunication services and radio and television broadcasting services
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electronically supplied services

services of an intermediary.

Exemptions

The list of exemptions includes:

immovable property or parts thereof (there is an option to tax the sale of immovable
property if the tax authorities are informed beforehand)

the leasing or letting of or establishment of a usufruct on immovable property or
parts thereof (an option to tax)

insurance and financial services (an option to tax financial services)
securities

betting, gaming, and lotteries

education

health and welfare services

postal services and postal stamps

investment gold.

Limitations to input VAT

There are certain items that a person cannot recover VAT on. For example:

exempt supplies: where VAT relates to both taxable and exempt supplies, an
apportionment is required

non-business (including private) activities: where VAT relates to both business and
non-business activities, an apportionment is required

business entertainment and payment for goods or services relating to the provision
of meals or accommodation for employees or guests; however, VAT can be
recovered on the accommodation during a business trip

purchases falling within the “Tour Operators’ Margin Scheme”; the VAT on goods
and services which fall under this scheme cannot be reclaimed

goods sold under one of the margin schemes for second hand goods, all other similar
schemes which provide for VAT to be accounted for on the goods' sales margin, but
do not allow VAT recovery on the purchase of those goods.

Irregularities

According to the Estonian VAT Act, a reverse charge is applied in the case of acquisition
of goods or receipt of services from a foreign taxable person who is not registered as a
taxable person in Estonia. Therefore, if a foreign trader supplies goods or services to an
Estonian taxable person, then a VAT registration is not mandatory in Estonia, provided
the Estonian person applies a reverse charge on acquired goods or services.
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Estonia applies a VAT registration threshold for small and medium sized enterprises
whose annual turnover is lower than EUR 16,000.

Excise duties

The Estonian excise legislation is based on the excise legislation of the European Union.
The excise is imposed on:

e Alcohol

e Tobacco

* Fuel

e Electricity
e Packaging
e Natural gas

e Qilshale

Excise duty is charged on fuel that is produced in Estonia, which has been brought into
Estonia from another member state and the fuel that is declared for free circulation in
Estonia. Estonia obtained permission from the EU to exempt bio fuels from excise from
27 July 2005 and the exemption is applicable for a period of six years (until 27 July 2011).

Excise duty is imposed on tobacco products (smoking tobacco, cigarettes, cigars,
cigarillos, chewing tobacco) produced in Estonia or brought into Estonia. Distribution of
tobacco products without tax stamps is prohibited.

Excise duty is imposed on wine, beer, fermented beverages, intermediate products
and other alcohol produced in Estonia or brought into Estonia. Alcoholic beverages with
ethanol content above 22 percent volume, whose packaging containers hold more than
0.05 liters, must be revenue stamped.

Excise duty on packaging is imposed on packaging filled in Estonia, acquired from
another Member State or imported to Estonia. The payers of the excise duty, who do
not meet the recovery rates of packaging, should pay the excise duty for the quantity

of the packaging unused. Excise duty is paid by the importer of the packages, by

the user of the packages or by the person who acquired the packaging from another
Member State upon the sale, exchange, free transfer or use for self-consumption of the
packaging.

The obligation to pay excise duty on electricity applies to the network operators who are
engaged in the provision of network services through a network.

Excise-able goods can be received from another Member State under the excise duty
suspension arrangement if the recipient is an excise warehouse keeper or a registered
trader.

Excise duty is administered by the Estonian Tax and Customs Board.
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Real estate tax, land tax

The only property tax imposed in Estonia is a land tax. In general, the annual tax rate

is between 0.1 percent and 2.5 percent of the taxable value of the land, which is
determined according to the provisions of the Law on Land Value. Most land is subject
to tax. The owner of the land is obliged to pay the tax.

Other
Tax on trucks heavier than 12 tons has been in effect since the beginning of 2004.

Local taxes

Local municipalities are entitled to establish their own taxes based on the Law on Local
Taxes. Commonly established local taxes are: advertising tax, tax on the closing of
streets and roads, sales tax and parking tax. Starting from 1 January 2012, sales and
boat taxes are excluded from the law.

Latvia

Tax residency

The criteria for establishing a company’s residence for tax purposes is its incorporation
in Latvia or that it legally should have been registered as a tax payer in Latvia, as in

the case of a permanent establishment. Latvia does not have an effective place of
management test of residence.

Taxable entities are resident companies (but not partnerships) and non-resident entities
as well as permanent establishments of non-residents and non-resident entities which
derive income from a Latvian source.

Corporate income tax

Tax rates

Latvian corporate income tax is charged at a rate of 15 percent.

Companies registered in special economic zones eligible for specific tax rate reductions
will continue to calculate their reduction based on the historic tax rate of 25 percent.

Taxable persons

Latvia has a self-assessment taxation system. The taxpayer calculates the amount of
tax payable and reports this amount in a declaration. The taxation authorities may audit
the declaration within a period of three years after the due date for filing the tax return
for the year in question.

Taxable base

The taxable base of resident companies is their worldwide income and capital gains.
A permanent establishment (branch) of a non-resident company is treated as a separate
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Latvian taxpayer. The profits of a Latvian branch of a non-resident company are taxed on
a normal basis at the same rate as the profits of a resident company. However, internal
charges between the Branch and its Head Office such as interest, management fees,
etc. are not deductible. Head office costs attributable or allocable to the branch may be
deducted.

Companies registered in Latvia that operate ships internationally have the option of
paying corporate income tax based on the tonnage of the individual vessels used in their
operations. Once this option is chosen it must be continued for 10 years.

Inter-company dividends

Regardless of the level of ownership, dividends received from Latvian companies are
tax exempt except for dividends paid by a Latvian company which utilizes some form of
corporate income tax relief. In this case, the dividends are subject to tax according to
the percentage of tax relief received by the paying company.

Dividends from non-resident companies are normally taxable. However, they are
not taxable if dividends are received from companies registered in the EU orin EEA
countries.

Gift and donation costs

A resident company may not receive corporate income tax deductions for gifts and
donations made to individuals and non-residents, non-profit organizations and resident
business undertakings. However, a company may receive a tax payment discount of
85 percent of the amount of donation made to public benefit organizations that are
registered with the Ministry of Finance.

Fringe benefits

All benefits provided to employees, including the members of management and
supervisory boards, self employed individuals who have been providing services or
selling goods to the employer or an individual having other contractual relationships
with the company, as well as to the husband, parent or child of the employee, are taxed
as fringe benefits.

Fringe benefits are taxable according to the same principles as salary paid to employees
with a personal income tax of 25 percent, employee social tax of 11 percent and
employer’s social tax of 24.09 percent in addition to the gross salary.

Reserves and provisions

Reserves and provisions are not deductible, except for banks and insurance companies
in specific circumstances.

Tax losses

Itis possible to carry tax losses forward up to eight years. Where a change in the
“control” of a company occurs, the right to existing losses is lost unless the company
continues to undertake for the next five years the same fundamental business activity
that it undertook during the previous two years. Companies are not allowed to carry

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



Investment in the Baltics | 67

losses back. Taxpayers registered in special economic zones have a 10-year carry
forward limit.

Capital gains

Capital gains are not taxed separately, but are included in profits subject to corporate
income tax.

Groups of companies

A parent and subsidiary(s) that have 90 percent common ownership are treated as a
group. The companies must be Latvian, other EU country or EEA country residents, or
residents of a country with which Latvia has a Double Taxation Treaty. Although there is
no fiscal unity for taxation purposes, consolidated financial statements are required for
groups. Losses can be transferred between Latvian resident group members and under
certain circumstances, with EU and EEA countries residents.

Thin capitalization

Interest payments may be deducted from the company's taxable income; however,

the deductible amount is restricted. There are no deduction restrictions if the interest

is paid to a Latvian resident or an EU registered credit institution. For the reasons of
preventing discrimination, this provision can also be applied to interest payments for the
funds borrowed from a country with which Latvia has concluded a Double Tax Treaty.

According to the thin capitalization rules, two calculations for determining the
deductible amount of interest must be made. The calculation of deductible interest
must be done on an annual basis.

Under the first calculation, the amount of principal upon which interest was paid during
the year is multiplied by 1.2 times the average short-term interest rate for the last month
of the taxation period as determined by the Central Statistical Bureau of Latvia.

If the interest payment for the tax year exceeds this amount the excess is not
deductible for taxation purposes.

Under the second calculation, the amount of interest paid is disallowed proportionally
to the amount by which the average amount of the principal outstanding during the year
exceeds a multiple of four times the company’s equity as stated in its annual accounts
at the beginning of the year, reduced by any amounts that are long term investment
revaluation reserves or other reserves that have not been reflected in the profit and loss
statement. Interest on “profit participating loans” is deductible with the same limits.

The higher disallowance is applied.

Non deducted interest payments cannot be carried forward for deduction in future
taxation years. Taxable income can be reduced for a conditional loan interest amount
that would be payable for a conditional loan in the amount by which equity has
increased as a result of retained earnings.
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Transfer pricing

Anarm'’s length price must be applied to transactions with associated foreign entities
and also with resident companies which enjoy income tax relief.

Tax collection

The tax period is the same as the fiscal year and may be different from a calendar year.
An annual tax return must be filed within four months of the end of the tax period to
which it relates. Large companies are allowed to extend this deadline up to seven
months. Monthly advance payments of tax are required.

Increase of asset value for depreciation for tax purposes

Tax depreciation for new technological equipment acquired between 2009 and 2013 will
be calculated by multiplying the asset value with an increased ratio of 1.5.

Withholding taxes

Domestic rates of withholding tax on payments to non-resident legal entities are as
follows:

e dividends: 10 percent, except EU and EEA resident shareholders
° management and consulting fees: 10 percent

® interest to associated persons: 5-10 percent

® |easing payments: 5 percent

e rights to use intellectual property in respect of literature and artistic works: 15
percent (5 percent tax applies if the recipient is resident of another EU country and
owns more than 25 percent of the company paying royalty)

e right to use other intellectual property rights: 5 percent
e payments for the use of fixed or movable property in Latvia: 5 percent

e payment for the sale of real estate located in Latvia: 2 percent of the total proceeds.

Corporate income tax of 15 percent must be withheld at the source on any payments
made to entities registered in or located in one of the low or zero tax countries and
territories designated by the Latvian government. The tax authorities may exempt
payments from this requirement if certain conditions are met.

Excluded from the above are dividend payments, normal deposit interest paid by
Latvian credit institutions and payments for goods that have their origin in a low or zero
tax country or territory.

Tax treaties

Foreign taxes paid are not tax deductible in Latvia. A tax credit may be granted for these
taxes but not exceeding the amount of Latvian tax payable on that income (i.e. ordinary
credit) on a source-by-source basis.
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Tax incentives and concessions

A company registered and operating in a special economic zone enjoys higher rates
of depreciation and a longer term (10 years) for carrying losses forward. Companies
registered and operating in a special economic zone may qualify for both immovable
property tax relief of up to 100 percent and corporate income tax relief of 80 percent.
Granted relief is subject to certain limits.

The following are other corporate income tax relief or concessions that are available:
e tax relief for tax paid in foreign countries
e tax relief for enterprises engaged in agricultural activity

e tax relief for charitable donations.

Micro-enterprise tax

A micro-enterprise pays 9 percent tax on turnover from business activity. This tax covers
personal income tax, social security contributions, business risk duty and corporate
income tax.

Value added tax

Tax base

Taxable transactions are the supply of goods or services within Latvia, self-
consumption, the import of goods and export of goods and services and whose taxable
transactions exceed LVL 35,000 in a 12-month period must register as a VAT payer.

VAT payers

Individuals or legal entities that in the course of a trade or profession perform taxable
transactions within Latvia.

VAT rates
The standard VAT rate is 22 percent.

The following are examples of transactions subject to a VAT rate of zero (0):
e export of goods and intra community supplies
e transportation of export, import and transit goods

e services that are directly related to goods that are imported from third countries and
are not released for free circulation within the EU that are rendered within a free zone
territory or customs warehouse

e supplies of goods and services connected with international transport and rescue
ships

® international passenger traffic

e supplies of goods and services under diplomatic and consular arrangements.
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The following are examples of transactions subject to a VAT rate of 12 percent:

e supply of listed medicines, medical goods and equipment

e supply of listed infant products

e supply of mass media products (only for printed media; from 2012 —standard rate)
e public transport services within Latvia

e supply of heating to inhabitants

e supply of gas to inhabitants, except for use of natural gas in motor vehicles

Exemptions

The following are examples of VAT exempt transactions:

e transactions in shares and other securities

e banking and financial services excluding hire of safes and encashment
® insurance transactions

e the services related to welfare and social security work

e the provision of medical care

e education services

e sale of real estate excluding the first sale of ‘'new’ buildings

e rental of domestic apartments to individuals

® betting, lotteries and other forms of gambling.

Limitations to input VAT
There are certain items on which a person cannot recover VAT. For example:

e exempt supplies: where VAT relates to both taxable and exempt supplies,
an apportionment is required

® non-business (including private) activities: where VAT relates to both business and
non-business activities, an apportionment is required

e business entertainment and payment for goods or services relating to the provision
of meals or accommodation for employees; however, VAT can be recovered on
accommodation during business trips

e expenses of a representative nature; 60 percent of the VAT is not recoverable

e 20 percent from input tax paid for acquired/leased passenger car and expenditures
related to this car
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Input VAT cannot be claimed in respect of exempt transactions and input VAT can only
be claimed in respect of transactions that are directly related to the income generation
of the individual or entity.

Latvian VAT legislation is in compliance with the Council Directive 2006/112/EC.

Excise duties

Excise duties are payable by producers or importers of:

e spirits and alcohol

* beer with an alcohol content exceeding 0.5 percent by volume
e certain tobacco products

e petroleum products

e soft drinks and coffee.

Real estate tax, land tax

Tax on immovable property (land and buildings) is paid by individuals and legal entities
that own or have legal control over real estate. The immovable property tax rate is

1,5 percent of the cadastral value. After the updating process of cadastral values, the
increase in the calculated tax amount, if the purpose of use of the real estate is not
changed, is limited to a maximum of 25 percent of the tax amount in the prior year.

The immovable property tax rates for private houses and apartments not used in
business activity are the following:

e 0.2 percent from the cadastral value not exceeding LVL 40,000
e 0.4 percent from the cadastral value from LVL 40,000 to LVL 75,000
e (0.6 percent from the cadastral value exceeding LVL 75,000

Minimal tax payment for each taxpayer in a particular municipality is LVL 5

Other

Natural resource tax

The natural resource tax is imposed on:

e natural resources extracted over a licensed amount
* environmental pollution that exceeds a set limit

e goods injurious to the environment

e the packaging of imported and domestically produced goods.
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Lithuania

Tax residency

A legal person is considered as a Lithuanian tax resident if it is established pursuant to
Lithuanian law.

Corporate income tax

Tax rates

The general corporate income tax rate is 15 percent.
The 5 percent corporate income tax rate applies to:

e the taxable profit if an entity's average number of employees does not exceed 10 and
income does not exceed LTL 500,000 (approx EUR 144,800) (certain exemptions
apply)the taxable profit of entities more than 50 percent of whose income during the
tax period consist of income from agricultural activities

The 0 percent corporate income tax rate may be applied for:

e social companies with not less than 40 percent of their employees being disabled,
long-term unemployed, and other supported social groups (additional requirements
apply), which do not carry out the activities included in the list of non-supported
activities of social companies or the income received from such activities during the
tax period accounts for not more than 20 percent of the total income received by the
company;

e companies established in the Free Economic Zone if their investments exceed
EUR 1 million (for six years, a 0 percent rate is applied, for the 10 following years —
50 percent of the standard rate);

e production companies with more than 50 percent of their employees with limited
working ability. If the fraction of employees with limited working ability is lower, then
a partial deduction of corporate income tax is given (75 percent, 50 percent or
25 percent).

Further requirements have to be fulfilled by the above-mentioned companies in order to
be eligible for the incentives.

If a non-profit entity’s turnover does not exceed LTL 1 million (approximately
EUR 289,600), the amount of LTL 25,000 (EUR 7,240) shall be taxed at 0 percent, the
remainder by 15 percent (certain exemptions apply).

Taxable persons
Lithuanian and foreign taxable entities are considered corporate taxpayers.

Lithuanian taxable entities are defined as all types of entities, registered in Lithuania and
having the status of a legal person.
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Foreign taxable entities are all types of entities, domiciled in a foreign country and
incorporated under foreign laws. In respect of foreign taxpayers, the entity is not
required to bear legal person status.

Tax base

Lithuanian entities are subject to corporate income tax on their worldwide income.

The tax liability of foreign units is limited to income sourced in Lithuania, including
income earned through permanent establishments.

A foreign unit is deemed to have a permanent establishment in Lithuania if it meets any
of the following criteria:

e it performs activities on a permanent basis, or
e it performs activities through a dependent representative (agent), or
e it uses a construction territory, construction, assembling or equipment object, or

e it uses equipment or construction including boreholes and ships for investigation and
the extraction of natural resources.

A foreign company is deemed to be engaged in permanent commercial business
activities in Lithuania, leading to a permanent establishment, if the activities are carried
out for longer than 6 months and normally there is a completed cycle of commercial
activities.

Permanent establishments of foreign entities must be registered with the local tax
authorities and non-registration does not provide release from payment of Lithuanian
corporate income tax.

When calculating the taxable profit of a taxable entity, the following amounts are
deducted from income: (1) tax exempt income; (2) allowable deductions and (3) partly
allowable deductions. The taxable profit of the permanent establishment shall be
calculated by deducting from the income the tax-exempt income, partly allowable
deductions and deductions relating to the income earned by a foreign entity through the
permanent establishment.

Tax-exempt income includes:

e the gain from sales of shares, received from a company established in the European
Economic Area or a company registered in a country with which Lithuania has a
double tax treaty (participation requirement: more than 25 percent for at least two
years)

e received insurance payments (not exceeding damages)
e proceeds of a bankrupted company, received from the disposal of its assets

e revaluation of the fixed assets and liabilities, except revaluation of financial
derivatives for hedging purposes

e received penalties and fines, etc.
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Furthermore, certain types of income for insurance and investment companies are also
exempt.

Allowable deductions are all costs actually incurred which are usual for the activities of
the entity and are necessary for the earning of its income or the gaining of economic
benefit, unless the law establishes otherwise.

Partly allowable deductions, which may be tax-deductible subject to certain
requirements, include the following:

e depreciation and amortization of fixed assets

® maintenance, repair and reconstruction of fixed assets (except for cases when such
maintenance, repair or reconstruction prolongs the useful lifetime of the fixed assets)

e business trips

e advertising and entertainment

e ordinary loss of inventories

* taxes

e bad debts

e payments to the benefit of employees, which are not subject to personal income tax
e provisions of credit institutions and insurance companies

e granted support

* membership fees

e taxlosses.

The main types of non-deductible expenses are as follows:

e penalties and default interest

* interest and other payments related to the obligations of related parties
e compensation for damages

e dividends and other profit distributions

e expenses of purchased goods (services) from tax haven entities, if these goods
(services) are not paid for more than 18 months

e payments to tax haven entities if a Lithuanian entity does not prove that these
payments are related to the ordinary activities of tax haven entities.
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Dividends

Dividends paid by a Lithuanian company to a Lithuanian or a foreign company holding no
less than 10 percent of the shares, granting the same percentage of votes for a period if
not less than 12 months are tax free, except for dividends paid to tax haven countries. In
other cases, dividends are subject to a 15 percent withholding tax.

Dividends received by a Lithuanian company from foreign entities that are established in
a state of the European Economic Area and whose profit is subject to corporate income
tax or an equivalent tax are tax free in Lithuania.

Dividends paid by a foreign company to a Lithuanian company holding not less than 10
percent of the shares granting the same percentage of votes not less than 12 months
are tax free, except for dividends received from tax haven countries, provided the profit
is subject to corporate income tax or an equivalent tax in that country. In other cases,
dividends are subject to 15 percent corporate income tax.

Tax losses

Tax losses (except for losses from the disposal of securities or financial derivatives)

can be carried forward for an unlimited time period if the economic activity from which
the loss originated is continued. Losses from the disposal of securities or financial
derivatives can be carried forward for five years and exclusively to offset gains from the
disposal of securities or financial derivatives.

Tax losses may not be carried back

Tax losses of one company incurred for the year 2010 and further taxable periods may
be set off against the profits of another company forming a group provided the following
criteria are met: the parent company directly or indirectly owns at least two-thirds of the
shares in the subsidiaries; and the transfer of losses is performed between companies
that have continuously been the members of the group for at least 2 years or the
participants of the transfer constitute a part of the group as of their incorporation and
will be part of the group for at least two years. Grouping with foreign losses is possible
when the foreign entity transferring losses is a tax resident in the EU and there is no
possibility to carry forward the losses in that foreign country. Losses from the disposal
of securities or financial derivatives can be set off exclusively against profits from the
disposal of securities or financial derivatives.

Itis not allowed to transfer tax losses for companies having any arrears in payments.

However, it is not allowed for a company to transfer losses if the company would not
pay corporate income tax or equivalent tax due to tax reliefs applicable to it (taxable
profits would have been taxed at a tax rate of O percent or the entity would have been
exempt from paying tax).

Capital gains

Capital gains earned by Lithuanian entities are included in taxable income for income
tax purposes. Capital gains are taxed at a general 15 percent tax rate, unless a 5 percent
rate may be applied due to the limited number of employees, income or specific
activities of the company.
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Groups of companies

A group of companies is a group consisting of the parent company and associated
entity (entities), where the parent company possesses not less than 25 percent of the
shares. Group consolidation for corporate income tax purposes is not possible, but tax
losses may be transferred between the companies.

Thin capitalization

A certain part of interest paid to a controlling lender may not be deductible for profit
(corporate income) tax purposes.

The aforementioned controlling borrower includes both a resident and a non-resident
shareholder and is deemed to be as such if the following criteria are met:

e the shareholder controls a Lithuanian entity on the last day of a taxable period, and

e the shareholder (in)directly owns more than 50 percent of the shares in a Lithuanian
entity, or

e the shareholder together with related parties owns more than 50 percent of the
shares in a Lithuanian entity and the part owned by this shareholder is not less than
10 percent.

The non-deductible part shall be calculated based on the debt/equity ratio of 4:1,

i.e. interest related to the debt exceeding this ratio shall be non-deductible for profit
(corporate income) tax purposes. It should be noted that these rules are applicable even
if withholding tax on interest is paid.

In addition to interest expenses, these rules are also applicable to other expenses
related to the debt exceeding the ratio of 4:1, e.g. currency exchange losses.

Thin capitalization rules may be avoided when a Lithuanian entity proves that the same
loan under the same terms would be available between independent persons.

Transfer pricing

In general, transfer-pricing provisions are adopted in the Law on Profit (Corporate
Income) Tax, the Law on Individual Income Tax and the Law on Value Added Tax with
their effect as of 1 January 2004. The transfer pricing provisions are harmonized
with the OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax
Administrations.

The following five transfer pricing methods can be used in order to be in compliance
with the arm's length principle:

e Comparable uncontrolled price method
e Resale price method

e Cost plus method
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e Profit split method

¢ Transactional net margin method

The comparable uncontrolled price method must be used first. When not enough data
is available, the resale price or cost plus methods should be used. The profit split and
transactional net margin methods have the lowest priority and can be used provided
that the data is not sufficient to apply the first three methods.

Documentation requirements

The obligation to produce a written transfer pricing documentation applies to companies
meeting at least one of the following criteria:

¢ sales income of the entity before the taxable year when the transaction was actually
carried out, exceeded LTL 10 million (approximately EUR 2.9 million)

e financial companies and credit institutions
e insurance companies

e foreign entities, engaged in activities through permanent establishments, if the
foreign entities’ attributable income exceeds LTL 10 million (approximately EUR
2.9 million) before the taxable year when the transaction was actually carried out.

Transfer pricing documentation must be filed with the tax administrator within 30 days
after the request. Taxpayers should provide the transfer pricing documentation in its
original language if it is not available in the Lithuanian language. The tax administrator
may require translation of these documents into Lithuanian, establishing a deadline for
submission of the translation.

Transfer pricing documentation should be submitted in the original form, if it is sufficient
for the identification of the reliability of the information without requiring extra evidence.

Tax collection

Annual corporate income tax returns must be filed within five months after the end

of the taxable period while the tax must be paid within nine months after the end of a
taxable period. Corporate income tax must be paid in advance installments based on
the result of the previous taxable period. Newly registered companies are exempt from
advance payments for their first year of operation.

Withholding tax returns must be filed within 15 days after the end of the month when
the taxable payment was made to a foreign entity. If the tax is not withheld from the
payment made abroad and it is paid from Lithuanian payer’s funds, the withholding tax
cost is not deductible for corporate income tax purposes.

The return of dividends paid or received must be submitted and withholding tax
remitted by the 10th day of the following month the payment was made.
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Withholding taxes

The taxable income of foreign units which is subject to withholding taxes in Lithuania
includes the following:

® interest
e authorship remuneration, license and know-how fees and other royalty payments
¢ income from the disposal or renting of real estate located in Lithuania

e income from profit distribution, including dividends.

A 15 percent withholding tax rate applies to the taxable income of foreign units received
in Lithuania, except for interest and royalties.

A 0 percent withholding tax rate applies to interest paid to companies established in
EEA countries or in countries with which Lithuania has the double tax treaty.

A 10 percent withholding tax is applied to royalties paid to qualifying related parties EU
tax residents. A O percent rate will be applied as from 1 July 2011.

Profits distributed by Lithuanian companies to the individuals are free of withholding
tax, except for distributed profits proportionately attributed to the profits that are not
taxed with regard to certain reliefs and/or the taxable profits taxed at a rate of O percent.
In this case, profit distribution paid should be taxed at a rate of 15 percent.

Dividends paid to individuals are subject to a 20 percent personal income tax.

The domestic withholding tax rate can be lowered under the tax treaties to which
Lithuania is a party.

Tax treaties
Currently, Lithuania has concluded tax treaties with 48 countries.

Lithuanian entities are entitled to deduct profit tax or similar taxes paid abroad from the
corporate income tax payable in Lithuania. The deducted amount, however, may not
exceed the amount of income tax payable in Lithuania on that type of income.

Special rules apply with respect to the income of controlled foreign companies, which is
attributed to the taxable base of a Lithuanian entity.

Tax incentives and concessions

Despite the fact that corporate income is taxed more heavily, there are plenty of
tax incentives for companies. Tax relief is available for agricultural companies, free
economic zone companies, manufacturing companies employing people with
disabilities, social companies, and cooperatives.

Corporate income tax relief may also be available for those companies initiating
investment projects. Under this incentive it is possible to reduce the taxable profit by up
to 50 percent of the amount of expenses actually incurred for the acquisition of certain
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fixed assets, including machinery and equipment, computer hardware and software,
communication equipment and acquired rights, and for the assets which have not been
used and were produced not earlier than two years ago. Such an incentive is applicable
only until 2013.

Expenses incurred for scientific research and experimental development purposes may
be deducted three times in the tax period when they are incurred, provided that the
research and development works are related to ordinary business activities.

Additionally, the income of investment companies with variable capital and insurance
companies’ income from investments (except for dividends) are exempt from corporate
income tax. The government is implementing strategies to reduce the burden of
bureaucracy for companies even after the World Bank's research has shown that
Lithuania provides one of the easiest environments for starting and developing a
business in the EU.

Value added tax

The Lithuanian VAT system is made compliant with the VAT directive (2006/112/EC). The
EC law provisions regarding VAT on intra-Community trade, triangulation and distance
selling are implemented into national legislation.

Tax base

VAT is applied to goods, supplies and rendering of services for consideration by taxable
persons if such goods are supplied or services are rendered in Lithuania, as well as to
goods imported into Lithuania or acquired from another EU member state. The concept
of taxable persons also includes foreign persons engaged in business activities in
Lithuania.

When services are rendered to taxable persons who are VAT payers, the place of supply
is deemed to be the place where the buyer is established (B2B rule). The supply of
services is subject to Lithuanian VAT if the services are rendered by a Lithuanian taxable
person to individuals who are non VAT payers (B2C rule).

Special rules apply to services related to immovable property, catering, transportation
and other services.

VAT payers

Lithuanian persons whose income exceeds LTL 100,000 (approximately EUR 29,000)
per annum should register as VAT payers. If the entity performs VAT exempt activities, it
may apply for exemption from VAT registration.

Foreign persons should register for Lithuanian VAT, if their activities in Lithuania are
subject to VAT (except for cases where the obligation to account for VAT transfers to
the purchaser or where the zero VAT rate applies). The threshold of LTL 100,000 (EUR
29,000) to foreign persons is not applicable.

Foreign persons must register for VAT in Lithuania through a fiscal agent unless they
are incorporated in an EU member state — such persons can be registered as Lithuanian
VAT payers directly.
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VAT rates
The standard VAT rate is 21 percent.

There is a compensation rate of 6 percent for supplies of goods and services made by
farmers.

Areduced 9 percent VAT rate is applied to:
e books and certain non periodicals
e supply of heating for dwellings and the supply of hot water (until 31 December 2011)

e accommodation at hotels and other special accommodation services supplied (until
31 December 2011).

Areduced 5 percent VAT rate is applicable to certain drugs and medicine (applicable
until 31 December 2011).

The 0 percent rate applies to exports outside the European Union, supplies of goods
to another member state, supplies of gold to the system of Central Banks of European
countries and the Central European Bank, goods and services intended for diplomatic
missions, supplies to charities, supply, modification, modernization, and the hiring of
sea-going ships and aircraft on international routes.

Exemptions

Goods and services related to health care, social and cultural services and sport, if
they are produced/rendered by non-profit entities, as well as other services, including
the supply of goods and the rendering of services for charity and support purposes,
postal services, insurance services, financial services, leasing or dwelling and other
immovable property, etc., are exempt from VAT (without a right for deduction of input
VAT).

Limitations to input VAT

A VAT payer should have the right to deduct input (or import) VAT on goods/services,
provided that the goods/services are intended for use in the following activities of the
VAT payer:

e supply of goods/services on which VAT is chargeable

e supply of goods/services outside the territory of the country where such supply of
goods/services would not be exempt from VAT if effected within the territory of the
country. The above condition shall not apply with regards to the supply of insurance
services and/or certain financial services

e outside the territory of the EU.
A VAT payer has a right to deduct input VAT on the goods/services acquired (or

imported) prior to the day of its registration as a VAT payer, provided that they will be
used for VAT taxable activities.
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Input VAT should be deducted only in the case where a VAT payer holds an appropriate
invoice. This amount of VAT must be specified in the invoice held in litas, and the VAT
payer must be indicated as the purchaser of the goods/services.

Excise duties

Excise duties are levied on production in, or import into Lithuania of the following items:
e ethyl alcohol and alcoholic beverages

e tobacco products

e fuel

e electricity.
Importers and producers are liable to pay excise duties to the state budget.

Real estate tax, land tax

Real estate located in Lithuania, except for land, is subject to real estate tax.

The real estate tax should be paid by Lithuanian and foreign legal entities and
organizations, as well as by Lithuanian and foreign individuals owning real estate in
Lithuania. Lithuanian and foreign individuals owning real estate should pay the real
estate tax if the real estate is used for their commercial activities (including the rent
of real estate to legal entities). Residential premises, garages, farms and other similar
immovable property belonging to individuals are not subject to real estate tax.

The annual tax rate ranges from 0.3 percent to 1 percent of the taxable value of real
estate. Municipalities are entitled to establish a precise rate by 1 June of each year for
the following year. The taxable value of the real estate is the average market value of the
real estate established by applying the mass valuation method or the rebuilding value
depending on the purpose of the real estate at least every five years. The new values
are announced as of 1 January 2011 by the Center of Registers. However, the owners

of real estate may request for an individual valuation to be performed by independent
property appraisers.

The annual tax declaration has to be filed with the tax authorities and the real estate tax
has to be paid before 1 February of the following year. In addition, legal entities should
pay advance real estate tax amounts equal to one-fourth of the annual tax.

Land tax is paid by the owners of private land and it amounts to 1.5 percent of the value
of the land. Land tax does not apply to forestland, roads of common usage and land
owned by embassies.

Land tax is paid annually for the whole calendar year if the land was acquired during the
first half of the year. In the event that the land was acquired during the second half of
the year, the first obligation to pay land tax arises the following year.

Legal and private persons leasing state or municipality owned land must pay a land
lease tax, which is not less than 1.5 percent and not higher than 4 percent of the land
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value. A precise tariff for a land lease tax is established by the local municipality for
each individual case. Land lease tax is paid according to the order established by the
local municipality where the land is located. The land value on which the land lease tax
is assessed is estimated according to special rules and is set forth in the land lease
agreement.

Other (local taxes)
Environmental taxes are applicable in Lithuania:

e apollution tax, which is paid by users of mobile (vehicles) and stationary (farms,
factories) pollution sources for commercial purposes

e atax on environmentally harmful goods (accumulators, tires, automotive filters, etc.)
which is paid by the importers and Lithuanian producers of such goods

e apackaging tax, which should be paid by the importers of packaged goods in to
Lithuania or by Lithuanian manufacturers of packaged goods.

In general, these taxes are calculated (using special formulas) depending on the type
of package/product/pollution source and the amount of pollution as well as specific
consumer price index and of the level of achievement of any pollution avoidance target.
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Chapter 4

Individual taxation

Estonia

Tax residency

An individual who has a permanent place of residence in Estonia or who stays in Estonia
for at least 183 days over a period of 12 consecutive calendar months, or Estonian state
public servants who are in the foreign service are considered resident for tax purposes.

Personal income tax

Taxpayers

Resident taxpayers are subject to income tax on their worldwide income, non-residents
are subject to income tax only on their Estonian source income.

Taxable income

Individuals are subject to general income tax at the rate of 21 percent on income
derived in the calendar year from:

e employment (monetary payments)

e business (self-employed income)

e property/investment (rental income, interest on deposits and loans, royalties, capital
gains on disposal of business, movable and immovable property)

e other sources (alimony and certain pensions, scholarships, grants, awards, lottery
prizes, insurance indemnities and payments from pension funds).

Income tax at the rate of 10 percent must be withheld by a resident legal person on
royalties, payments to artists and sportsmen/women for activities conducted in Estonia
or on payments for services provided in Estonia when payments are made to non-
residents.

An income tax at the rate of 10 percent is applied to amounts paid out under a contract
of pension insurance with income tax incentives to a policyholder as well as to
payments from pension funds to unit holders where:

e the policy or unit holder has turned 55 years of age but not before five years have
passed since the entry into the contract or the initial acquisition of units

e the policy or unit holder has become permanently and completely unable to work
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e after liquidation of the pension fund, or
e upon the death of the policy or unit holder, payments are made to the successor.
The annual taxable income of resident individuals is reduced by a basic personal

allowance of EUR 1,728. An additional allowance up to EUR 1,728 is granted to a parent
for each child aged 17 or less (starting from the second child).

Tax rates
Personal income tax is levied at a 21 percent flat rate.

Tax exempt income

Tax-exempt income includes the following:

e dividends received from Estonian companies or if income tax has been paid on the
share of profit or income tax has been withheld on the dividend in a foreign state

e capital gains from the sale of immovable assets, the essential part of which is a
dwelling which was used by the taxpayer as his or her permanent or primary place of
residence until transfer (this exemption only applies for one sale of immovable assets
in every two years)

e gains from the sale of movable assets for personal use
e certain child allowances and other social security subsidies
e state pensions up to EUR 2,304 in a calendar year

e certain scholarships and grants unless paid in connection with business or
employment

e international and state cultural and scientific awards and sport awards complying
with the conditions and order established by the government

e fringe benefits (tax is payable by employer)

e inheritance received (only the receipt of the inheritance is tax exempt, not the sale
henceforth)

e gifts and donations received from natural persons, a state or local government
authority, a resident legal person or from a non-resident through or on account of its
permanent establishment registered in Estonia

e indemnification paid to an employee for work accidents up to EUR 768 in a calendar
year

e certain benefits received from insurance contracts

e pensions paid to policyholder on a regular basis after the policyholder has attained
55 years of age or after his or her total and permanent incapacity for work has been
verified on the condition that the payments are made in equal or increasing amounts
at least once every three months
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e compensation for business trip expenses and daily allowances within the specified
limits
e compensation for business use of a private car in accordance with certain regulations

e |ottery prizes organized on the basis of an operating permit

* income derived from the first sale of land restituted in the course of the property
reform

e interest paid by an EEA resident credit institution.

Deductions
The following items are allowed as deductions for personal income tax purposes:

e alimony payments to resident natural persons (in certain cases non-residents as well)

® interest on housing loans and capital leases which is paid to the EU member state’s
resident banks

® training expenses (subject to conditions and limits set by the government)

e gifts and donations to specified persons and trade union entrance and membership
fees up to certain limits (in total not more than 5 percent of the income of the period
of taxation)

e contribution to certain pension funds with income tax relief (up to 15 percent of the
income of the period of taxation).

The total amount of deductions may not exceed EUR 3,196 per taxpayer per year and
not more than 50 percent of the taxpayer’s taxable income.

Foreign tax credit

A credit method is applied in order to avoid double taxation. Credit granted for foreign
taxes paid is limited to the amount of Estonian tax payable on that income (ordinary
credit) on a source-by-source basis. Taxpayers are required to submit a document
certifying the payment of income tax. An exemption method is applied if the taxpayer
has received remuneration for working abroad, has stayed in the foreign country for at
least 183 days in any consecutive 12-month period and the remuneration was subject to
taxation in this foreign country and the latter is certified.

Tax collection

The period of taxation is a calendar year. The income tax return is filed with the tax
authorities no later than 31 March of the following year. Income tax returns are prepared
on a self-assessment basis and may be audited by the tax authorities for up to three
years. Under certain cases, tax audits may occur up to six years after filing.

Married couples may file tax returns jointly (under certain conditions such as in the case
of a non-resident husband/wife). Additional amounts of tax due must be paid to the Tax
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and Customs Board not later than by 1 July. Additional tax on business income or gains
from transfer of property is payable by 1 October.

Social security tax

Social security tax is paid by employers. Social tax at the rate of 33 percent is payable
on wages and other monetary remuneration paid to employees. The tax is payable on a
monthly basis.

Self-employed persons are liable to pay tax on their business income at a rate of

33 percent. During a calendar year, advance payments of at least EUR 275 (in 2011) per
quarter are made. The maximum social tax obligation for self-employed individuals is
limited to the amount calculated from 15 times the minimum wage.

Unemployment insurance

Unemployment insurance payments are shared between the employer and employee.
Employers pay the tax at the rate of 1.4 percent on gross payroll payments and an
additional 2.8 percent is withheld from payments made to employees.

Pension insurance

Unemployment and pension insurance payments that are made at the employee level
are deductible from the taxable income. For employers, 2011 means applying two rates
to funded pension contributions. If an employee submitted an application at the end of
2009 for continuing with the employee funded pension contributions, 2 percent from
the employee’s remuneration will be withheld also in 2011. In such cases, the state
will add 2 percent (for those born from 1943 to 1954, the state’s contribution will be 4
percent). If an employee has not submitted the above application, a 1 percent rate will
be applied to pension contributions from the beginning of next year to which the state
will add its 2 percent. The regular funded pension contribution system will be restored
in 2012, when the contribution rate applicable to all employees comprises a 2 percent
contribution by an employee and 4 percent by the state.

Capital taxes
There is no net wealth/capital tax in Estonia.

Inheritance and gift tax

There is no inheritance or gift tax in Estonia, but if an individual sells inherited property
and the gain from sale of such type of property is subject to income tax, the full sales
price will be subject to income tax.

Tax calculation example

The following example illustrates the calculation of taxes due on employment income
paid to an Estonian resident.

1. Gross salary per month in EUR 1,000
2. Monthly non-taxable minimum 144
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3. Unemployment insurance (1.4% of 1) 28
4. Pension insurance (2% of 1) 20
5. Monthly taxable income (1-2-3-4) 808
6. Personal income tax (21% of b) 170
7. Net monthly income (1-6-3-4) 782
Latvia

Tax residency

Individuals are tax resident in Latvia when:

e they have their permanent residence in Latvia

e they are present in Latvia for more than 183 days in a 12-month period

e they are Latvian citizens employed overseas by the Latvian government.

There are no special procedures for terminating residence in Latvia. However, the
Law on Taxes and Duties provides that an individual who will not be considered a tax

resident in the following year, will no longer be a tax resident from the date they leave
Latvia if they can show they have greater ties outside Latvia than within Latvia.

Personal income tax

Taxpayers

Resident taxpayers are taxed on their worldwide income. Non-resident taxpayers are
taxed on specific Latvian sources of income.

Taxable income
Typical taxable cash and non-cash benefits of a compensation package are:

e salary

e reimbursements of foreign and/or home country taxes
e reimbursement of school tuition fees

° home leave reimbursements

e cost of living allowances

e expatriation premiums

e housing allowances/reimbursements

e company car

e medical insurance premiums paid by an employer

® incentive compensation.
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Non-residents are liable for Latvian tax only in respect of Latvian source income
including:

e employment income for duties performed within Latvia in favor of a Latvian or foreign
employer, or performed outside Latvia for a Latvian employer

e income from independent professional services rendered to Latvian residents or
registered permanent establishments within and outside Latvia

e income from professional services such as an artist, sportsman or trainer performed
in Latvia

e income from performing duties as the member of a board or supervisory body of a
Latvian company

* income from a Latvian registered partnership

e income in the form of liquidation proceeds from the liquidation of a Latvian company
that exceeds payable dividends

® income from the sale or use of immovable property located in Latvia
* income from the lease of movable property in Latvia

e income from agricultural production from “individual” farms

e dividends

* interestincome, except interest from Latvian credit institutions

e income from intellectual property (royalties)

® insurance payments, if the agreement is concluded by an employer and it is
terminated before a specified period

e pensions paid according to Latvian legislation.

Tax rates

Latvian personal income tax is levied at a rate of 25 percent. An individual can choose
to pay a fixed tax, if yearly income of his/her commercial activities does not exceed LVL
10,000. The tax year for individuals is the calendar year. Individuals are classified either
as resident or non-resident taxpayers.

Special tax rates for particular types of income are the following:
e capital gains — 15 percent
e dividends, interest and similar income — 10 percent

® income from private pension funds — 10 percent
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Tax-exempt income

Examples of some exempt income items are:

e dividends from Latvian companies and others registered in EU countries and EEA
countries that have paid the full rate of tax on the profit from which the dividend is
paid; otherwise a pro rata exemption is given

e income from deposits in Latvian EU and EEA registered credit institutions

e income from State bonds (Latvia, EU and EEA countries and Municipal securities)
e alimony payments

e some types of scholarships

e income from the sale of personal property; real estate must have been held for 12

months to be exempt.

The majority of exemptions do not apply to non-residents. However, if a resident of
another EU or EEA country receives more than 75 percent of his annual income in
Latvia, then the exemptions also apply.

Deductions

There are limited deductions under Latvian Law. Deductible items are:

° mandatory social security contributions

¢ allowances for the support of close relatives or dependants (limited)

e donations to charitable organizations (limited)

e expenses related to the production of scientific, literary and artistic works (limited)
e contributions to private pension schemes (limited)

* non-resident taxpayers and individuals who are resident for less than six months in a
tax year are only entitled to the standard deductions like social security contributions;
special rules apply to the calculation of the income of a self-employed individual.

Foreign tax credit

Where foreign taxes have been paid on income taxable in Latvia, a credit will be given.
The credit is limited to the amount of Latvian tax that would otherwise have been
payable on the amount. Proof that the tax has been paid is required.

Double Tax Treaty relief may also be available.

Tax collection

Annual declarations must be filed by 1 April of the following year. Declarations are
prepared on a self-assessment basis and may be audited up to three years after the tax
became payable. If the tax liability assessed exceeds LVL 100, the tax can be paid over
three months in equal installments.
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Personal income tax in respect of employment income is usually withheld from salary
payments (payroll tax). All employers in Latvia, including foreign companies operating
through a branch, must deduct payroll tax from remuneration paid to all employees and
remit this tax to the tax authorities on a monthly basis on the salary payment date.

Foreigners working in Latvia for a non-Latvian employer must register with the tax
authorities and either the employer or the foreigner must, on a monthly basis, pay
personal income tax based on their monthly salary.

Social security tax

Mandatory social security contributions are payable in respect of gross employment
income.

For individuals employed by a Latvian resident employer, the social security contribution
rates in 2011 are:

Employer’s rate — 24.09 percent
Employee's rate — 11 percent

If individuals are employed in Latvia by an employer which is resident in another EU or
EEA member state, then contribution rates are the same as above.

If the employer is not resident in the EU or EEA, then the social contributions are:

e For Latvian citizens working in Latvia — 33.09 percent (24.09 percent; 9 percent)

e For non-Latvian citizens, who are in Latvia for more than 183 days — 32.22 percent
Foreigners who will be working in Latvia for less than 12 months may be exempted

from Latvian social security contributions provided that social security contributions are
paid in their country of residence.

There are some exemptions for EU and EEA citizens on short-term assignments.

Unemployment insurance

Unemployment insurance payments are included in the monthly social security
contributions.

Capital taxes
There is no net wealth/capital tax in Latvia.

Inheritance and gift tax

There are no inheritance or gift taxes in Latvia.
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Tax calculation example

Assume a married resident in Latvia with an employed spouse and one child, and
a monthly income of LVL 200 as follows:

1. Gross salary in LVL 200.00
2. Less social security contribution (11 %) 22.00
178.00

3. Less monthly non-taxable income* 45.00

133.00
4. Less allowance for dependent 70.00
5. Monthly taxable income (1-2-3-4) 63.00
6. Personal income tax (63.00 x 25%) 15.75
Net monthly income (200-22-15.75) 162.25

Social security contributions to be funded and paid by the employer are LVL 48.18: 24.09 percent of a
gross salary of LVL 200.

*Non-taxable income is LVL 540 in a year or LVL 45 in a month

Lithuania

Tax residency

Tax residency is determined by:

e permanent residence in Lithuania

¢ individuals whose place of personal, social and economic interest is Lithuania

e foreign individuals staying in Lithuania for 183 days in a tax year or staying in Lithuania
with or without breaks for 280 or more days during two consecutive tax years,
whereby one stay in Lithuania during one of these years must be at least 90 days

e employment of a Lithuanian citizen abroad by the Lithuanian government.
Personal income tax

Taxpayers
Taxpayers are resident and non-resident individuals.
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Taxable income

Resident taxpayers are subject to income tax on their worldwide income, whilst non-
residents are taxed on their Lithuanian source income only.

Taxable income of non-resident individuals includes the following:
® interest

¢ income from distributed profit and annual bonuses to board and supervisory board
members

e income from the renting of immovable assets located in Lithuania

e royalties

e employmentincome (earned through a Lithuanian source including through a PE)
e income from sport activities

e income from performers’ activities

* income from the sale of immovable property located in Lithuania or movable property
which is registered in Lithuania.

e compensation for the violation of copyright or similar rights.

Tax rates

Personal income tax rates are 15 percent, 20 percent and 5 percent.

A personal income tax of 20 percent applies to income from profit distributions
(including dividends).

A personal income tax rate of 5 percent is applied to certain individual activities,
freelancers (liberal professions) such as a lawyer, notary, bailiff, accountant, auditor,
architect, psychologist, journalist, etc. who are taxed at the standard tax rate of 15
percent.

A fixed personal income tax prescribed by municipalities is imposed on income earned
by individuals who have business activity certificates.

Tax-exempt income
The most important types of non-taxable income include the following:

e non-life insurance benefits and certain life insurance benefits
e certain types of pensions and annuities

e certain types of interest

e income from mariners from work on board vessels

e income from agriculture if the person who receives the income is not registered as a
VAT payer

* income received by inheritance (subject to tax on inherited property)
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e income from the sale of movable property that is legally registered in the Republic
of Lithuania, if the property was acquired more than three years prior to its sale, or
immovable property that is located in Lithuania, if the property was acquired more
than five years prior to its sale;

e income from the sale of real estate (including land), if two years prior to its sale, it
was declared a place of residence or if income from the sale of real estate (including
land) was used for the acquisition of new real estate, which is located in the
European Economic Area

® income received as a prize or by gift in certain situations

e certain capital gains

e certain scholarships

® pensions, rents, allowances, scholarships, premiums received from the state or

municipality budget.

Certain exemptions are denied in respect to items received from foreign entities
registered or organized in a tax haven or individuals resident in a tax haven.

Deductions
The following items are allowed as deductions for personal income tax purposes:

e |ife insurance premiums, subject to certain requirements

e pension contributions paid to the pension funds registered in Lithuania or another EU
member state

e amounts paid by Lithuanian residents for the first higher education studies

e interest on loans for the construction or acquisition of a dwelling, if the loan was
contracted before 1 January 2009.

Foreign tax credit

The Exemption method is applied for labor income, earned and taxed in EU-member
countries or countries with which Lithuania has a double tax treaty.

Other foreign income taxes that are substantially similar to Lithuanian personal income
tax may be credited against the Lithuanian tax liability, limited to the amount of income
tax actually paid in the foreign country. A proof, i.e. an official certificate issued abroad,
proving that the tax has been paid indicating the amount thereof is required.

Tax collection

The tax period is the calendar year. The annual tax return should be filed with the tax
authorities by 1 May of the following year.

Employers should withhold and pay personal income tax from labor remuneration and
other similar payments made to employees.
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Social security and health insurance contributions

State social security and health insurance contributions are mandatory for individuals
working under employment contracts. Employees’ contributions are equal to 3 percent
of employment income and employers have to pay 30.98 percent. The employees’
contributions must be withheld by employers. No ceiling is applicable to contributions
for income under employment contracts.

Self-employed individuals are also liable to pay social security contributions, but have a
maximum threshold applied.

EU Regulation (EEC) No. 1408/71, dated 14 June 1971 and EU Regulation (EEC) No.
883/2004, dated 1 May 2010 have been implemented in Lithuania. According to this
legislation the individual will be subject to mandatory social security in the country
where the work is performed, i.e. in the EU member state of the location of work
functions. Therefore, foreigners fall under the requirement to pay social insurance
contributions in Lithuania if their work functions are performed in Lithuania (except if an
A1 certificate or E101 form is obtained).

Persons employed under employment contracts for the first time are not obliged to

pay pension insurance contributions. This exemption is valid from 1 August 2010 until

31 July 2012 for one year after recruitment. In this circumstance, a 7.68 percent social
insurance contribution rate instead of the 30.98 percent rate for employers is applicable.

Starting from 1 January 2009, persons employed under a labor contract should pay

6 percent towards health insurance contributions. Distinct subjects (self-employed
persons, sportsmen, entertainers and individuals, receiving income under the copyright
contract) are obliged to pay certain health insurance contributions as well.

The same rules apply for non-residents (except if an A1 certificate or E101 form is
obtained).

Unemployment insurance

Generally, unemployment insurance provides benefits in the case of termination

of employment. Payers of unemployment insurance contributions should be

insurers paying contributions for the individuals remunerated for the job performed.
Unemployment insurance contributions should be calculated and paid together with
all other social insurance contributions. Payments are equal to 0.1 percent of the gross
salary.

Capital taxes

Real estate tax

Individuals owning and using their real estate for commercial purposes are subject to
real estate tax (see above).

Land tax

Resident and non-resident individuals are subject to land tax collected by the municipal
budgets at the rate of 1.5 percent of the taxable value. The assessment and payment
terms are set forth by the municipalities, which are entitled to grant certain incentives.
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Inheritance tax

Taxpayers are individuals who received inherited property in Lithuania. Taxable property
includes movable assets that have to be legally registered and immovable assets
located in the Republic of Lithuania, shares and money.

Tax is not levied on the property inherited from close relatives or when the value of the
inherited property does not exceed LTL 10,000 (EUR 2,900).

The rates of inheritance tax are as follows:

e 5percenton inherited property, if the taxable value does not exceed LTL 0.5 million
(EUR 144,800)

e 10 percent on inherited property, if the taxable value exceeds LTL 0.5 million
(EUR 144,800).

Tax calculation example

The following example illustrates the calculation of taxes on employment income (e.g.
LTL 3,500) received by a married Lithuanian resident having one child:

1 Gross monthly salary (in LTL) 3,500
2 Main tax-exempt minimum?1 0
3 One-half additional tax-exempt minimum for one child 50
4 15% income tax on LTL 3,450 (15% of 1-2-3) 5175
5 6% health insurance contribution paid by the employee (6% of 1) 210
6 3% social insurance contribution paid by the employee (3% of 1) 105
7 Net salary (1-4-5-6) 2,667.5
8 30.98% social insurance contribution paid by the employer (30.98% of 1) 1,084.3
9 0.1% payment to Guarantee Fund (0.1% of 1) 3.5
10 Total employment cost for the employer (1+8+9) 4,5878
11 Total tax burden for the employee (4+5+6) 832.5
Notes:

1. Main tax-exempt minimum is calculated based on the formula: 470 — 0.2*(Gross monthly income —
800). Thus, if gross monthly income is over or equal to LTL 3,150 — no tax-exempt minimum applies.
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Chapter 5

Accounting and auditing

Estonia

Accounting

Since 1995, the Estonian accounting principles have been based on IFRSs. The
current Accounting Act has been in force since 2003 with certain amendments made
during recent years to reflect the corresponding changes in IFRSs. According to the
act, commercial undertakings may choose whether to prepare their annual financial
statements according to Estonian Accounting Standards (RTJ) or IFRSs (as adopted by
the European Union). Listed companies, credit institutions and insurance companies
are required to follow IFRSs as adopted by the EU.

The Estonian Accounting Standards (RTJs) are issued by the Estonian Accounting
Standards Board which acts under the supervision of the Ministry of Finance. RTJs can
be regarded as summarized and simplified versions of the corresponding IASs or IFRSs.
When a RTJ does not cover a specific area, preparers of annual financial statements are
encouraged to seek comprehensive or more detailed guidance from IFRSs. At the end
of 2010, the Estonian Accounting Standards Board had issued 18 standards. The most
important of them are:

RTJ1 General principles for preparing the financial statements

RTJ 2 Requirements for presentation in the financial statements

RTJ3 Financial instruments

RTJ5 Property, plant and equipment and intangible assets

RTJ 8 Provisions, contingent liabilities and contingent assets

RTJ 10  Revenue recognition

RTJ 11 Business combinations and accounting for subsidiaries and associates
Most IFRS amendments effective from 2009 or 2010 are also reflected in the Estonian
Accounting Standards.

As a general principle, RTJs require fewer disclosures than the corresponding IASs and
IFRSs. The following are the most significant individual deviations from the principles of
IFRS:

e Formats of the balance sheet and income statement and composition of different
items are prescribed in the Accounting Act in more detail than in IFRS.
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e Valuation of property, plant and equipment at fair value as a general principle is
prohibited.

e Accounting of financial instruments is more simplified than in IFRSs (e.g. no specific
rules for available-for sale financial instruments and hedge accounting).

e Specific principles are determined for the accounting of business combinations
between entities under common control.

* A number of areas such as accounting for joint ventures, employee benefits,
retirement benefit plans and deferred income taxes are not covered by the RTJs as, in
most cases, they are not significant in the Estonian business and legal environment.

As a general principle, groups of companies must prepare consolidated accounts.
However, a number of exemptions are available. Groups are not required to prepare
consolidated annual financial statements if their consolidated parameters at the balance
sheet date are less than required for a statutory review in the Auditing Act. Exemptions
are also available for subgroups if the parent with more than 90 percent of the voting
power files consolidated annual financial statements either in Estonia or in another EU
member state and in certain other less frequent cases.

From technical and administrative points of view, the following requirements of the
Accounting Act should be emphasized:

e The Accounting Act sets a number of formal requirements to accounting source
documents.

e Each entity has to prepare its internal regulations on accounting and the chart of
accounts.

e Accounting registers can be maintained either as hard copies or in electronic form.

e Asageneral principle, accounting and related documents should be maintained for at
least 7 years.

e Annual financial statements should be prepared in the Estonian language. However,
the act does not specifically limit the language in which everyday bookkeeping should
be arranged.

e Anannual report must include the activity report. For listed companies, the activity
report must include also the Corporate Governance report.

e By signing the annual financial statements, the management declares their
responsibility for giving the true and fair view of the financial position, result for the
period and cash flows of the entity.

¢ Annual financial statements must be filed with the Business Register within
six months from the end of the financial year at the latest.

Starting 1 January 2010, all annual financial statements, except consolidated financial
statements, those of financial institutions and IFRS financial statements, must be
compiled and filed using web based taxonomy. The taxonomy includes standardized
reporting forms established by the Ministry of Finance, which are in compliance

with Estonian GAAP. All management board members must sign the annual financial
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statements digitally using an ID card. Exceptions are available for non-Estonian resident
management board members.

Auditing

Audit has been compulsory for the majority of companies since 1991. A new Auditing
Act was passed on 8 March 2010 that complies with the requirements of Directive
2006/43/EC of the European Parliament and of the Council. The new Auditing Act sets
forth:

1) the legal basis for financial auditing

2) the requirements for sworn auditors and audit firms

3) the legal basis for the professional activities of sworn auditors and audit firms
4) the requirements for public sector internal auditors

5) the legal basis for the professional activities of public sector internal auditors

6) the terms and conditions under which an audit or a review is mandatory and the basis
for the activities of an audit committee

7) the legal status and competence of the Board of Auditors and the basis for its
activities, organization and financing

8) the basis for the supervision of chartered internal and sworn auditors, audit firms and
the Board of Auditors

9) the basis for the maintenance of the register of auditors and audit firms.

Under the new Auditing Act, in performing their professional activities, sworn

auditors have to observe the international standards transposed by the European
Commission and established by a Commission Regulation as well as the standards
created in accordance with the principles and international standards developed by the
International Federation of Accountants (IFAC). The professional activities of sworn
auditors comprise audits, reviews, and verification of the legality of transactions.

In accordance with the new act, an audit is mandatory for all public limited companies,
as well as for all state accounting entities, local governments and legal persons
governed by public law. An audit is mandatory for an accounting entity within the
meaning of the Accounting Act when at least two of the following reporting period
figures in its annual financial statements exceed the following thresholds:

1) sales revenue or income: EUR 2 million
2) assets as at the balance sheet date: EUR 1 million

3) average number of employees: 30.
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In addition, an audit is mandatory for an accounting entity within the meaning of the
Accounting Act when one of the following reporting period figures in its annual financial
statements exceed the following thresholds:

1) sales revenue or income: EUR 6 million

2) total assets as at the balance sheet date: EUR 3 million

3) average number of employees: 90.

A review is mandatory for an accounting entity within the meaning of the Accounting

Act when at least two of the following reporting period figures in its annual financial
statements exceed the following thresholds:

1) sales revenue or income: EUR 1 million

2) total assets as at the balance sheet date: EUR 0.5 million

3) average number of employees: 15.

In addition, a review is mandatory for an accounting entity within the meaning of the

Accounting Act when at least one of the following reporting period figures in its annual
financial statements exceed the following thresholds:

1) sales revenue or income: EUR 3 million
2) total assets as at the balance sheet date: EUR 1.5 million

3) average number of employees: 45.

Latvia

Accounting

The major legislative acts setting out the accounting and reporting rules in Latvia
include:

e The Law on Accounting

e The Law on Annual Reports

e The Latvian Accounting Standards.

Current Latvian accounting rules are based on the International Financial Reporting
Standards as adopted in the EU.

The main objective of the Law on Accounting is to outline a system of accounting
principles, and any other law or legislative act relating to accounting must be issued in
conformity with this law.
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The Law on Accounting applies to merchants, cooperative societies, foreign merchant
branches and non-resident (foreign merchant) permanent representations, associations
and foundations, political organizations (parties) and the associations thereof, religious
organizations, trade unions, institutions, which are financed from the state budget or
local government budgets, state or local government agencies, and to legal persons and
natural persons who perform economic activities.

Accounting records must clearly display the transactions and the financial position of a
company. The records must be kept in such a manner as to enable any person who is
qualified in accounting to clearly identify the financial position of a company, as well as
the business transactions performed in a given period of time, and to enable the person
to ascertain both the beginning and the sequence of each transaction.

The company's general management has sole responsibility for any violation of the
accounting regulations.

All company accounting records must be kept in Latvian currency. The company’s
books must be written in the Latvian language and, together with all of the supporting
documents, must be kept within Latvia. If foreign persons participate in business
transactions, another language may also be used. If codes, abbreviations, single letters
or symbols are used in the records, explanations must be available.

A double entry bookkeeping system must be used, except for:

e individual merchants, individual undertakings, farms and fishing undertakings whose
sales for the previous year do not exceed LVL 200,000, or other individuals who
perform economic activities

e religious organizations whose income from operating activities in the reporting year
does not exceed LVL 25,000.

For establishments and organizations which are financed from the state budget or
municipal budgets, required accounting records are prescribed by the Ministry of
Finance.

Accounting records must be based on legally valid supporting documents, which
contain the following information: the company’s name, registration number, official
address, document name, number, date, description and basis of transaction, indicators
(amounts, volumes), parties involved (the persons directly entering into the transaction)
and the signatures of persons responsible for the operating transactions and the
correctness of information provided in the supporting documents. Some supporting
documents may need additional information (stamp, seal, etc.), which are required by
particular Cabinet regulations.

All supporting documents, bookkeeping records, inventory lists, annual reports, as
well as accounting policies and charts of accounts must be preserved in the company’s
archives for periods of 5-75 years. These include:

e ledger, annual reports and additions — 10 years (then transferable to public record
office)

e inventory lists, accounting registers and accounting institutional forms — 10 years
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e source documents per calculated monthly salaries for staff — 75 years

e other accounting source documents — five years.

Ten Latvian accounting standards are obligatory for financial statements:
1) guidelines on the preparation of financial statements

2) cash flow statement

3) events after the balance sheet date

4) changes in accounting policies, changes in accounting estimates and prior period
errors

5) construction contracts

6) revenue

7) fixed assets

8) provisions, contingent liabilities and contingent assets
9) investment property

10) leases.

The standard addressing inventory is at a draft stage. The existing Latvian Accounting
Standards contain only minor differences from International Financial Reporting
Standards as adopted by the EU. Where no applicable Latvian Accounting Standard is
available, International Financial Reporting Standards as adopted by the EU can be used
as a best practice.

Annual report

The Annual Reports Law outlines the procedure for preparing annual reports and

the presentation of financial statements. It applies to any commercial company,
cooperative societies, European economic interest groups and European commercial
companies registered in Latvia, as well as to individual undertakings, farms and finishing
undertakings whose revenue from business transactions in the prior financial year
exceeded LVL 200,000. Individual merchants, individual undertakings, farms and fishing
undertakings whose revenue from business transactions in the prior financial year is
less than LVL 200,000 may still apply the principles and procedures outlined in this law.
This law does not apply to banks, savings and loan associations, commercial insurance
companies in the form of joint stock companies, mutual insurance co-operative
organizations, re-insurance, private pension funds, investment broker companies

and investment administration companies. These organizations prepare financial
statements in accordance with IFRS as stated by the regulations of the Finance and
Capital Market Commission.

Financial institutions which prepare financial statements in accordance with
International Financial Reporting Standards as adopted by the European Union in
accordance with the Finance and Capital market Commission requirements may
derogate from the requirements of the Annual Reports Law.
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The reporting year should comprise 12 months and usually corresponds with the
calendar year. A company may have another start and end of the reporting year if
required by the company’s Articles of Association. The initial reporting year of a newly
established company may comprise a shorter or longer period of time, but no more than
18 months. If the starting date of an already existing company is changed, the reporting
year may not be longer than 12 months. The fiscal year should be similar for the parent
company and subsidiary companies, which are merged into one concern (group).

If the company is under reorganization or liquidation, it should prepare closing financial
statements, if laws and regulations do not prescribe otherwise. Closing financial
statements should be prepared, audited and published in accordance with laws and
regulations applicable for annual reports. These regulations do not apply to individual
merchants, individual undertakings, farms and fishing undertakings whose sales for the
previous year do not exceed LVL 200,000, or other individuals who perform economic
activities

The annual report must be completed for each year, and it consists of:

e the financial statements

e the management report on the development of the company in the current year.
The financial statements contain the balance sheet, the profit and loss statement, cash

flow statement, statement on changes in shareholders’ equity and notes to the financial
statements.

Allitems in the annual report shall be in accordance with the following policies:
e assumption that the company will continue as a going concern
e consistent valuation principles with those used in the prior year
e jtems are valued conservatively i.e.:
e annual report reflects only the profit generated to the date of the balance sheet

e allincurred liabilities and current or prior year losses have been taken into
consideration even if discovered within the period after the date of the balance
sheet and preparation of the annual report

e allimpairments and depreciation have been taken into consideration irrespective
of whether the financial result was a loss or profit.

e income and expenses incurred during the reporting year have been taken into
consideration irrespective of the payment date or date when the invoice was issued
or received; expenses are matched with revenue within the proper reporting period

e asset and liability items have been valued separately

e the opening balance sheet agrees with the prior year closing balance sheet
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e all material items, which would influence the decision making process of users of the
annual report have been recognized and insignificant items have been combined and
their details disclosed in the notes

e business transactions are recorded taking into account their economic contents and
substance, not the legal form.

The reporting conditions may be disregarded in exceptional cases, but such action must
be recorded and justified in the notes, indicating its effect on the assets, liabilities and
financial results of a company.

Financial instruments may be measured at fair value in accordance with IFRS.

The law provides four options of presentation of the profit and loss account from which
the enterprise must choose. Two options classify expenses by periods and two options
by turnover. The presentation should not be changed unless there are good reasons.

The notes to the financial statements should explain the valuation methods used and
substantiate any changes in valuation policies. They should also disclose information
concerning the substance of specific items, e.g. sales by region and field of activity,
taxes paid during the year and tax deductions and benefits received, as well as the total
number of persons employed.

A management report should contain clear information on the company’s development
and current financial position, as well as information on significant risks and unclear
circumstances met by the company during the reporting period. A management

report also should include information on the impact of environmental protection
requirements, if material, as well as on financial instruments and financial risk
management policies. Significant non-financial indicators should also be disclosed.
The management report should describe subsequent events significantly affecting the
financial position. A vital part of the management report is the proposed distribution of
profit or loss coverage plans.

Entities which, at balance sheet date, do not fulfill two of the three criteria below, are
allowed not to prepare a cash flow statement, a statement on changes in shareholders’
equity, and not to calculate and disclose deferred tax assets and liabilities. The criteria
are:

e assets of LVL 250,000 or smaller
e sales of LVL 500,000 or smaller, and

e anaverage number of employees during the fiscal year of 25 or less.

If an entity, at balance sheet date, exceeds or does not exceed two of the three criteria
above, it respectively loses or acquires the right to prepare the simplified financial
statements if repeated in two consecutive fiscal years.

Not later than one month after the approval of the annual report by a shareholders’
meeting and, at the latest, four months after the end of the fiscal year, the audited
annual report must be filed with the tax authorities. The tax authorities submit an
electronic version of the annual report to the Enterprise Register within five working
days.
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The Enterprise Register publishes an announcement in the national publication Latvijas
Véstnesis that the information is publicly available in the Enterprise Register.

The date of submission of the annual report is extended to seven months after the end
of the fiscal year for companies with:

e assets of LVL 1,000,000 or greater,
e sales of LVL 2,400,000 or greater, and

e an average number of employees during the fiscal year of at least 250.

All annual reports submitted to the tax authorities of the Republic of Latvia are stored
in the files of the respective registered enterprises, and are publicly available from the
Enterprise Register.

Consolidated annual reports

On 1 January 2000, the Consolidated Annual Reports Law came into effect. This law
states the general regulations for the preparation of consolidated annual reports as
well as the exceptions from the requirement to prepare a consolidated annual report.
A parent company registered in Latvia is exempt from the obligation to prepare
consolidated annual reports for its group of companies if it, together with its subsidiary
companies, does not exceed at least two of the following criteria for two consecutive
years:

e assets of LVL 1,000,000,
e sales of LVL 2,400,000,

e anaverage number of employees during the fiscal year of 250.

A parent company registered in Latvia, which is at the same time a subsidiary company
of another company, is exempt from the obligation to prepare consolidated annual
accounts if its parent company is a company registered in Latvia or in another Member
State of the EU which is in compliance with at least one of the following conditions:

e itowns all (100 percent) of the stock or shares in the company which is exempted
from the obligation to prepare consolidated annual accounts, or

e it owns at least 90 percent of the stock or shares in a company which is exempt
from the obligation to prepare consolidated annual accounts, and the remaining
stockholders or shareholders (minority stockholders) of this company have agreed
(are informed and do not oppose) to the application of the exemption.

A parent company registered in Latvia is exempt from the obligation to prepare
consolidated annual accounts if all of its subsidiaries individually and in aggregate are
insignificant for giving a true and fair view of the consolidated financial position of the
parent company.

The Consolidated Annual Reports Law also states the procedures for the preparation,
examination, approval and publication of consolidated annual reports. Alternatively, a
parent company may prepare consolidated financial statements in accordance with IFRS.
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Dependency statements

The Law on Concerns (groups) took effect on 27 April 2000 and affects the relationships
between the dependant entities and the entities that ultimately control them (governing
entities). Dependant companies should prepare a dependency statement, if a concern
contract outlining the principles of control transfer and profits transfer to the governing
entity has not been concluded. The dependency statement provides a general overview
on the relationship between the dependant company and the dominant entity. The
dependency statement should be approved together with the annual report. The
dependency statement is subject to review by a sworn auditor together with the annual
report of the dependent company.

Auditing

Financial statements are subject to an audit by a Latvian sworn auditor if the company
exceeds two of the following listed criteria:

e assets of LVL 250,000

e sales of LVL 500,000

e 25 employees during the fiscal year.

These criteria relate to financial periods starting on 1 January 2007 or later.

Effective 1 January 2002, the Law on Sworn Auditors was enacted, which provides
that the audit must be conducted in accordance with the International Standards on
Auditing recognized in the Republic of Latvia. Sworn auditors’ commercial companies
are licensed in accordance with the law On Sworn Auditors.

Lithuania

Accounting

Key requirements for accounting are provided by the Law on Accounting.

Commercial undertakings must perform accounting and prepare financial statements
in accordance with Lithuanian Business Accounting Standards (LBAS). Entities may
choose IFRS as their accounting and reporting framework. Once the choice is made it
cannot be changed within 5 years, except in the case when the entity is becoming a
member of a group of entities.

Undertakings, whose securities are traded in the regulated markets, must follow IFRS
as adopted by the EU when preparing financial statements.

Lithuanian Business Accounting Standards are issued by the The Authority of Audit and
Accounting which acts under the supervision of the Ministry of Finance. LBASs can be
regarded as summarized and simplified translations of the corresponding IASs or IFRSs
at the date of their adoption.

At the end of 2010, there were 41 LBASs approved by the Authority of Audit and
Accounting.
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As a general principle, LBASs require less disclosure than the corresponding IASs and
IFRSs. However, LBASs do follow the benchmark treatments of IASs at the date of their
adoption and do not provide for alternatives.

Groups of companies are required to prepare consolidated accounts. A parent company,
which is a subsidiary of an ultimate parent company registered in Lithuania and
preparing a consolidated financial statement, does not need to prepare consolidated
financial statements if one of the following conditions is present:

e all shares of the company are owned by the ultimate parent

e notless than 90 percent of the shares of the company are owned by the ultimate
parent and minority shareholders do not claim against non preparation of the
consolidated financial statements.

In addition, the parent company is not obliged to prepare consolidated financial
statements unless at least two of the following ratios for the group are exceeded:

e net turnover (before inter-company eliminations) — LTL 30 million

e total assets (before inter-company eliminations) — LTL 18 million

e average number of employees — 75.

From the technical and administrative points of view, the following requirements of the
Law on Accounting should be outlined.

e Accounting in a company can be performed by an internal accounting department
(chief accountant) or by a third-party company providing accounting services.

e The Law sets a number of formal requirements for accounting source documents.

e Each entity has to prepare its accounting policies and the chart of accounts, which
must be approved by the general manager.

e Accounting registers can be maintained either as hard copies or in electronic form,
but print outs are still required.

e Accounting must be made in LTL or, if necessary, may be made both in LTL and a
foreign currency.

e Accounting must be conducted in the Lithuanian language or, if necessary, may be
both in Lithuanian and a foreign language.

e The general manager is responsible for the organizing of accounting and storing of
accounting documents.

Legal requirements for financial statements are set in the Law on Financial Statements
and the Law on Consolidated Financial Statements. Certain reporting requirements are
set in the Company Law.

e Financial statements are signed by the general manager of the company and must be
approved following procedures set in the by-laws of the company.
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e Consolidated financial statements are signed by the general manager of the parent
company and must be approved following procedures set in the by-laws of the
company.

e Companies must submit their annual financial statements for shareholders’ approval
within four months after the end of a financial year.

e Companies must present annual financial statements (consolidated financial
statements) along with the annual report of the company and the audit report to the
company register within 30 days of approval by the general meeting.

Auditing

The Law on Audit provides regulations on auditing activities. The law determines

the requirements for auditors, the basis for passing the examination of professional
competence, types and requirements for audit companies and the organization of the
auditor’'s chamber. The Law on Audit provides the rights, duties and responsibilities of
the auditors and audit companies. Following the law, the audit shall be performed in
accordance with National Auditing Standards or International Standards on Auditing as
promulgated by the International Federation of Accountants.

Following the Company Law, the shareholders’ meeting is authorized to appoint or
remove an auditor for the company. The annual financial statements of private or public
limited liability companies are subject to a statutory audit, if a company meets two of
the following criteria:

e annual turnover exceeds LTL 12 million
e total assets exceed LTL 6 million

e average number of employees exceeds 50.

Besides auditing, an auditor must review the annual report on the company's activities.
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Chapter 6

Employment

Estonia
The new Employment Contracts Act is in force from 1 July 2009.

The new Act integrates all of the legal provisions regulating labor relations that used
to be set out in a number of different acts (Wages Act, Holidays Act, Working and Rest
Time Act and Labor Code).

The Act was drafted taking into account the EU labor law directives, the obligations
under the European Social Charter that are obligatory for Estonia, and the conventions
and the recommendations of the International Labor Organization that have been
ratified by Estonia.

Employment contracts

In the new Employment Contracts Act, an employee is not treated as the weaker party
in an employment relationship. The employment contract is just another contract under
the law of obligations. The principle of freedom of contract is applied under which the
parties to an employment contract are free to shape the content of the contract. The
previous act imperatively prescribed most of the contract terms. According to the
Estonian labor law, an employment contract is an agreement between an employee
and an employer under which the employee undertakes to do work for the employer in
subordination to the management and under the supervision of the employer, and the
employer undertakes to provide the remuneration and the working conditions provided
for in the agreement between the parties, a collective agreement, law or administrative
legislation.

Employment contracts in Estonia may be entered into for an unspecified term or a
specified term of up to five years. Employment contracts may be concluded for a
specified term only in certain cases, for example for the replacement of an employee
who is temporarily absent or for the performance of temporary work, primarily in the
event of a temporary increase in work volume or seasonal work.

Employment contracts must be in written form unless in effect for a period not
exceeding two weeks. Employment contracts may prescribe a probation period of no
more than four months.

Parties may specify in the employment contract mutual relations, which are not
regulated by the labor law, matters concerning business secrets and competition.
In that case their relations will be regulated by both the labor law and the law of
obligations.

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



Investment in the Baltics | 109

Remuneration

Since January 2008 the monthly minimum wage for full-time work has been EUR
278.02. Overtime work may be compensated by time off or additional remuneration
depending on the agreement of the parties. Overtime pay per hour must be at least
1.5 times the employee’s average hourly wage.

Work performed on a public holiday is remunerated at least double the normal rate,
regardless of whether such work is scheduled or unscheduled. At the request of an
employee, an employer may compensate for unscheduled work performed on a public
holiday with time off in lieu of money, to the extent of the time worked. In such cases,
work performed on a public holiday is remunerated as work performed on an ordinary
working day.

Work performed in the night (from 10pm to 6am) should be compensated for at the rate
of 125 percent of the hourly wage rate of the employee, unless it has been agreed in the
employment contract that the basic salary includes the additional remuneration.

\Wages must be paid at least once a month.

Working time

A typical working week consists of five working days from Monday to Friday (full work
time). The general national standard for the working time of employees is eight hours
per day or 40 hours per week; and the duration of one shift may not exceed 12 hours.

Working time may be calculated also by using the recording of total working time.

Overtime is allowed by mutual agreement. Working time together with overtime may
not exceed an average of 48 hours per week during a four-month recording period.
The absolute limit for working time and overtime is 52 hours per week during a four
month period, if the employee agrees to do overtime and the overtime work is not
unreasonably harmful.

The duration of annual paid vacation is 28 calendar days. Vacations exceeding 28 days
are made available to employees in specific fields.

By agreement of the parties, annual leave may be granted in parts. However, the
duration of one continuous period of leave must be at least 14 calendar days.

Employees may be granted a leave without pay at their request for a period of time
established by agreement of the parties. The law prescribes some occasions when the
employee is entitled to unpaid leave.

A woman is entitled to a pregnancy and maternity leave of 140 calendar days. A woman
has the right to commence pregnancy and maternity leave at least 70 calendar days
before the estimated date of delivery.

A mother or father of a child may be granted childcare leave at his or her request for
raising a child of up to three years of age.

A father has the right to additional childcare leave of 10 working days that may be taken
during the two months preceding the expected date of childbirth or during the two
months following the birth of the child.
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A mother or a father is also entitled to additional childcare leave of 3 - 6 calendar days
every working year depending on the number of children and their age.

Employers do not have the right to withhold vacation and employees do not have the
right to waive vacation. The employee’s claim for vacation is valid for the vacation
available for one preceding year.

Termination of employment

An employee may terminate an employment contract with an unspecified term by
giving the employer 30 calendar days' notice. Employers and employees should inform
each other of any intention to terminate the employment contract. It is possible to
terminate the contract by mutual consent at any time.

An employer has a right to terminate the employment contract only on the grounds
specified by law. The employer is obliged to justify the need to terminate the
employment contract to the employee. Depending on the basis for termination and how
long the employee has been continuously employed by the employer, an employer is
obliged to give the employee 15 to 90 calendar days’ notice.

An employer is responsible for paying the final severance pay on the day of termination.

If an employment contract is terminated because of redundancy, the employee is
entitled to unemployment insurance benefits on the basis of and pursuant to the
procedure established in the Unemployment Insurance Act.

Expatriates and immigration law

Immigration legislation in Estonia is governed principally by the new Aliens Act
(effective from 1 October 2010) and the Citizen of the European Union Act (effective
from 1 August 2006)

A residence permit may be temporary (validity period up to five years) or long-term.

Upon the issue or extension of the residence permit an alien is issued a residence card.
A residence card contains its holder’s personal data, data related to residence and work
permits, photo and fingerprint images.

A temporary residence permit may be issued to an alien:

® married to a person with permanent residence in Estonia

e for settling down with a close relative permanently residing in Estonia

e for working

e for studies at an Estonian educational institution

e for business

e whose permanent legal income ensures his/ her subsistence in Estonia
® in case of substantial public interest

e whose application for residence permit is based on an international agreement.
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A temporary residence permit may be extended if the basis for the permit has not
changed and the application is justified. In order to extend a temporary residence
permit, it is necessary to go to the customer service center of the Citizenship and
Migration Bureau of the Prefecture in person or submit the application by post.

A long-term residence permit may be issued to an alien, who:

e has stayed in Estonia permanently on the basis of a temporary residence permit
for at least five years directly prior to submitting an application for the long-term
residence permit

e holds a valid temporary residence permit

* has aregistered residence in Estonia

e hasapermanent legal income for subsistence in Estonia
e is covered with health insurance

e complies with the integration requirement, i.e. has knowledge of the Estonian
language at least at the B1 level established by the language act or level
corresponding to that.

A permanent stay in Estonia includes a temporary absence from Estonia, if such
absence does not exceed six consecutive months and a total of 10 months during the
five years prior to the date on which the alien submits an application for a long-term
residence permit.

If an absence from Estonia during the last five years prior to the submission date of the
application has exceeded six consecutive months and a total of 10 months during the
last five years and if the alien has previously registered their absence in the Police and
Border Guard Board or if the Police and Border Guard Board has subsequently deemed
the alien’s absence to be reasoned, then the period of permanent stay in Estonia,
requested for the long-term residence permit, will be extended by the absence time.

An alien holding a permanent residence permit shall automatically be deemed as an
alien holding the long-term residence permit.

All aliens who were issued a permanent residence permit before 1 June 2006 shall
automatically be deemed as having long-term residence status.

An alien, who holds a long-term residence permit, does not require a work permit in
order to work in Estonia.

A long-term residence permit shall not be issued to an alien who:

* has received a temporary residence permit for study, or

* has received a temporary residence permit due to significant public interest, or

e does not comply with the conditions for the issue of a long-term residence permit.

An alien, who is residing in Estonia on the basis of a temporary residence permit, has a
right to work in Estonia, unless otherwise stipulated by the law.
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Itis allowed to work in Estonia without the work permit for a short term of up to six
months within a 12-month period. In Estonia, an alien may work without the work
permit, if their work is registered before accepting employment. Registering of work for
a short term may be applied by:

e analien who arrives to Estonia on the basis of a visa or is visa free

e analien staying in Estonia on the basis of a visa or is visa free.

A citizen of the EU has the right to work in Estonia starting from the date of entry into
the country for three months and also, if the right of residence has been granted (work
permit is not needed). Family members of the EU citizen may work in Estonia in the
event that they have been granted the right of residence (work permit is not needed).

Estonia joined the Schengen area on 21 December 2007

Trade unions

According to the Estonian Trade Unions Act employees have the right to be members of
trade unions in their workplace or other trade unions. A trade union may be founded by
at least five employees, while a federation of trade unions may be founded by at least
five trade unions.

Trade unions have the right to represent their members in collective labor relations and
in personal labor relations on the basis of authorization from their members. Unions
may, for example, conclude collective agreements with employers, represent their
members in labor dispute resolution bodies, etc.

The majority of employees belonging to trade unions are employed in the public sector.
Under 10 percent of the employees in Estonia belong to trade unions.

Latvia

Employment contracts

An employment contract must be concluded for an indefinite period of time, except
if itis in order for the employee to perform specified short-term work only in cases
specified by the Labor Law. The period of the employment contract concluded for a
limited period of time cannot be more than 3 years (including any extensions of the
term).

The Labor Law balances employers’ and employees'’ rights in accordance with EU
directives, International Labor Organization treaties and requirements of the European
Social Charter.

Employees and employers can agree upon the law to be applied to employment
relations. If an employee and employer do not choose an applicable law, the laws of
Latvia or a state where the employee performs his work, or the laws of the country of
the place of location of the employer, or the laws of the country to which legal labor
relations are closely connected, will apply.
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When concluding an employment contract, a trial period of a maximum of three months
may be established for the purpose of determining whether an employee is capable of
the performance of work entrusted.

The employee is obliged not to divulge information which is a commercial secret of

the employer. Agreements between employee and employer on the limitation of
professional activity after the termination of legal employment relations are permissible
in certain cases.

Remuneration

As of 2011, the minimum wage is LVL 200. Employees who perform overtime work
must be paid double for these additional hours.

Wages must be paid twice a month, unless employer and employee have agreed that
the wage will be paid only monthly.

Working time

Regular daily work time cannot exceed eight hours and the regular weekly work period
is 40 hours. Overtime is permissible if the employer and the employee have agreed
upon it in writing. Overtime work cannot exceed 144 hours during a four-month period.

Each employee is entitled to a paid annual vacation. Such vacation, excluding public
holidays, cannot be less than four calendar weeks. By agreement of the parties, annual
leave may be granted in portions, but the duration of one continuous period of leave
must be at least 14 calendar days. In exceptional cases vacation can be transferred to
the next year; however, in this case, vacation during the current year cannot be shorter
than two consecutive weeks. The part of the vacation transferred to the next year
should be combined with the next year's vacation when possible. The current year
vacation may be postponed for one year only.

Women are entitled to pregnancy and maternity leave of 112 calendar days. These days
are not included in the annual vacation. Paternity leave may be granted to a father for a
period of 10 days. Such leave must be granted not later than two months after the birth
of a child. A leave for childcare up to 18 months is also possible for both parents until the
8th birthday of the child.

Termination of employment

The employee has the right, a month in advance, to give notice to the employer
regarding termination of an employment contract in writing, unless a shorter period for
giving notice is established in the employment contract or in a collective agreement.
An employment contract can be terminated by mutual agreement of the employer and
employee at any time.

An employer has a right to terminate the employment contract only on grounds
specified by law. The employer is obliged to justify the need to terminate the
employment contract in writing to the employee.

An employer is responsible for paying the final severance pay on the day of termination.
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If an employer foresees collective termination of employment agreements with
employees, the employer must give notice to the State Employment Agency at least 45
- 60 days prior to the collective termination of employment contracts.

Expatriates and immigration law

The immigration law has been amended several times to be in line with the EU law,
especially by the transposition of directives regarding the free movement of persons
within the EU. For citizens of countries other than EU member states, visas and
residence permits are required. There is a special procedure to receive visas which
varies depending on the circumstances of each individual case. There are numerous
nationalities which do not require visas to visit Latvia for a short time.

Persons who are non-EU citizens must obtain work and residence permits in order to
work in Latvia. A permit is issued for a particular job with a particular employer and for

a limited period, which can be extended. The specifics of the work permit application
process differ depending on the occupation. As of 1 July 2011 it is possible for investors,
who are non-EU citizens, to obtain fixed-term residence permits (up to five years),
when:

e Purchasing and owning real estate for at least LVL 100,000 (approx. EUR 140,300) in
Riga, Riga district or other cities

e Purchasing and owning real estate for at least LVL 50,000 (approx. EUR 72,200)
outside Riga, Riga district or other cities (i.e. rural areas)

e Investing at least LVL 25,000 (approx. EUR 36,000) in the share capital of a Latvian
company and paying at least LVL 20,000 (approx. EUR 28,500) in taxes with the
company

e Investing at least LVL 200,000 (approx. EUR 286,000) in the subordinated capital in a
Latvian credit institution.

EU citizens do not have to obtain a work permit in order to work in Latvia. An expatriate
who is an EU citizen must register at the relevant authority to receive a registration
certificate if he/she plans to reside in Latvia for more than 90 days within a six month
period. EU citizens have the right to apply for the registration certificate if certain criteria
are met (e.g. one of the criteria is work). Family members of the EU citizen enjoy
residence rights along with the EU citizen, as provided in EU law.

Trade unions

The Latvian Trade Union Law states that a trade union can be formed if it consists
of at least 50 members or at least 25 percent of employees working for a particular
enterprise, profession or industry.

Trade unions have the right to represent their members in collective labor relations and
in personal labor relations on the basis of authorizations from the members. Unions
may, for example, conclude collective agreements with employers, represent their
members in state institutions and in courts.

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



Investment in the Baltics | 115

If a company has at least five employees, they can also appoint authorized
representatives through a vote with a simple majority from at least half of all employees
of the company. These representatives deal with different economic and social matters
on behalf of the employees and basically act as intermediaries between employees and
the employer.

Latvia has also implemented rules governing employee representation and decision
making in Societas Europaea. Therefore involvement of employees in decision-making
process is obligatory, when registering Societas Europaea or its legal address in Latvia
orin the case of a cross-border merger.

Lithuania

Employment contracts

The main legal act regulating labor relations in Lithuania is the Labor Code. The Labor
Code sets the terms and conditions of employment contracts, working and rest time,
remuneration, liability, etc. Parties to an employment contract may also agree on other
terms, e.g. a probation period of up to three months, confidentiality obligations, etc.
However, as a general principle, an employment contract may not accord an employee
terms and conditions that are less favorable than those established by law.

Specific labor areas, such as activities of work councils, trade unions, and participation
rights of the employee are regulated by separate special laws.

An employment contract must provide the following substantive terms of employment:
place of work, work duties and/or position and remuneration. The substantive terms

of an employment contract can be changed only after obtaining an advance written
consent by the employee. An employment contract must be concluded in writing
according to the model form employment contract approved by the law.

The Lithuanian Labor Code provides for the following types of employment contracts:
e employment contract concluded for an indefinite period of time

e fixed-term, temporary and seasonal employment contract

e employment contract for additional work and secondary work

e employment contract for distance work

e employment contract on the supply of services.

Generally, employment contracts are concluded for an indefinite period of time.

A fixed-term employment contract may be concluded for a certain period of time or
for the period of performance of certain work, but cannot exceed a five-year term.

A fixed-term employment contract cannot be concluded for work which is deemed

as permanent. However, from 1 August 2010 until 31 July 2012 it shall be allowed to
conclude a fixed-term employment contract if work is of a permanent nature to a new
job opening.
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A seasonal employment contract may be concluded for the performance of seasonal
work, which is work that due to natural and climatic conditions may not be performed
all year round, but only in certain periods (seasons), not exceeding eight months (in

a period of 12 successive months), and which is included in the list of seasonal work

approved by the Lithuanian Government.

A temporary employment contract shall be an employment contract that is concluded
for a period not exceeding two months.

An employee may agree on an arrangement to perform certain additional duties or
certain additional work (not agreed in the main contract) at the same workplace and
conclude an employment agreement on additional work.

A distance work contract may establish that an employee will perform the job function
or part of the job functions in places other than the workplace, as appropriate for the
employee.

A contract on the supply of services is an employment contract whereby an employee
undertakes to supply personal household services to his employer.

Employment contracts as well as amendments thereof must be in writing and
registered in the internal register of employment contracts of a company.

Remuneration

Remuneration to be agreed in the employment contract must not be less than the
minimum monthly salary established by the Government (i.e. LTL 800 — approximately
EUR 232 —as of 1 January 2008).

Overtime work or night work (from 10pm to 6am) must be paid at 1.5 times the usual
rate.

Unscheduled work during rest days or public holidays must be paid at double the rate or
upon the employee’s request, an additional rest day may be granted.

Working time

Normal working time compromises 40 hours per week. Generally, working hours
including overtime may not exceed 48 hours during a seven-day period. Overtime may
not exceed four hours within two days in a row and 120 hours per year. The collective
agreement may indicate other terms of overtime, however, even then the total overtime
may not exceed 180 hours per year.

An employee is entitled to 28 calendar days of annual paid vacation after the employee
has worked at a company for six months. Annually, 35 days of paid vacation must be
granted to certain categories of employees as follows:

e employees under 18 years of age

e employees who, as single parents, are raising a child younger than the age of 14, ora
disabled child younger than the age of 18

e disabled persons.
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Extended annual leave up to 58 calendar days must be granted to certain categories
of employees whose work involves greater nervous, emotional and intellectual strain
and professional risk, as well as to those employees who work in special working
conditions.

Employees having more than a 10-year work record in a company are entitled to an
additional three annual paid vacation days.

Termination of employment

An employment contract may only be terminated on the grounds explicitly provided
by legislation and in accordance with the statutory termination procedures. The
termination grounds include mutual agreement, the employee’s request, the
employer’s initiative, etc.

The requirement to pay final severance pay as well as the compensation amount
depends on the particular reason for the termination. If the employment contract is
terminated due to the employee’s fault, no compensation is to be paid. If the employee
is not at fault, severance pay may vary from one to six average monthly salaries
depending on the work record of the employee. The legislation also provides for some
additional requirements, such as advance notice of two months (in certain cases four
months), priority to stay at work, etc., which must be adhered to when terminating an
employment contract.

It is prohibited to terminate an employment contract with a pregnant woman or with
an employee having a child under three years of age, unless the employee is at fault.
Employment may not be terminated when the employee is ill or during vacation time.

Expatriates

Expatriates may work in Lithuania under an employment contract provided they have
obtained work permits. However, work permits are not required for citizens of the EU-
member states.

There is also a group of citizens of non-EU states who are relieved from the obligation to
obtain work permits. The exemption applies to:

e amanaging director of a Lithuanian company registered with the legal entities, if the
share capital is not less than LTL 50,000 or if the managing director is also the owner
of the company.

e owners of Lithuanian companies registered with the legal entities, if the share capital
is not less than LTL 50,000

e co-owners of Lithuanian companies registered with the legal entities, if the nominal
value of held share capital is not less than LTL 50,000

e persons coming to Lithuania to take care of negotiations regarding conclusion and
implementation of agreements, staff training, commercial establishment for a period
not longer than three months per year

e persons who are citizens of non-EU countries but are working in the EU and have the
social insurance for temporary work in Lithuania (form E 101), etc.
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Work permits are issued by the State Labor Exchange. The whole procedure of issuing
a work permit for an employee who will be employed by a Lithuanian company takes 20
days after the relevant documents have been submitted to the State Labor Exchange.

A work permit for a person working in Lithuania on a business trip must be issued
within 10 days after the relevant documents are submitted to the State Labor Exchange.

Citizens of non-EU states must also have a temporary residence permit to stay in
Lithuania for the purposes of work. Residence permits are issued by the Immigration
Department at the Ministry of Internal Affairs. The procedure for issuing a temporary
residence permit takes 4-6 months. The temporary residence permit may be issued for
a maximum of five years.

Citizens of the EU-member states are not required to obtain the residency permits

in Lithuania. However, the EU-member state citizens intending to stay in Lithuania

for a period exceeding three months within a half-year from their first day of entry to
Lithuania must declare their residence place in Lithuania. Non-EU citizens who are the
family members of the EU citizens intending to stay in Lithuania for a period exceeding
three months in any calendar half-year must obtain an EU residency permit. This
permit is issued by the Immigration Department at the Ministry of Internal Affairs. The
procedure of issuing the EU residency permit takes one month.

EU-member state citizens legally residing in Lithuania for the previous five years may
acquire the right to permanent residency in Lithuania.

An employment contract with a foreigner who is not exempted from obtaining a work
permit must be concluded in accordance with the standard form of the employment
contract. It is forbidden for the employee to engage in the work other than that specified
in the work permit. The employment contract with a foreigner who is not exempted
from obtaining a work permit must be registered with the National Labor Exchange
within three days from its signing.

Immigration law

Any non-EU citizen arriving and staying in Lithuania is subject to the regulations set
by the Council (EC) Regulation No. 539/2001 listing those countries whose nationals
must be in possession of visas when crossing the external borders and those whose
nationals are exempt from that requirement.

Any foreigner who is subject to a visa free regime is eligible to stay in Lithuania without
visa for a three-month period within half a year from their first day of entry into Lithuania
or any other Schengen state.

Any foreigner having a valid Schengen visa is entitled to enter Lithuania and stay for the
period permitted by the visa; however, not longer than three months within a six month
period.

A family member of an EU citizen who is not an EU citizen, but holds a residence permit
prescribed by the Directive 2004/38/EC of the European Parliament and of the Council
of 29 April 2004 on the right of citizens of the EU and their family members to move and
reside freely within the territory of the member states, is allowed to stay in Lithuania for
3 months within a 6 month period.
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There are two types of visas: a Schengen visa and a national visa.
Schengen visa types include:
e airport transit visa (A);

e short-stay visa (C).

Visas can be single-entry, dual-entry or multiple-entry visas.

A national visa for a single entry (D) may be issued to a foreigner who has been granted
a permit of temporary or permanent permit to live in Lithuania.

A national visa for multiple entries (D) may be issued if a foreigner submits the
documents proving that they intend to enter Lithuania periodically, while their main
place of residence is in a foreign state and there is no requirement for the foreigner to
get a temporary residence permit in Lithuania.

Visas are issued at diplomatic missions or consular offices of the Republic of Lithuania
abroad.

Trade unions

Trade unions may be established on the basis of professional, territorial and other
principles.

Individuals legally working in Lithuania may be members of trade unions. Trade unions
can be founded based on territorial, professional or any other grounds.

There must be at least 20 founders of a trade union or the number of the founders may
not be less than one-tenth (at least three employees) of all the employees in a company.
Trade unions must be registered with the Legal Entities Register within six months after
the statutory foundation documents have been adopted.

Trade unions have the right to negotiate collective agreements. They may also organize
strikes and participate in solving individual and collective labor disputes.
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Chapter 7

Real estate

Estonia

Registration

All immovable property and rights relating to immovable property in Estonia are entered
into the public Land Register, maintained by the land registry departments of the county
courts. Ownership and other rights relating to immovable property are created upon
entry into the Land Register. The current Estonian model is based on the private law
transparency principle, following the example of the respective continental European
civil law tradition.

Movable and immovable property

Immovable property is a plot of land together with its essential parts, which are things
permanently attached to the plot of land (e.g. buildings, forest, etc.), and the rights
relating to the plot of land.

The general principle provides that anything not considered to be immovable property,
i.e. not to be entered into the Land Register, is movable property. In separate cases,
buildings may also be treated as movable property if they are not part of immovable
property, such as an unfinished building constructed on a legal basis, or apartments that
are not registered as apartment ownerships.

Acquisition

Foreigners are allowed to acquire immovable property in Estonia with certain conditions
and restrictions provided by the Restrictions on Acquisition of Immovables Act. There
are two main types of restrictions on the acquisition of immovable property:

e restrictions arising from public interest on the acquisition of 10 hectares or more of
agricultural or forest land

e restrictions arising from national defense reasons on the acquisition of land in certain
regions of Estonia.

Without conditions, 10 hectares or more of agricultural or forest land may be acquired
by Estonian citizens. Citizens of states party to the EEA Agreement and legal entities
can also acquire such land, provided that the following conditions have been met.

e Citizens of states party to the EEA Agreement (hereinafter Contracting States):

e permanent residence in Estonia for at least the three years immediately prior to
the acquisition
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e engagement in agricultural production or forest management as sole proprietors in
Estonia for at least three financial years.

e |egal entities entered into the Estonian commercial register or legal entities of
Contracting States, who have a branch in Estonia:

e production of agricultural produce or forest management must be included as an
area of activity in the articles of association (forest land may also be acquired by
legal persons whose activity is the production of agricultural produce)

e engagement in the respective area of activity in Estonia for at least three financial
years.

Without meeting the above requirements, 10 hectares or more of agricultural or forest
land can only be acquired with the authorization of the county governor. The restrictions
listed above will not apply in their present form after the end of the transition period
concerning the acquisition of agricultural and forestland provided for in the agreement
of Estonia’s accession to the European Union.

Restrictions exist for national defense reasons to prohibit persons who are not citizens
or legal entities of Estonia or of Contracting States from acquiring immovable property
on certain sea islands, border cities and rural municipalities listed in the Restrictions

on Acquisition of Immovables Act. The government may grant authorization for the
acquisition of an immovable in the above to other persons for reasons significant to the
State.

Aside from the transfer of real rights to an immovable, rights of use may be granted
with lease or commercial lease contracts, primarily regulated by the Law of Obligations
Act. There is no requirement to notarize such contracts and a corresponding notation in
the Land Register is optional.

Real estate contracts

Rights relating to immovable property in Estonia are regulated by the Law of Property
Act, entered into force on 1 December 1993. The rights, i.e. certain rights belonging to
a person regarding a movable or immovable object, are ownership (right of ownership)
and restricted rights, such as servitudes, encumbrances, right of superficies (building
title), right of pre-emption and right of security. The transfer of immovable property
ownership or its encumbrance with a right must be concluded with a notarized transfer
contract, which would lead to a corresponding entry in the Land Register.

For example, an immovable may be encumbered with a right of superficies (i.e. building
title), leading to the creation of an independent Land Register part with a transferable
and inheritable right to temporarily own a construction on the immovable property

of another. Only one right of superficies may be established on an immovable, for a
specified term not longer than 99 years.

Mortgage

As an instrument to facilitate credit, immovable property may be encumbered with a
mortgage. A mortgage provides security for the counterparty’s claim, providing a right
to satisfy it out of the encumbered immovable. A mortgage contract must be notarized

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



122 | Investment in the Baltics

and the mortgage is entered into the Land Register. The owner of the immovable
may freely transfer the immovable encumbered with a mortgage, in which case the
mortgage stays with the immovable.

Latvia

Registration

All immovable property including any encumbrances (e.g., mortgages, easements)
must be registered with the Land Book Registry. The Land Book Registry is a publicly
accessible court register of immovable property.

Movable and immovable property

According to Latvian Civil Law, immovable property is property which may not be
moved without external damage from one location to another (land and any building
firmly attached thereto).

Acquisition

Under Latvian law, land may be owned without limitation in urban areas by:
e Latvian citizens and EU citizens

e The state and local governments and their companies

e Religious organizations registered before 21 July 1940

e The State's and local governments’ higher education establishments

e Companies registered in Latvia or in any EU country provided that:

e more than half of the share capital is owned by Latvian or EU citizens, the state or
local governments

e more than half of the capital is owned by individuals or legal entities resident in
countries with which Latvia has signed investment protection treaties enacted
before 31 December 1996 (i.e. Finland, Sweden, Denmark, France, Norway,
Taiwan, Switzerland, Germany, Poland, Great Britain, Israel, the Netherlands, the
Czech Republic, Austria, USA, Canada, Vietnam, Estonia, Lithuania). This applies
also to individuals or legal entities from states with which these treaties are signed
after 31 December 1996, if these treaties provide the rights of Latvian individuals
and legal entities to acquire land in the relevant state (for example, this applies to
the Korean Repubilic)

e more than half of the capital is owned by a combination of the aforementioned
categories of persons

e apublic joint stock company listed on the stock exchange.
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In rural areas land may be owned without limitations by:

e Latvian citizens

e The State and local governments and their companies

e Latvian registered religious organizations acting for not less than three years
e State and local government higher education establishments

e Farm or proprietorship, owned by a Latvian citizen

e Public joint stock company (public limited liability companies) listed on the stock
exchange

e A company registered in Latvia provided that:

e more than half of the capital is owned by a Latvian citizen, the state or local
governments

e more than half of the capital is owned by individuals or legal entities resident
in countries with which Latvia has signed investment treaties enacted until
31 December 1996 (i.e. Finland, Sweden, Denmark, France, Norway, Taiwan,
Switzerland, Germany, Poland, Great Britain, Israel, the Netherlands, the Czech
Republic, Austria, USA, Canada, Vietnam, Estonia, Lithuania). This applies also
to individuals or legal entities from states with which these treaties are signed
after 31 December 1996, if these treaties provide the rights of Latvian individuals
and legal entities to acquire land in the relevant state (this applies to the Korean
Republic),

e more than half of the capital is owned by a combination of the aforementioned
categories of persons.

EU citizens and legal entities may not obtain rural land until 2011, except:

e |f they operate as a self-employed farmer and, for at least three years, have been
residing and actively occupying themselves with agriculture. Forestland is not
included.

As of 1 May 2011, after the expiration of the transitional period, EU citizens and legal
entities registered in the EU will be able to own land in rural areas under the same
conditions as Latvian citizens. If, however, by 1 May 2011, it becomes apparent that
serious disturbances to the agricultural land market might occur, the transitional period
may be extended by a maximum of three years.

Individuals and legal entities not mentioned above may acquire land subject to the local
government'’s consent. However, these individuals are prohibited from acquiring land
situated:

e On the Latvian border
* |n the protected coastal and other protected zones near public bodies of water

e |nagriculture and forestry areas.
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Real estate contracts

Contracts for sale and purchase of real estate must be executed in writing (notarization
is not necessary). To register a change of ownership, a notarized request to the Land
Registry must be submitted together with the respective contract. If the transaction is
not registered with the Land Registry, it is still a legal purchase but the purchaser may
not transfer the title or use other rights which may belong to the property owner until
registration has taken place.

The stamp duty for transfer of property rights is usually 2 percent of the value of the
property.

Mortgage

A mortgage gives rights to the creditor only after the mortgage is registered with the
Land Registry. The mortgage agreement does not have to be notarized. A request to
register the mortgage only needs to be signed by the property owner but it must be
notarized. A mortgage allows the creditor to sell the collateral by auction, according to
rules approved by the court, if the debtor fails to fulfill its obligations.

Lithuania

Registration

Real estate (including land plots, buildings, apartments, other premises) and the rights
pertaining to it (such as ownership, long-term lease, right of use, servitude, etc.) as
well as legal encumbrances on property rights to real estate, including transactions
and decisions affecting the legal status of the real estate, testamentary dispositions
and arrests must be registered with the Real Estate Cadastre and Register. There is no
separate register for land in Lithuania.

The conclusion of real estate sale-purchase, rent, etc. contracts and ownership rights
shall be enforced against third parties only if it has been registered with the public
register. Moreover, according to the Lithuanian Civil Code if the party of the agreement
avoids registering transfer of ownership rights, the court may act to compensate the
losses of the other party.

Movable and immovable property

The Lithuanian Civil Code distinguishes immovable property and movable property.
Immovable property is land and other things related to land that cannot be moved
from one place to another, not changing the purpose thereof or essentially decreasing
the value. Immovable property also includes ships and aircraft, which are required to
be registered with the public register. The laws may also recognize other things as
immovable property.

Movable property can be transferred from one place to another without any damage,
unless the laws provide otherwise.
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Acquisition

In Lithuania, land may be owned by the following persons:
e citizens of the Republic of Lithuania

¢ the state and municipalities

e domestic and foreign legal entities engaged in economic activity in Lithuania, as well
as foreign individuals.

Foreign legal entities intending to acquire land must comply with the criteria established
by the laws, i.e. the foreign entity must be incorporated in an EU, OECD, NATO,
European Economic Area Agreement member country, or in a country which has
concluded an association agreement with the EU.

Foreign legal entities that do not meet the aforementioned criteria may lease the land
for up to 99 years. The land may be acquired for the construction of buildings that

are necessary for business activity. State-owned land may be leased with or without
an auction. The auction should be held in most cases, except for land which bears
constructions or facilities owned or leased by individuals or legal entities and in some
other specific situations.

Foreign individuals and legal entities meeting the aforementioned criteria may only
acquire ownership of non-agricultural and non-forest land. However, this restriction,
valid until 1 May 2011, does not bind foreigners permanently residing in Lithuania for at
least three years, if the entire time they were engaged in agricultural activities, nor does
it restrict foreign legal entities having established representative offices or branches in
Lithuania. There are intentions to extend the restriction for three years until 1 May 2014.

There are no specific requirements for foreigners to acquire the ownership of real
estate other than land.

Real estate contracts

Contracts on the selling and purchasing of real estate shall be executed in writing and
approved by the notary public. Failure to notarize such agreements makes them null and
void. The mandatory part of a land transaction is a plan of the land plot approved by the
competent state authority. The legal title to the real estate is deemed to be passed at
the moment the property transfer has been accepted.

The agreement on sale-purchase of real estate must specify the rights of the buyer in
respect of the land whereon the real estate is located. If the seller of the real estate is
the owner of the land plot attached to the real estate to be sold, the ownership right
must be transferred to the buyer according to the sale-purchase agreement. If the
owner of the real estate does not hold the ownership right to the land plot concerned,
the real estate may be sold without the consent of the land owner only if it does

not contradict the conditions of usage of the land as established by the laws and/

or an agreement on use of land. Land issues are to be defined in the sale-purchase
agreement.
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Contracts on leasing real estate must be concluded in writing if the lease term exceeds
one year.

Contracts on selling, purchasing or leasing real estate may be enforced against third
parties only if such contracts are registered with the Real Estate Cadastre and Register.

The fee for notarization of a sale-purchase contract is 0.45 percent of the value of real
estate (i.e. sales price). The stamp duty for registration of the ownership rights depends
on the value of real estate and may range from LTL 10 (approx. EUR 3) to LTL 5,000
(EUR 1,448).

Mortgage

Mortgages can be seconded on real estate registered with the public register and

not excluded from civil use. Only insured property may be mortgaged. Real estate
mortgages must be executed on the standard mortgage deed form and approved by
the notary public. Real estate mortgages are only effective after the registration in the
Register of Mortgages when respective inscriptions are entered into the public register.
Upon transfer of the mortgaged property, the mortgage follows the property.

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



Investment in the Baltics | 127

Chapter 8

Other legal considerations

Estonia

Competition law

The first Estonian Competition Act was already in effect as early as 1993. Today, the
Competition Act has gone through various amendments to bring it in to line with the
requirements demanded by Estonia’s accession to the EU. Due to accession, the
regulations of the Council of Europe and the European Commission have a direct impact
on Estonian enterprises.

Anti-competitive agreements

Agreements, concerted practices and decisions by associations of enterprises, which
have the restriction of their object or effect, are prohibited. Above all, the prohibition
covers such cooperation between the enterprises by which:

e prices or other essential transaction conditions in respect of other enterprises
or clients acting in the market are fixed, or information restricting competition is
exchanged

e product market, technical development or investments are limited or controlled

e product markets and supply sources which are shared or accessed by third parties to
a product market are restricted

e dissimilar conditions are applied to equivalent agreements or entry into an agreement
is subject to acceptance by the other party of obligations which have no connection
to the subject of such agreement.

Abuse of dominant position

For the purposes of the Competition Act, an enterprise in a dominant position is

an enterprise which accounts for at least 40 percent of the turnover in the product
market or whose position enables it to operate in the market independently of other
participants (competitors, suppliers, or clients). In addition, enterprises in a dominant
position include those with special or exclusive rights or those in control of essential
facilities.
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Any direct or indirect abuse by a company or several companies in the dominant
position in the goods market is prohibited, including:

e directly or indirectly imposing unfair purchase or selling prices or other unfair trading
conditions

e |imiting production, service, goods markets, technical development or investment

e offering or applying dissimilar conditions to equivalent agreements with other trading
parties, thereby placing some of them at a competitive disadvantage

e making entry into an agreement subject to acceptance by the other parties of
supplementary obligations which have no connection with the subject of such
agreement

e forcing a company to concentrate, enter into an agreement which restricts
competition, engage in concerted practices or adopt a decision together with the
company or another undertaking

e unjustified refusal to sell or buy goods.

State aid which distorts competition, i.e. any advantage granted by the state or a local
government or through their resources, is prohibited in so far as this affects trade
between the EU member states.

Concentration control

Concentration is a merger of enterprises or parts of the enterprises, or acquisition by an
enterprise or enterprises, or of control over the whole or part of another enterprise or
enterprises (on certain conditions, a natural person may also be the acquirer of control).

Any concentration must be reported to the Estonian Competition Board if the aggregate
turnover of the involved parties within Estonia exceeds EUR 6,391,200 million and the
aggregate turnover in Estonia of each of at least two involved parties exceeds

EUR 1,917.350 million. According to the Competition Act, a concentration is subject to
control by the Estonian Competition Board if, during the previous financial year,

the aggregate turnover in Estonia of the parties to the concentration exceeded

EUR 6,391 200 and the turnover in Estonia of each of at least two parties to the
concentration exceeded EUR 1,917.350.

Liability

Upon the first occurrence of the violation of the rules applicable to enterprises holding
the dominant position (or rules applicable to enterprises with special or exclusive rights),
the prescribed administrative punishment for the members of the governing bodies of
such an undertaking is a fine of up to EUR 1,200 or detention, and for the undertaking
itself, a fine of up to EUR 32,000. The same punishment is prescribed for the first-time
failure to comply with the notification rules regarding concentration.

A second violation of the aforementioned rules is punishable as a criminal offense.
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Entering into agreements which have the restriction of competition as their intention or
their effect, as well as such concerted practices and decisions, are treated as a criminal
offense upon the first instance.

Estonian law allows both an individual and a legal person to be punished for a crime.
Criminal punishment for competition offenses for a member of a governing body is
a fine or imprisonment for up to three years. The same act, if committed by a legal
person, is punishable by a pecuniary punishment and up to 10 percent of the legal
person'’s turnover.

Proprietary or other damage caused by acts prohibited by the Competition Act shall be
subject to compensation by way of civil procedure.

Intellectual property

The main acts governing intellectual property are the Copyright Act (effective 1992)
which regulates both copyright and rights related to copyright, The Patents Act
(effective 1994), the Trademark Act (effective 2004), the Utility Models Act (effective
1994), the Industrial Design Protection Act (effective 1998) and the Geographical
Indication Protection Act (effective 2000). These regulate industrial property rights.
Business names and trade secrets are regulated by the Commercial Code (effective
1995) and the Competition Act (effective 2001).

Estonia is also a signatory to several international treaties. The most important are

the Berne Convention for the Protection of Literary and Artistic Works (re-acceded
1994), the Paris Convention for the Protection of Industrial Property (re-acceded 1994),
the Geneva Act of the Hague Agreement Concerning the International Registration

of Industrial Designs (acceded 2003), and the Convention establishing the World
Intellectual Property Organization (acceded 1994). Estonia’s intellectual property acts
are also consistent with corresponding EU provisions.

Consumer protection

The protection of consumer rights on the legislative level dates back more than 15
years when the first Consumer Protection Act was adopted by the Parliament. Today,
the Estonian consumer protection regulations have been brought in line with the EU
consumer protection policies and the UN guidelines and the numerous acts in that
field, the Consumer Protection Act, the Law of Obligations Act, Trading Act, Advertising
Act, Food Act and Product Safety Act, can be considered as the main acts regulating
consumer protection in Estonia.

The currently effective Consumer Protection Act entered into force in 2004. The
Consumer Protection Act sets forth the fundamentals of consumer protection, including
information requirements, general regulations on the sale of goods and services to
consumers and the organization of consumer protection.

The national authority with the main task of protecting the legitimate interests of
consumer is the Estonian Consumer Protection Board. According to the consumer
protection policy of the UN and the EU, and also arising from the Consumer Protection
Act, the Consumer Protection Board provides protection for the interests and legal
rights of single consumers (not legal manufacturers or entrepreneurs).
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Anti-money laundering

The currently effective Money Laundering and Terrorist Financing Prevention Act
became effective on 28 January 2008. The purpose of the new wording is to harmonize
the Estonian law with the Third Directive (Directive 2005/60/EC of the European
Parliament and of the Council on the prevention of the use of the financial system for
the purpose of money laundering and terrorist financing that repealed Directive 91/308/
EEC) and Directive 2006/70/EC laying down implementing measures for the Third
Directive.

The central issue of the new Money Laundering and Terrorist Financing Act is updated
due diligence measures that are the primary means for achieving the aims of the act.

The authority primarily responsible for the preventive activities set forth in the law is
the Estonian Financial Intelligence Unit (FIU), which is an independent structural unit of
the Central Criminal Police. Other authorities, e.g. the Financial Supervisory Authority,
The Estonian Bar Association and the Chamber of Notaries, are also involved in the
supervision of the adherence to the requirements set forth in the money laundering
prevention regulations.

Litigation and arbitration

The Estonian court system consists of three levels. The first instance is formed by four
county courts and two administrative courts. Appeals against decisions of courts of
first instance are heard by two courts of second instance (sometimes also called circuit
courts) situated in Tartu and Tallinn. The Supreme Court, situated in Tartu, is the court
of the highest instance. A matter is heard in the Supreme Court only after all previous
court instances have been passed. The filing of an appeal is governed by codes of court
procedure.

The decisions of courts of first and second instances are made public in full in the
database of court statistics and court decisions. All reasoned judgments of the
Supreme Court are published in Part Ill of the State Gazette and are electronically
available on the homepage of the Supreme Court.

The only permanent arbitration court in Estonia is the Arbitration Court of the Estonian
Chamber of Commerce and Industry, which settles disputes arising from contractual
and other civil law relationships, including foreign trade and other international
economic relations. The arbitration court will accept disputes for settlement if parties
have voluntarily chosen that the dispute should be settled in the arbitration court or it is
so provided by the International conventions.

Latvia

Competition law

The Competition Law is the main national legislative act that regulates competition
issues in Latvia. The law came into force on 1 January 2002 and has been amended
five times, most recently in December 2009. The law is in line with EU policies on the
regulation of anti-competitive behavior. The Competition Council supervises this field.
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Agreements with the intention of restricting competition are prohibited and therefore
are null and void from the moment of being entered into. This includes agreements
regarding the fixing of prices and tariffs, restriction or control of the scope of business
activities, investment, and the division of markets, the application of unequal provisions
in equivalent transactions with third persons, and other types of agreements.

The Law gives examples of exceptional cases when the Competition Council may allow
such agreements.

Any competitor having a dominant position in the market is prohibited from abusing its
position in any manner within the territory of Latvia. Examples of abuse of dominance
might include refusal to enter into transactions with other competitors, restriction of the
amount of business activities without proper reason, imposing additional obligations not
related to a particular transaction on competitors, application of unequal provisions in
equivalent contracts with other competitors, and creating disadvantageous conditions.

The concentration control is overseen by the Competition Council and with the

latest amendments of the Competition Law. Consequently, prior to a merger, market
participants must submit a notification of their proposed merger to the Competition
Council if the turnover of the market participants involved in the transaction exceeds LVL
25 million and each of them has a turnover of at least LVL 1.5 million or the total market
share of the participants in the merger in the particular market exceeds 40 percent.

For Competition Law purposes, the concept of “concentration” includes the merging
of two or more independent market participants in order to become one market
participant (the consolidation), the joining of one market participant to another market
participant (the acquisition), and a situation where one or more market participants
acquire part or all of the fixed assets of another market participant or participants or

the right to use such, or a direct or indirect decisive influence over another market
participant or participants. The same applies to one or more private individuals already
having a decisive influence over one or more market participants. Also, it is considered
a concentration when two or more private individuals jointly or a single private individual
simultaneously acquire a part or all of the assets of two or several market participants or
obtain the right to use such assets, or a direct or indirect decisive influence over two or
several market participants.

If a competitor is found to be in a breach of the provisions of the Competition Law, the
Competition Council may impose fines on the competitor of up to 10 percent of their
net turnover for the previous financial year.

In cases of abuse of dominant position, the Competition Council may impose fines of
up to b percent of the guilty company’s net turnover of the previous financial year. This
may be increased to 10 percent of the violator's net turnover for the previous financial
year if the initial fine is not paid.

In situations where there is a violation of the provisions of the law relating to
concentrations, a fine of up to LVL 1,000 for each day can be imposed on the new
market participant or the acquirer of the decisive influence.

A participant of a cartel notifying the responsible authorities about the cartel is released
from responsibility.
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Intellectual property

Latvian legislation provides sufficient legal grounds for enforcement and protection of
intellectual property rights complying with principles recognized at the international
level. As a WTO (World Trade Organization) member, Latvia participates in the
Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS). Latvia

is a member of the World Intellectual Property Organization (WIPO) and therefore
participates in the Paris Convention for the Protection of Industrial Property and the
Berne Convention for the Protection of Literary and Artistic Works. An international
treaty regulation supplements EU legislation in force.

Trademarks and designs are registered and patents on inventions are granted by the
Patent Office. The Patent Office examines the applications for the trademark, design
and patent protection and keeps the State Registers.

As a general rule, disputes on protection of the intellectual property rights are subject to
the jurisdiction of the Riga district court. Civil procedure law offers effective tools for the
protection of intellectual property rights, which may be used even before bringing an
action to the court.

Inintellectual property cases, evidence may be ensured by a court decision before

an action is brought to the court and without summoning potential participants of the
lawsuit if there is a reason to believe that the rights of an intellectual property are being
infringed or may be infringed.

If an action is brought to court, the court may, upon a request from the plaintiff, request
that the information regarding the origin of the goods or services and the distribution
thereof be disclosed by the defendant or other person having such information. The
plaintiff may ask for a court decision prohibiting an unlawful use of intellectual property.

The holder of the intellectual property rights may request a court decision on the
question of damages and also moral injury compensation for unlawful use of intellectual
property.

Consumer protection

Rights of private persons who are consumers are protected by the government

against unfair and dangerous service and goods providers and to help the consumers

in choosing goods and services. The sphere of consumer contracts in general is
protected, including contracts regarding credits and loans. Contracts concluded by
Internet (distance contract) also enjoy protection. There are special regulations that
govern the observance of the rights of consumers directly and indirectly (pre-cautionary)
to comply with EU directives. The state institution supervising the observance of
consumer rights is the Consumer Rights Protection Center.
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Anti-money laundering

Since 13 August 2008, the new Anti Money Laundering Law is in force, which creates
strict obligations. The directives of the European Parliament and Council 2005/60/

EC, 2006/70/EC are implemented in the new law. Banks, bookkeepers, tax advisers,
lawyers, real estate agents etc. must comply with the law. Any other individual who
becomes aware of a suspicious transaction is also required to report it. The law
implements the “on risk based” principle which means that direct subjects of the law
must evaluate the risks of money laundering in their everyday activities and, based

on this, establish internal polices in order to meet the requirements provided by the
international treaties, EC and national law. The Special Supervision office under the
prosecutor's office monitors anti money laundering issues in Latvia.

Litigation and arbitration

Latvia has a three-tier court system. Administrative cases are examined by the
Administrative courts. Civil, criminal and other cases are examined by the general
courts.

The Regional Court is the court of first instance for most of the cases. Appeals against
the Regional Court's decisions are subject to the jurisdiction of a District Court. The
District Court is also the court of first instance for some cases of special character.
The Supreme Court is located in Riga and has jurisdiction to review petitions for
cassation and appeals in cases of special character examined by the District Court as
the court of first instance.

If contracting parties have included an arbitration clause in the agreement, the disputes
may be subject to the jurisdiction of the arbitration. The courts of arbitration are
registered by the Latvian Enterprise Registry. According to the registry there are about
200 registered arbitration courts in Latvia.

Latvia is a member of the International Chamber of Commerce and Industry.

The Arbitration Court of Latvian Chamber of Commerce and Industry (LCCI) provides
the settlement of international and local commercial disputes in accordance to the LCCI
Rules of Arbitration and UNCITRAL Arbitration Rules.

The arbitrators most often cited in contacts used by banks and foreign merchants are
the Arbitration Court of the Latvian Chamber of Commmerce and the Arbitration Court of
the Latvian Commercial Banks Association.
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Lithuania

Competition law

Competition Law binds Lithuanian commmercial activities as well as commercial
undertakings registered outside of Lithuania, if the activities of the foreign undertaking
limit competition in the Lithuanian market.

Acts of undertakings which are contrary to fair business practices and which have
detrimental effects upon the competitive position of other undertakings in the given
market are considered as unfair competition and prohibited by law. These acts include:
unauthorized use of trade names and trademarks, intentional misrepresentation

with respect to products of other undertakings, unauthorized sharing of confidential
information about other undertakings, solicitation of employees of other undertakings
to leave their job, misleading advertising, etc.

Agreements aimed at restricting competition such as those fixing, directly or indirectly,
prices or other sales terms, dividing the market, establishing quantities of production or
sales, etc., are prohibited and are deemed legally invalid as of their date of conclusion.
Exceptions apply to agreements of insignificant influence which are those between
business undertakings whose total market share does not exceed the following limits:

e 10 percent in the case of horizontal agreements
e 15 percentin the case of vertical agreements
e 10 percentin the case of mixed agreements.

"Dominant position” means the position when one or more undertakings can
effectively restrict competition through their decisive influence on the market. It

is presumed that a person (except for an undertaking engaged in retail trade) has a
dominant position in the market if his market share equals or exceeds 40 percent

(30 percent share for retail trade), unless it is proven otherwise. Also, each undertaking
belonging to a group of three or fewer members with the largest shares in the relevant
market, jointly holding over 70 percent (565 percent share for retail trade) of the relevant
market, shall be presumed to have a dominant position, unless it is proven otherwise.

The list of prohibited acts abusing dominant position include unfair pricing, limitations
of trade, production or technical development, discriminatory treatment of different
groups of undertakings, etc.

Competition regulations also control concentration. The concept of “concentration”
includes mergers of undertakings as well as acquisition of control over undertakings.

Concentration is deemed to be controlled if:

e the combined aggregate income of the concerned undertakings for the previous year
exceeds LTL 30 million (approximately EUR 8.7 million), and

e the aggregate income of each of at least two concerned undertakings for the
previous year exceeds LTL 5 million (approximately EUR 1.5 million).
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The controlled concentration must be notified in advance to the Competition Council
whose permission is required to perform the concentration.

Any acts implementing the controlled concentration which are performed without
having due permission shall be legally void and invalid. The Competition Council

may impose fines on undertakings performing the controlled concentration without
having due permission. In serious circumstances, fines up to 10 percent of the annual
aggregate income of the undertakings concerned may be imposed.

Intellectual property

The legal regulation on protecting intellectual property in Lithuania is based on the
rules and recommendations of the World Trade Organization and the World Intellectual
Property Organization. Legal acts are in compliance with the EU regulations.

According to Lithuanian law, the object of copyright is defined as original literary,
scientific or artistic works that are considered to be the result of creative activity
expressed in an objective form. Copyright is not applied to ideas, principals, action
methods, intentions, processes, legal acts, official documents, information reports, folk
art works, etc.

The law also protects related rights. The object of related rights is defined as the
performance of works, live or recorded in audio, video tape, phonogram, the first record
of audio-visual work, as well as a program of a radio/television broadcast.

Copyright protection granted by Lithuanian legislation applies to the citizens and
permanent residents of the Republic of Lithuania, legal entities having their place of
business in the Republic of Lithuania, authors, irrespective of their citizenship and place
of residence, who have published works for the first time in the Republic of Lithuania as
well as authors of architectural works constructed in the Republic of Lithuania.

The property rights of an author last during the life of the author and for 70 years
thereafter. Non-property (personal) rights are protected indefinitely.

In order to be legally protected by Lithuanian law, a trademark must be registered with
the State Patent Bureau of the Republic of Lithuania. The registration is not necessary if
the trademark is deemed as “well-known" within the meaning of the law.

The registration term of a trademark is 10 years, which may be extended for an
additional 10 years an unlimited number of times.

Patent rights belong to inventors, their successors in title as well as to employees for
inventions made at work.

Discoveries, scientific theories, mathematical methods, product designs, computer
programs, schemes, and intellectual and economic activities are not regarded as
inventions for patent registration.

Know-how and trade secrets are not subject to patent registration, unless they relate to
technical inventions (solutions).
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For patent protection, inventions must be registered by filing an application with the
State Patent Bureau of the Republic of Lithuania or an international application following
the international treaty on patent co-operation. The patent protection may also be
sought by extending the European patent into the territory of Lithuania. A registered
patent is valid for 20 years from the date the relevant application is filed.

Lithuania, being a party to the co-operation agreement with the European Patent
Organization, recognizes the priority right with respect to the patent protection granted
by foreign countries.

Consumer protection

The fundamental rights of consumers established by Lithuanian law include the right
to good quality and safe products and services; the right to information on goods
and services as well as information on protection of consumer rights; the right to
compensation for a breach of consumer rights; etc. Following the EU pattern, the
concept of strict liability is established in Lithuanian legislation.

Quality of goods and services must meet the standards stipulated by law or contract.
If the quality does not comply with the standards prescribed, a consumer has the
following right to:

e claim for a replacement of the defective goods or
e claim for a reduction in the price of the defective goods or
e eliminate the defects at the seller’s costs or

e terminate the sale-purchase contract and to have the purchase price refunded.

A seller is deemed to be responsible for the quality of goods. Goods entering the
market must also meet safety requirements.

Legal entities and individuals (including producers, importers, distributors, sellers)
supplying goods to the Lithuanian market are responsible for proper labeling. Labeling
must be in the Lithuanian language and include information about the producer’s name,
address, country of origin, date of production, etc. Certain categories of goods (e.g.
alcohol, tobacco) must have additional labeling with special state-issued labels and
must bear warnings on their negative effects to human life and health.

Anti-money laundering

Lithuania has implemented the Directive 2005/60/EC of the European Parliament and of
the Council of 26 October 2005 on the Prevention of the Use of the Financial System for
the Purpose of Money Laundering and/or Terrorist Financing.

Money laundering means conversion or transfer of property, knowing that such property
is derived from criminal activity, for the purpose of concealing or disguising the illicit
origin of the property; concealment or disguise of the true nature, source, location,
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disposition, ownership of property, knowing that such property is derived from criminal
activity, the acquisition, possession or use of property, knowing at the time of receipt/
transfer, that such property was derived from criminal activity, help in the commission
of any of the activities mentioned.

Reporting obligations are assigned to financial institutions and other entities such as
auditors, insurance undertakings, bailiffs, undertakings providing accounting or tax
advisory services, notaries, advocates when they are acting on behalf of the customer
and by assisting the customer in the execution of transactions concerning the buying

or selling of real property or business entities, the managing of customer money,
securities, the opening or management of a bank, savings or securities accounts, trust
or other corporate service providers, persons engaged in trade in immovable properties,
precious metals, cultural goods, antiques or other assets the value of which exceeds
EUR 15,000 and the payments are made in cash, companies organizing gaming, postal
services providers, and close-ended investment companies.

Financial institutions and other entities must take all the measures to identify the
customer and the beneficial owner when establishing a business relationship, when
concluding transactions amounting to more than EUR 15,000, when exchanging cash,
if the amount exchanged exceeds EUR 6,000, or in any other case when there are
suspicions that the activities of money laundering or terrorist financing is, has been or
will be performed.

Financial institutions, performing a monetary operation, must submit to the Financial
Crime Investigation Service data confirming the customer’s identity and information
about the performed monetary operation, if the total amount of the customer’s single
operation in cash or of several interrelated operations in cash exceeds EUR 15,000,
subject to certain exemptions provided by the law.

In certain cases, a simplified verification of a customer’s identity can be performed.

Litigation and arbitration

The Constitution of the Republic of Lithuania provides that the courts have the exclusive
right to administer justice.

The Lithuanian system of general jurisdiction courts consists of the Supreme Court
(1), the Court of Appeals (1), district courts (54) and regional courts (5) dealing with civil
and criminal cases. Administrative litigation is assigned to the Supreme Administrative
Court (1) and regional administrative courts (5).

A district court is first instance for criminal cases, civil cases and cases of administrative
offenses (assigned to its jurisdiction by law), cases assigned to the jurisdiction of
mortgage judges, as well as cases relating to the enforcement of decisions and
sentences. Judges of a district court also perform the functions of a pre-trial judge or an
enforcement judge.
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Administrative courts hear disputes in the field of public administration, deal with issues
relating to the lawfulness of regulatory administrative acts, tax disputes, etc. Before
applying to an administrative court, individual legal acts or actions taken by entities of
public administration provided by law may be disputed in the pre-trial procedure.

There is also the Constitutional Court which determines whether the laws and other
legal acts are in conformity with the Constitution or whether the decisions of the
president and resolutions of the government conform to the Constitution and laws.

The concept of precedent law is not applicable in Lithuania; however the Senate of the
Supreme Court is analyzing the court practice and adopting recommendations on the
uniformity of legal interpretations.

The Lithuanian Law on Commercial Arbitration is applied both for national and
international arbitration. National arbitration is defined as arbitration to resolve disputes
between economic entities of the Republic of Lithuania except for the disputes
referred to international arbitration (e.g. parties have their place of business in different
countries; the place of arbitration is outside the country in which the parties have

their places of business; parties have expressly agreed that the subject matter of the
arbitration agreement is related to more than one country; one or both parties to the
dispute are Lithuanian economic entities in which foreign capital is invested, etc.).

Commercial dispute is defined as a controversy between the parties arising from
contractual or non-contractual legal relations, except for the disputes which, subject
to the law, cannot be submitted to arbitration. Disputes arising from constitutional,
employment, family, administrative legal relations, as well as disputes connected with
competition, patents, trademarks or bankruptcy agreement cannot be submitted to
arbitration.

Arbitrational agreement shall be expressed in writing and it may be in the form of
an arbitration clause in an agreement or a separate agreement can be concluded by
the parties. The parties are free to determine the number of arbitrators. Failing such
determination, the number of arbitrators shall be three.

Both institutional and ad hoc arbitrations are recognized in Lithuania. Arbitral award is
binding to the parties at the moment it is made. The parties no longer have the right to
start action concerning the same subject matter based on the same grounds. Arbitral
awards are enforced under the same procedures as court rulings. Foreign arbitral
awards made in the country which is a party to the New York Convention are recognized
and enforced in Lithuania. Recognition and enforcement of foreign arbitral awards is
carried out though the Lithuanian Court of Appeals.
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As of 1 January 2009 Estonia has effective tax treaties with the following countries:

Armenia
Azerbaijan
Austria
Belarus
Belgium
Bulgaria
Canada
The Czech Republic
China
Croatia
Denmark
Finland
France
Georgia
Germany
Greece
Hungary
Iceland
Ireland
Italy
Kazakhstan
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Latvia

Lithuania
Luxembourg
Malta

Moldova

The Netherlands
Norway

Poland

Portugal
Romania
Singapore
Slovakia
Slovenia

Spain

Sweden
Switzerland
Turkey

Ukraine

United Kingdom
USA
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Latvia

In 2009 Latvia has effective tax treaties with the following countries:

Albania Kyrgyzstan
Armenia Lithuania
Austria Luxembourg
Azerbaijan Malta
Belarus Macedonia
Belgium Moldova
Bulgaria Montenegro
Canada Norway
China Poland
Croatia Portugal

The Czech Republic Romania
Denmark Serbia
Estonia Singapore
Finland Slovakia
France Slovenia
Georgia Spain
Germany Sweden
Greece Switzerland
Hungary The Netherlands
[taly Turkey
Iceland Ukraine
Ireland United Kingdom
Israel USA
Kazakhstan Uzbekistan
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Lithuania

In 2009 Lithuania has effective tax treaties with the following countries:

Austria Latvia
Armenia Luxembourg
Azerbaijan Macedonia
Belarus Malta
Belgium Moldova
Bulgaria Netherlands
Canada Norway
China Poland
Croatia Portugal
The Czech Republic Romania
Denmark Russia
Estonia Singapore
Finland Slovakia
France Slovenia
Germany South Korea
Georgia Spain
Greece Sweden
Hungary Switzerland
Iceland Turkey
Ireland Ukraine
Israel United Kingdom
[taly USA
Kazakhstan Uzbekistan
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Appendix B
Useful links

Estonia

Parliament of Estonia

Estonian legal acts in English

Bank of Estonia

Ministry of Justice Center of Registers
Ministry of Finance

Financial Supervision Authority
Estonian Tax and Customs Board
Ministry of Finance

Estonian Auditing Board

Estonian Labor Market Board

Ministry of Social Affairs

Ministry of Justice Center of Registers
Estonian Patent Office

Estonian Competition Board

Financial Supervision Authority

Tallinn Stock Exchange

Estonian Central Register of Securities
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www.riigikogu.ee
www.legaltext.ee
www.eestipank.info
Www.eer.ee

www.fin.ee

www.fi.ee
www.emta.ee
www.fin.ee
www.audiitorkogu.ee
www.tta.ee

WWw.sm.ee
Www.eer.ee
www.epa.ee
www.konkurentsiamet.ee
www.fi.ee
WWw.ee.omxgroup.com/

Www.e-register.ee/
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Latvia

Latvian Investment and Development
Agency

Bank of Latvia

Parliament of Latvia
Cabinet of Ministers
Ministry of Finance
Ministry of Foreign Affairs
Latvian Embassies Abroad
Ministry of Interior Affairs
Ministry of Economics
State Revenue Service

Riga Stock Exchange and Latvian
Central Depository

Central Statistical Bureau
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www.liaa.gov.lv

www.bank.lv

www.saeima.lv
www.mk.gov.lv
www.fm.gov.lv

www.am.gov.lv

http://www.am.gov.lv/en/ministry/mission/

Www.iem.gov.lv
Www.em.gov.lv
www.vid.gov.lv

www.rfb.lv

www.csb.gov.lv

Land Register

www.zemesgramata.lv

Lithuania

Parliament of Lithuania

Bank of Lithuania

Company Register

Government of Lithuania
Ministry of Finance

Ministry of Foreign Affairs

State Tax Authority

Lithuanian Chamber Of Auditors
Lithuanian Labor Exchange
Competition Council Of Lithuania
National Stock Exchange

State Patent Bureau
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www.Irs. It
www.lb. It
www.kada. |t
www.Irvk. It
www.finmin.It
www.urm.lt
www.vmi.lt
www.lar. It
www.ldb.It
www.konkuren. It
www.nse.lt

www.vpb.It
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Appendix C
KPMG in the Baltics

KPMG is one of the leading professional services firms providing Audit, Tax and
Advisory services in the Baltic states. This is a practice with offices in Tallinn, Tartu,
Riga, Vilnius and Klaipeda.

KPMG member firms in Latvia, Estonia, Lithuania and Belarus operate as one business
unit under common management. This allows the organization to coordinate services to
a geographically dispersed group with a single point of contact, increasing the efficiency
and effectiveness of our services.

We serve clients across all industry sectors, including subsidiaries of large international
companies, successful local entrepreneurs, state institutions and agencies, and non-
governmental organizations.

In October 2007 a KPMG firm was opened in Minsk. The Belarusian member firm
operates under the oversight of KPMG in the Baltics fostering common service
standards in the Baltics and Belarus.

Our staff and range of services allows us to meet the expectations of clients who desire
multidisciplinary services being provided by professionals who understand a client’s
needs:

e Extensive experience — KPMG firms have been operating in the Baltics since 1992.

e Coordinated client support and consistent high quality of services throughout the
Baltics, enhanced by an excellent understanding of the specific features of each
country.

e A professional and dedicated team with 10 partners and more than 380 staff
actively benefiting from shared knowledge, experience and information in the Baltic
region and Belarus.

¢ International support — KPMG in the Baltics is a member of a global network of
professional advisory firms which allows us to draw on international know-how and
benefit from knowledge sharing.

KPMG in the Baltics and Belarus provide a wide range of high quality services to meet
rapidly changing client expectations in the developing markets of the Baltics and
Belarus.

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



Our services

Audit
e Audit Related Services:
e IFRS
e GAAP Accounting
¢ Financial Statement Audit
e Statutory Audit

Tax

Business Tax

e Corporate & Business Tax
e [nternational Corporate Tax
* [ndirect Tax

* Mergers & Acquisitions

e Transfer Pricing

e Global Tax Outsourcing

e Legal Services*

Personal Tax
e Taxation Services to Individuals**
e [nternational Executive Services

Advisory

Performance and Technology

e Business Performance Services
e |T Advisory

Risk and Compliance
e Financial Risk Management
e Internal Audit, Risk and Control Services

e Forensic

Transactions and Restructuring
e Corporate Finance

e Restructuring Services

e Transaction Services

Investment in the Baltics | 145

* Legal services may not be offered to SEC registrant audit clients or where otherwise prohibited by law.

** Taxation services to individuals may not be offered in certain jurisdictions due to legal or regulatory

constraints.”

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent member firms affiliated with

KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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The information contained herein is of a general nature and is not intended to address the circumstances of any
particular individual or entity. Although we endeavour to provide accurate and timely information, there can be no
guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the
future. No one should act on such information without appropriate professional advice after a thorough examination of
the particular situation.

The KPMG name, logo and “cutting through complexity” are registered trademarks or trademarks of KPMG International.

© 2011 KPMG Baltics SIA, a Latvian limited liability company and a member firm of the KPMG network of independent
member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.
All rights reserved.
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