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TAXATION

1. General Principles

The law “On Taxes and Duties”, originally adoptedRebruary 1995, sets out the general
taxation principles in Latvia.

The general, overriding principle used in the aggilon of tax laws is that, in cases where
matters are regulated by a special law, the spkia(e.g. VAT, corporate income tax) will
apply rather than the general law “On Taxes andd3ut

According to the law, duties are imposed eithertliny state or municipalities. The state
imposes duties on a number of different items. Mlost common state duties are:

1. Company registration duty LVL 100 for limited lidiby company [SIA] registration
within 3 business days; LVL 300 - company registratvithin one business day, plus
publication LVL 24 in official newspaper. If comparhas only one shareholder,
company is registered within 1 business day wigtestiuty LVL 100. LVL 250 for
joint stock company [AS] registration within 1 boess days plus publication
LVL 24.

2. Amendments to the Articles of Association cost LYQ for registration within 3
business days, LVL 30 for registration within 1 imess days. Registration of changes
to the Board and other records costs LVL 10 (regfi€n within 3 business days) and
LVL 30 (registration within 1 business days), ppusblication LVL 8.

3. The duty for the registration of a new branch (pering commercial activity and
without legal entity status) is LVL 20 for regigin within 3 business days, LVL 60-
within one business day, plus publication LVL léheTregistration of respective
amendments duty is LVL 10 for registration withirb@siness days, LVL 30 within
one business day, plus publication LVL 8.

4. The duty for the registration of a new represewmatpffice (not performing
commercial activity and without legal entity stgto$ a foreign entity or organization
is LVL 20 for registration within 12 business daid/L 40- within 4 business days,
LVL 60 within 2 business days. The registrationre$pective amendments duty is
LVL 10 for registration within 12 business days, IL\20- within 4 business days,

7



LAW FIRM
GENCS VALTERS

LVL 30 within one business day. The registratidnmespective amendments duty is
LVL 10, for registration within 4 business days WV1120; and within 1 business day —
LVL 30.

The duty for reorganization registration is: 1) tiegistration of draft agreement is

LVL 10 within 3 business days, LVL 30 for registaat within 1 business day, plus

publication LVL 8; 2) if the result of the reorgaation of a new company has been
established, then each new SIA (limited liabilitymgpany) cost LVL 100, but each

new AS (joint stock company) LVL 250 for registmatiwithin 3 business days, plus
LVL 20 for registration, plus publication LVL 8 drfor each new company LVL 24.

Regarding immigration, the state duty for a restgepermit is LVL 70, if permit is
prepared in 30 days, LVL 120 if permit is prepamed0 working days and LVL 170
if permit is prepared in 5 working days. State flmereceiving work permit is LVL 35
per month. There is no state duty for EU citizens.

Registration of the transfer of real estate anghg@ry ownership in the Land Register,
with a sales agreement for legal persons, is subgeduty at 2% of the value of the
property, with a cap of LVL 30 000, but, where trensfer is a gift, the duty is 3% of
the value of the property, with a cap of LVL 50 D00

Fitting one trademark for one class of goods owises— LVL 60, registration
LVL 65.

Taxes levied by the central government are:

9
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Corporate income tax, including withholding taxes
Gambling and lottery tax

Value-added tax

Social insurance

Personal income tax

Real estate tax

Natural resources tax

Excise tax

Customs duties

10. Car and motorcycle tax
11. Electricity tax

Taxpayers are entitled to defer payment of cetimies for a period of three months to one
year subject to prior approval by the tax authesitiUnpaid taxes are subject to a late-
payment fee at the rate of 0.05% per day behindddh. Late payment amounts no longer
increase when the late payment equals the origetal amount.

The amount of tax penalties imposed depends otyfigeand delay of tax non-compliance.
Late filing of tax declarations result in penalt@sno more than LVL 50 if filed less than 15
days after the due date, no more than LVL 200leffiess than 30 days late, and no more

8
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than LVL 500 if filed more than 30 days late. Ting@ial penalty is 30% if the assessed
deficiency is less than 15 % of the total tax owddhe rate jumps to 50% if the deficiency
exceeds 15% of the tax owed. If the taxpayer hsimdar deficiency within the next three
years, a 100% penalty will apply. The rate skyatsko 150% for additional violations.

A taxpayer is allowed to make voluntary correctibms tax declaration for a 3-year period
after the payable term, if an audit by the tax adstiation has not been commenced. That
results in the cancellation of any penalties pegdiom tax non-compliance.

All decisions of the tax authorities may bppealed to the Director of the State Revenue
Service within 30 days of the date the decision rgasived.

In 2003 a state insolvency risk duty was introducdithis duty is Ls 3 per employee for
2008.

2. Personal Income Tax

The law “On Personal Income Tax”, adopted in 198&s out taxation of individuals'
personal income.

Expatriates are liable for Latvian taxes dependingheir tax residency. Latvian residents
are taxable for their worldwide income. Non-Latviesidents are liable for their income
derived in Latvia.

Pursuant to the domestic legislation, an individuéllbe regarded as a resident of Latvia, if:

— the permanent place of residence of that pershmatgia; or

— the person resides in Latvia for 183 days or longerany given 12-month
period commencing or finishing during the taxatiear; or

— the person is a citizen of the Republic of Latvigpyed abroad by the Latvian
government

As a general rule, persons who do not match to abeve-mentioned categories are
considered to be non-residents of Latvia for tasppses.

An individual, who has not been considered to resident during the year prior to that
when taxation is due, is considered to be a resitdem the date they entered Latvia during
the taxation year.

An individual, who is not considered to be a restdduring a post-taxation year, is not

considered to have been a resident for that pefidde taxation year after the date that they
left Latvia, provided that during that period thergon had closer ties with another country
than with Latvia.

Closer ties with another country may be demonstrég ownership of property in that
country, contributions to that country’s social gty system, or the fact that the expatriate’s
family is residing abroad.
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An actual presence test is used to ascertain haw uhays an individual has been in Latvia.
When the test is applied, the following days acduded in the calculation as full days: days
of partial presence (less than 24 hours), daysiwy @nd departure, Saturdays and Sundays,
public holidays, days of annual leave, and periotiglness, except when the illness has
prevented the departure of the person.

On the other hand, certain periods are not inclugledn determining residency. These are
periods of less than 24 hours spent in transitha ¢ourse of a trip between two points
outside Latvia.

Taxation of Latvian residents

Latvian residents are liable to personal incomethax is withheld at source and remitted to
the tax authorities at a flat rate of 23%. Untihdary 1, 2009 personal income tax was 25%.

The taxable income of residents is computed asbierl, below.

Table 1.Taxation of Latvian residents

Gross income 1'000
Less: personal allowance 90
Less: allowance for dependants 63
Less: (on a monthly basis) social security tax%f 9 90

—h

Less: (on an annual basis) deductible expensesrattin the course g

obtaining intellectual property rights

Less: (on an annual basis) deductible expenseshéaith care and

education (maximum 300 LVL (EUR 425) per person and. 300

(EUR 425) per dependent)

Less: (annually) — donations to qualifying orgaticas

Less: contributions to private pension funds arsdiiance premium (209
of gross income)

o

Equals: taxable income 757
Times: tax rate of 23% 174,11
Gross income less social tax and personal incore ta

Equals: income after taxes 735,89

Annual income tax declarations must be submittedyl 1 of the following year.
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Exempt income

Certain individual income is exempt from income tatatvia. A brief summary of exempt
items is specified below:

— dividends paid by Latvian or EU, EEZ member stataganies;
— income from deposits in banks registered in Latvi&U, EEZ member states;

— lottery wins, the amount of which does not excéedexpenses incurred on
them, subject to a maximum of Ls 500;

— income from the sale of personal property, whicls baen held for a period
more than 12 months starting from the day the prtygs registered in the Land
Register,

— compensation paid by an employer to an individfiala{ consumer), provided
the individual purchases a certain amount of golodsh that company;

— insurance monies received — except compensatiomguatg for life, health or
accident insurance if premiums were paid by emp®yeupon expiration or
breach of agreements;

— income derived from Latvian state or municipalrgaisury bills;
— certain business travel expenses;
— anumber of government benefits;

— sale of investment certificates.

Taxation of self employed persons

Until 1% January 2008 there were differences in taxatidwésn an individual who are
engaged in a business activity and taxation of @ongs. It was a discrimination of two
different types of taxpayers who were both doing same activity but were taxed at the
different levels — an individual at 25% rate buigany at 15% rate. Sincé January 2008
the law provides that an individual who is engamed business activity may choose to pay a
fixed income tax. The rate of such tax depends ftbenamount of income gained by this
taxpayer.

In other cases the tax rate for individuals who emgaged in a business activity is set at
15%.

There are few exemptions for this taxation systdfor example, if individual is

economically dependent from the person to whom icesv are provided, received
remuneration will be considered as salary and 288&gmal income tax will be payable.

11
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Taxation of non-residents

Personal income tax paid abroad may be crediteidstgax payable in Latvia, but not more
than 23% of the income taxed abroad. To crediidgorpaid tax, statements from foreign tax
authorities must be submitted to the Latvian tathauties. Allowances and deductions are
not permitted for non-residents.

Expatriates who have received remuneration abroddstayed in Latvia for more than 183
days within any 12 month period starting or endmithin a year, or who have received
Latvian residence permit, must fill a Latvian indival income tax declaration, except where
tax treaty exemptions are applicable.

Below are some guidelines on how to become fubtpltde in Latvia and obtain personal tax
exemptions in home countries.

Norwegian expatriates

Individuals may become non-taxable in Norway ifyttstay abroad for 1 year and submit
proof of foreign tax paid, or if they stay outsiderway for 4 years.

Swedish expatriates

If Swedish residents stay out of Sweden for moas th months, and are not in Sweden for
more than 36 days, their income may be exempt feonin Sweden.

Austrian expatriates

Only individuals having their residence or theibihaal place of abode within Austria are
taxable on their world-wide income. Residence idlassumed to be at the place where the
tax subject is staying if circumstances lead todpi@ion that they will continue to keep and
use this home. The habitual place of abode is asdum be in Austria, if a person is not
staying in Austria just temporarily (a stay of lésan 6 months).

Taxation of capital gains

The sale of shares has not been a taxable tramsdoti personal income tax purposes in
Latvia since 2002. Sale of share of company wb8fé of assets are Latvian real estate is
taxable the same as sale of real estate (23% @réwome tax). The 50% threshold

applies to a current or previous year and is measby the balance sheet value at the
beginning of the tax year.

Pension funds
Payments to EU/EEZ based pension funds and inseir@amapanies, not exceeding 20 % of

annual taxable income (counted jointly with heaftfurance payments) is exempt income.

12
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Foreign tax credits

Personal income tax paid on investment instrumeitten EU or territories with which EU
has agreements regarding saving income, is créeliathout limitation in Latvia.

Tax treaties

Currently, Latvia ha€onventions for avoidance of double taxation anevpntion of fiscal
evasion with respect to taxes on income and capitaéffect with Armenia, Austria,
Azerbaijan, USA, Moldova, the Czech Republic, DerkméEstonia, Iceland, Canada,
Croatia, Germany, Ireland, Uzbekistan, Lithuanisackdonia, the Netherlands, Norway,
Poland, Finland, France, Sweden, UK, Slovenia, iBslaChina, Ukraine, Malta, Slovakia,
Singapore, Switzerland, Kazakhstan, Romania, BelgBulgaria, Spain, Turkey, Hungary,
Portugal, Georgia, Greece, Israel, Luxemburg, Seftaly and Kirgiztan.

Personal income tax paid in the above-mentionedhtces by Latvian residents may be
offset against individual income tax payable inviatand vice versa, or in the case of
Lithuania, exemptions may be applicable.

3. Social Insurance Payments (Social Tax)

The law “On State Social Insurance”, originally gad in 1998, sets out the application of
mandatory statutory social insurance paymentslé&sisa received by employees.

Social insurance payments are made to the sogafance budget, entitling the contributor
to general sickness, pension, maternity and oth@alkbenefits.

Social insurance payments are levied on residenplay®rs, employees of Latvian
companies, resident employees employed by nonemsidresident expatriates assigned to
work in Latvia, and self-employed individuals.

Taxable income

Taxable income, which is subject to social taxaigy income derived from work under
contract in Latvia and is subject to personal inedax.

Tax rates

An employer has to withhold social tax on a montbégis at the rate of 24.09% of gross
income. The total tax payable is 33.09%, so theleyep must contribute 9%.

Expatriates employed by non-resident employersabgect to social taxes of 31.13%. The
self-employed rate for social insurance paymend®id8%.

Until the end of 2008 maximum subject to social teas set LVL 29'600. Starting from
2009 until December 31, 2013, maximum taxable arhailhnot be applicable.
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Social tax and EU-general principle rates

The social tax shall be paid in a Member Statet¢ptavhere a person is working, even if
he/she resides in another EU Member State or thesteeed office of the employer is
situated in another Member State.

Person has been posted to another State up to hghso

If a person has been posted to another EU Memiag¢e 8htil 12 months, then the social tax
may be paid in the Member State from which he/stseldeen posted.
The provisions for the posted employee:

-when going to another Member State he/she shoeldegistered as socially insured
person in his/lher Member State (in Latvia, if Latviperson is going to work in another
Member State);

-the work abroad should be short-term (12 monthk possibility to prolong);

-he/she should be posted by an assignment of tipdogen from his/her Member State
(Latvian, if a Latvian person is going to anothegriwber State);

-during whole posting period the direct link withet employer, who has posted the
employee, should be maintained.

E101 certificate shall be arranged.

E101 certificate

The E101 certificate is required in order to paydaly in his/her home State. E101 provides
that the employee is registered as socially inspexdon in his/her State (e.g., in Latvia). A
statement should be presented to the competenbréytbf the employment State, if the
authority requests it. The E101 is not given toeaspn who is going to change another
person, whose assignment period has been expired.

Secondment exceeding 1 year

If the duration of the work to be performed dudhe unforeseen reason exceeds the initially
expected and becomes longer than 12 months, tleeexdmption may be applied and a
person may remain insured in his/her State for filwing 12 months. Usually the
exemption is not applied for the period exceedingars. The competent authorities (Social
Agencies) of both states shall agree on the exemipplication. In such case the employer
an employee shall request the E101 certificataimtane.

Person working in 2 States

If a person is working in 2 States, than he/shes phg social tax in the State where he/she
resides. If the person’s permanent residence isoeated in any of the territories of States,
where he/she is working, than the person shouldweed according to the laws of the state,
where the registered office of the company is ledatf a person is employed by several
employers, whose businesses are located in s&vatals, then the person should be socially
insured in the State of permanent residence.
Also, in this case E101 form should be arranged.
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If the situation arises where a company is regsteén one Sate, but the social tax for the
employee should be paid in another State, thewdhgany shall be registered in that State
where the social tax for the employee should bd.pHne company may be registered by
itself or through the employee.

Administration

The administration of social insurance premiumshes responsibility of the tax authority
(State Revenue Service), which determines repodatgs to each company.

Employees must be registered by tifeday of the following month after an employment
contract has been concluded. Resident employerse bavsubmit statements of social
insurance contributions by the date set by thetdaRority.

4. Real Estate Tax

According to the law “On Real Estate Tax”, passed997, taxable entities are individuals,
legal entities and non-residents that own or hagldg to Latvian real estate, including land.

Starting from January 1, 2008 the real estatedtxis 1%, depending on the cadastral value
(general value set by state authority) of the thxadvoperty. In addition to that the law
provides with a restriction which settles thathete are no changes in the usage of such
property the amount of the real estate tax in 22089, and 2010 must not exceed not more
than 25% of the amount of real estate tax calcdlatethe previous tax period. Such
restriction is due to the fact that the State L8edvice has made an update for a basis of real
estate cadastral value in 2007 which substantiaibed tax burden of real estate tax payers.

Since f' January 2011 the real estate tax rate will be Ofet¥h the property’s cadastral

value. Municipalities will have the rights to inese the tax rate up to 1%. The
abovementioned restriction will not apply anymore.

5. Corporate Income Tax
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Table 2.Corporate income tax at a glance

Corporate income tax rate (%) 15
Withholding tax (%)
Dividends 10
Interest to related parties 10
Management (consultancy) fees 10
Royalties 150r5
Payments to low-tax countries 15
Sale of Latvian real estate 2
Net operating losses (years)
Carry back 0
Carry forward 5-8

@These taxes apply to payments to non-residents.
Administration

The tax year is generally the calendar year, botay differ if so stipulated by a company’s
charter.

The annual income declaration has to be submittéthinv30 days of the annual
shareholders’ meeting, but not later than four memtfter the year-end.

Tax report has to be submitited to the tax authorit later than seven month after the year
end company exceeds two of criteria below:

- balance sheet - LVL 1.000.000;

- netturnover -LVL 2.4.00.000;

- average number of employees in the reporting y&&0-

Companies have to pay tax advance installmentfidy#' day of each month. In general,
for the period from the first month of the taxatipariod up to and including the month that
the annual report is filed, but not later than fmonths after the taxation year ends, monthly
advance installments are equal to 1/12th of theiaintax calculated for the year two years
prior to the current tax year, adjusted for co&ffic.

For the remaining months, the monthly advance pagsnare each equal to 1/8th of the
following: the tax calculated for the precedingyealjusted for inflation and reduced by the
advance tax payments made in accordance with theegirocedure.

Any outstanding tax has to be paid within 15 dafyshe due date for the annual income
declaration.

The loss carry forward period starting from Janugr009 has been gradually extended to
eight years: 2008 — 6 years, 2009 — 7 years, sgaitom 2010 — 8 years.
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Taxable income

Pursuant to the law “On Corporate Income Tax”tfadopted in 1995, companies registered
in Latvia are subject to tax on their world-wideame. Non-resident companies without a
permanent establishment in Latvia are subjectt@tetheir revenue in Latvia.

Non-resident companies operating through a perntastablishment in Latvia are subject
for taxation for revenue gained by that permanestaldishment, as well as revenue
independently obtained abroad by the permanentlestment.

If a non-resident company engages directly in lassnactivities that are similar to the
business activities performed by its permanentistanent in Latvia, income derived from
the non-resident company’s activities is includedthe taxable income of the permanent
establishment. Resident companies are those thatstaiblished or registered, or required to
be established or registered, in accordance wéhat. All other companies are considered
to be non-resident companies.

Tax rates
Enterprises are subject to corporate income taxrate of 15%.
Interest deductions

Commencing with tax year 2003 new rules were dtfeal for interest deductions.
Deductible interest for corporate income tax is $imeallest of the following: a) interest
calculated by multiplying 1.2 times the averagersherm credit interest rate set by the
Central statistical bureau within the last monthhed taxation year (rate in December 2008
was set at 16.8% for lats); or b) proportionalliicaf difference of debt against 4 times of
equity within the first month of the taxation yeatalculations of equity must exclude
amounts in long-term investment re-evaluation res@nd other reserves. The above does
not apply to loans from Latvian banks or EU, EEdistered banks and as well as to Latvian
residents. Interest accrued before 2003 may beedaforward for up to five years in
amounts of 20% of interest accrued. It is not aldwo carry forward interest.

A comparative table of the applicable rates forytbars 2004-2008 is shown below.
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Table 3

Average rates for short term loans in LVL

I Il 1 Y \% VI vk viIlb - [IX X Xl XlI

2004|166 | 70| 79| 75| 75/ 55 7.4 75 7P 718 766 7.

2005 74 | 75| 73| 64| 58| 57 515 59 54 55 567

(&l

2006 65 | 69| 66| 68| 73| 7.0 74 78 81 813 753 7.

2007 | 6.7 | 78| 85| 111 114 1113 109 111 18 1313.7| 12.6

2008 | 10.5| 11.9 129 8.8 132 9.2 111 105 10 1318.5 | 16.8

2009 | 17.0

Average rates for short term loans in EUR

I Il 1 v \% Vi vk vl JIX X Xl XlI

2004 | 54 | 52| 53| 59| 63 52 54 46 5P 49 481 §.

2005 | 49 | 49| 47| 47| 44 43 43 41 44 413 445 4

2006 | 46 | 46 | 46| 47| 47 49 54 51 5P 55 536

(@l

2007 | 57 | 59| 58| 6.2 6.1 6.2 6.3 6 69 6/7 671 7.

2008 | 6.6 66 | 70| 7.3 7.2 7.3 7.3 7.2 7.7 7|8 7158 6.
2009 | 6.2
Capital gains

Resident companies and non-resident companies topmerdhrough a permanent
establishment in Latvia have to include capitahgadn securities or shares in their taxable
income.

For non-resident companies without a permanenblesianent in Latvia, a final withholding
tax is imposed on proceeds from the sale of Latvéah estate, at a rate of 2%. As sale of
real estate will be considered sale of shares mipemy where 50% of assets are Latvian real
estate. The 50% threshold applies to a curremgrevious year and is measured by the
balance sheet value at the beginning of the tax yea
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Pension and insurance fee

Employer’'s payments for pensions on behalf of eyg#oare as well as insurance amounts
for life insurance in case there is a tax debtghenlast day of the financial year are non-
deductible costs.

Bad debts

Bad debts are allowed to be written off for corperax purposes also for debtors in the EU
countries. Upon a start of bankruptcy procedurss iallowed to use half of the debt for
writing-off. The surplus may be written of afteetbompletion of the bankruptcy.

List of low tax countries adopted in Latvia

Payments to low tax countries are ordinarily subjec 5% withholding tax. The list of low
tax countries is as follows: Antilles (Netherland&hdorra, Anguilla, Antigua & Barbuda,
Aruba (The Netherlands), Bahamas, Bahrain, BarhaBefze, Bermuda, British Virgin
Islands, Brunei Darussalam, Cayman Islands, Cotdnds (New Zealand), Costa Rica,
Dominican Republic, Ecuador, Gibraltar, Grenadaa®u Guatemala, Guernsey, Hong
Kong (Sjangana), Isle of Man, Jamaica, Jersey,adprdisbuty, Kampione, Kenya, Kuwait,
Labuana (Malaysia), Lebanon, Liechtenstein, Lihdvialdives, Macao, Madeira (Portugal),
Mauritius, Marshall Islands, Monaco, Montserrat,uNa New Caledonia, Niue (New
Zealand), Olderne, Panama, Qatar, San Marino, 8#gshSt. Helens, St. Kitts and Neuvis,
St. Maria Island (Portugal), St. Pierre and Micffelance), Samoa, Santome and Prinsipi
Republic, St. Lucia, St. Vincent and Grenada, TdRitench Polynesia), Tonga, Turks and
Caicos Islands, United Arab Emirates, Uruguay Begtublic, Vanuatu, Venezuela, Virgin
Islands (USA) and Zanzibar Islands (Tanzania).

Foreign tax relief

Corporate income tax may be reduced by the amduwtdrporate income tax paid in foreign
countries. The reduction may not exceed the amofbriax calculated in Latvia on the
income gained abroad.

Determination of taxable income

Taxable income is the profit or loss reported ircanpany’s profit or loss statement,
prepared in accordance with the law “On the AnriR@port of Companies” and subject to
the adjustments specified below:

I. Profits (losses) shown in profit and loss stadain
— plus: losses from the maintenance of communitastfucture
— plus: expenses not directly related to entreprer@activity
— equals: adjustable taxable income (loss)

Il. Increases in adjustable taxable income:
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— total cost of depreciation of fixed assets and temitoff intangible assets shown
in the annual report
— total of penalties arising from contracts
— outstanding losses resulting from embezzlementteeid
— payments to non-residents if no withholding tapagl, including:
- fees for management and consultancy services
- interest
- royalties for intellectual property
- royalties for usage of property located in Latvia
payments to low tax countries
— 40% of representation expenses
— reserves for bad debts (does not apply to crediititions)
— losses on sales of securities, except losses femuriies which are in public
circulation
— capital expenditure costs
— expenses related to securities which are in pubtculation
— expenditure which a tonnage tax payer has incuimedbtaining income from
the utilization of ships for international carriagand associated activities
— the amount of depreciation of fixed assets and/éihge of written-off intangible
investments specified in the annual report of tbmpgany if these fixed assets
and intangible investments were utilized to gaicome from the utilization of
ships in international carriage and associated waities
— borrowings
— cost reserves and accruals
— total of payments for above-limit usage of natuedources and environmental
pollution
— decrease in the total of the costs incurred in teesaluing of balance sheet
items, except for amounts related to changes eidarcurrency exchange rates
— interest in excess of admissible amounts (thintahpation)
— compensation for losses transferred within a group
— compensation payments received and not re-invesidun 12 months for
forced loss of land, buildings, parts thereof atiden constructions
— loss arising from the sale of fixed assets to dased companies or individuals
related to the company
— differences in the value of goods (production, ises)
— differences between transaction values and maiets
— certain costs of improvement and reconstruction
— decreases in equity of subsidiaries
— income from participation in non-resident compangscompanies with tax
rebates, if increases in participation and diffeces in dividends do not appear
in reserves
— insurance premiums paid to non-resident insurar@maganies for services that
can be provided by Latvian insurance companiesr E
— certain dividends received from non-residents
20



LAW FIRM
GENCS VALTERS

decrease in value because of revaluation of asseddransferring of liabilities
of a company to be transferred, or acquired ordixd

decrease in value because of revaluation of trarefieshares

sums counted in reserve for purchase of passengssb

lll. Decreases in adjustable taxable income:

total of depreciation of fixed assets and intangiisivestments according to the
tax laws

real estate tax

total of duties and taxes on gambling and lotteries

amount of agricultural subsidies

total of bad debts, if the debtor has been decldauakrupt by the courts
increases in the total costs incurred as a restlresvaluing balance sheet
items, except for amounts related to changes idarcurrency exchange rates
decreases in reserves for bad debts compared tpréweous tax period
compensation received for forced loss of land,digs, parts thereof and other
constructions

dividends received

compensation received for transfers of losses wighoups

interest deductions carried forward (acquired udecember 31, 2002)

by tonnage tax payer income from the utilizationsbfps in international
carriage

income from securities which are in public circidat

income from bad will in cases of privatization

income from the difference between the face vdpeivatization vouchers and
the selling price of privatized property acquiredhthe said vouchers

late payment fees for taxes which are subsequéedseased

value of PCs and other electronic equipment donated educational
establishments

participation increase in the equity of subsidiarie

increase in value because of revaluation of assedisliabilities of a company to
be transferred, or acquired or divided

increase of value because of revaluation of tramsteshares

equals: TAXABLE INCOME

losses carried forward, adjusted taxable incomeugr relief, losses from sales
of securities in certain cases

equals: ADJUSTED TAXABLE INCOME

IV. Tax relief:

corporate income tax paid in foreign countries, hat more than 15 per cent of
the foreign source income

tax relief for agricultural companies

85% of qualifying donations
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— amounts transferred to qualifying foundations cograms

Staring from January 1, 2009 it is allowed to redtaxable income for the amount which is
calculated by multiplying undistributed profit in& pre-taxation period with an average
interest rate of the taxation period settled by Baak of Latvia for credits issued to non-
financial companies.

Permanent establishments

There are two methods for determining the taxaideme of a branch. According to the first
method, taxable income is determined based onnr&bon specified in a corporate income
tax declaration which, along with a balance sheet @ profit or loss statement, have to be
submitted to the tax authorities within four monttishe end of the taxation period (year).

Non-deductible expenses for corporate income taggaes applicable to branches comprise
payments to a head office for royalties, any sevisuch as consultancy, management, etc.
and interest payments (exceptions apply to branohdmnks). Deductible costs comprise
head office costs supported by documents relatirige branch office.

The taxable income of permanent establishment raagduced by costs borne by the parent
company, if those expenses are actually connectttetpermanent establishment.

Expenses related to the acquisition of intellectypabperty, interest payments and
administration costs that are deductible are stibjethe appropriate withholding taxes.

Where the branch office has been active for legs i months, a simplified method may be
used to calculate taxable income. According to thethod, costs are 80% of income. A
payer may, upon agreement with a branch officehivald tax on behalf of the branch. If
there are not more than three payers and an agnéesneoncluded among the payers on
withholding of the tax, neither a profit or losat&ment nor a balance sheet need to be
submitted to tax authorities.

The simple method of calculation may not be appleetiranches of entities residing in low
tax countries, a list of which is shown above.

Depreciation for tax purposes

Tax depreciation for fixed assets is calculatedngisthe double-declining balance
depreciation method. To promote investment in figsdets, the law determines increased
depreciation rates. Double depreciation rates rdrmgm 15% to 70%: for oil extraction
tankers — 15%, technical equipment, machinery —,206ftce equipment — 70%, certain
other assets — 40%. The depreciation rate for imgigdand constructions is 10%. There is an
exemption for representative cars. As represemtatar is considered car, which value
exceeds LVL 25’424 (without VAT). Depreciation ap@penses related to representative
cars are not deductable.
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Before calculating depreciation for new technolagyuipment in taxable period when
equipment is bought, value is increased by theficoait mentioned below:

Year Coefficient
2008 1,3
2009 1,5
2010 1,5
2011 1,5
2012 1,5
2013 1,5

The acquisition costs of patents, licenses andetnadks are amortized according to the
straight-line method for five years, but concessiare amortized during ten years. Patents,
licenses and trademarks issued for a term of lessfive years, can be written off within the
term of their validity for tax purposes. Researnll development costs can be written off for
tax purposes the same year that they are incuAmrbrtization is not allowed for trade
secrets and goodwill.

Starting from January 1, 2009 new rule about inwest into assets were introduced.
Taxable income may be reduced by such income whighined from alienation of the asset
if within 12 month before or after the alienatioatel a functionally similar asset is acquired.
This tax relief will not be applied to art worksntmues, jewelers, cars, water vehicles,
aircrafts, motorcycles etc.

Group relief

Companies within corporate income tax group amadt to transfer loss to profitable group
companies in this way leveling tax burden. To dudir group relief, the parent have to

own at least 90% of subsidiaries and the parergidigvy relationship have to exist for the
entire financial year. Companies within corporateome tax group are allowed to transfer
loss to profitable group companies in this way lexptax burden. Head company or the
sub-company for group purposes may be located inc&lthtries, if this company is not

recognized as non — EU tax resident based on ddablgeaty. Starting from the beginning
of year 2006 it is allowed to transfer losses betweompanies located in Latvia, EU, EEZ.
Before it was allowed to transfer losses only betweatvian resident companies.

6. Withholding Taxes

The following table shows withholding tax rates laggble to dividend, interest and royalty
payments to the designated countries. If the nearcountry rate of withholding tax for a
particular class of payment is lower than the egiplicable to the designated countries, the
non-treaty rate is applicable. The non-treaty cgumtite is determined by domestic
legislation.
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Table 4.Withholding tax rates

Dividends % Interest % Royalties %

Armenia 5/15% 10 10
Austria 5/10@ 10 5/109
Azerbaijan 5/15% 10 5/109
Belarus 10 10 10
Belgium 5/15 10 5/109
Bulgaria 5/10” 5 5/7®
Canada 5/18 10 10
China 5/10% 10 10
Czech Republic 5/18 10 10
Croatia 5/10% 10 10
Denmark 5/15% 10 5/109
Estonia 5/15% 10 5/109
Finland 5/159 10 5/109
France 516" 10 5/109
Germany 5/1¢ 10 5/109
Georgia 518 10 10
Greece 5/1 10 5/109
Hungary 5/10" 10 5/109
Iceland 5/15% 10 5/109
Ireland 5/15") 10 5/109
Israel 5/15" 5/10 5
ltaly 5/15® 10 5/109
Kazakhstan 5/18) 10 10
Kirgizstan 5/16 5/10 5
Lithuania 0/15° 0 0
Luxemburg* 5/10% 10 5/109
Moldova 10 10 10
Malta 5/10@ 10 10
Macedonia 511 5 5/20©)
Norway 5/15® 10 5/109
Poland 5/15% 10 10
Portugal 10 10 10
Romania 10 10 10
Serbia 5/10 10 5/10
Singapore 5/16 10 7.5
Slovenia 5/158% 10 10
Slovakia 10 10 10
Spain 5/10" 10 5/109
Sweden 515 10 5/10@
Switzerland 5/18 10 5/10@
The Netherlands 5/19) 10 5/109
Turkey 10 10 516"
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[ ] |
UK 5/15® 10 5/109
Ukraine 5/159 10 10
USA 5/159 10 5/109
Uzbekistan 10 10 10
Non-treaty country 10 0/5/10 5/15®

® 506 of the gross amount of the dividends if theeffieral owner is a company (other than
a partnership) which holds directly at least 25%hef capital of the company paying the
dividends.

®) 504 of the gross amount of the dividends if thedfieral owner is a company which holds
directly at least 25% of the shareholders' voteh®@fcompany paying the dividends.

© 0% if the recipient of the dividends is a compantlger than a partnership that holds
shares representing at least 25% of the capitatredhareholders' votes of the company
paying the dividends.

@ 59 of the gross amount of royalties paid for tke af industrial, commercial or scientific
equipment.

) 50 rate applies to royalties for intellectual pedp, except royalties for copyright or
neighboring rights on works of art or literaturecluding films and audio recordings, to
which 15% applies.

® 5% rate applies to interest paid by a Latvia-tegésl bank to related parties. 10% is
applicable to interest paid to related party.

@ 50 of the gross amount of the dividends if thedfieral owner is a company which holds
directly at least 10 per cent of the shareholdeotes of the company paying the
dividends.

M 504 of the gross amount of the dividends if the fieia owner is a company which holds

_ directly at least 10% of the capital of the comppaying the dividends.

0 594 of the gross amount of the dividends if the fieia owner is a company which holds
directly at least 20% of the capital of the comppaying the dividends.

®) 50 rate applies to royalties for intellectual pedp, except royalties for copyright or

neighboring rights on films and radio and TV broasts of films or recordings, for use or

rights to use the patents, trade marks, designswadlule, plans, secret formula or
processes, to which 7% applies

5% of the gross amount of the dividends if thedbieral owner is a company which holds

directly at least 25 per cent of the capital of twmmpany paying the dividends and

investment is at least 75 000 USD

™M 5% rate applies if interest is paid for a loamest by the State Bank

™ 506 rate applies to any copyright of literary, stiti or scientific work including
cinematographic films, sound or image reproductaraudio or TV broadcasting, except
patent, trade mark, design or model, plan secrehdta and process, right to use
industrial, commercial or scientific equipmentwhich 10% applies

©) 10% rate applies to any copyright of cinematogi@fitms and films or tapes for radio or
TV broadcasting

o
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Consultancy fees

As consultancy fees (subject to 10% withholding) tesx considered all consulting and
management services provided to a company, notsgistices provided to a company's
management. To avoid withholding double taxes, tyrdaenefits may be utilized for

payments to tax treaty countries.

Payments for sale of real estate

According to the law “On Corporate Income Tax”, ghivolding tax of 2% on non-residents’
income from the disposal of real estate shall h@ieg. As sale of real estate is considered
sale of shares of company where 50% of assetsaiwah real estate. The 50% threshold
applies to a current or previous year and is meadsby the balance sheet value at the
beginning of the taxation year. The rules deteentivat in cases where the tax of 2% is not
withheld on payments, the payable amount does @cbrhe a non-deductible expense for
corporate income tax purposes. The general rulleaits where payments are made to non-
residents, there is an option to withhold tax onstdtancy (10%), interest to related parties
(10%) and royalty fees (5% or 15%). If the withtinlgitax is not paid by the TSof the
following month, the full amount payable becomesoa-deductible expense for corporate
income tax purposes.

Dividends to EU

According to the law "On Corporate Income Tax”,Miblding tax on dividend payments to
residents of EU, EEZ member states is not appkcabldividend payer has a residence
certificate that dividend receiver is company mamid in the enclosed table No.4.

Partnerships

Income from partnerships is taxed with 15% withlmgddtax rate upon payment to non-
resident.

Intellectual property

Royalty payments by Latvian resident to EU resideetexempt from withholding tax from
July 1, 2013, if the EU resident is a related party

To qualify for related party status, EU companyllsbea payer of the taxes mentioned in the
enclosed table No.5 plus at least 25% capital Gngaights are established by one company
in the second company or any third company ownkeadt 25% in the first and second
company. Until June 30, 2005, royalty and copyrighthholding tax rate was 15%; now it is
decreased to 10% (from July 1, 2005 until June2B09) and 5% (from June 30, 2009 until
June 30, 2013).
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Payments to non-residents

If withholding tax is not levied at the rates mened below:
e Consulting fee — 10%
Interest to related party — 10%

Interest by Latvian bank to related party — 15%
Royalty — 5/15%
Use of property fee — 5%

the payment becomes corporate income tax non-dbtkicost. This is not true if exemption

applies.
Table No.5

Country Type of company Type of tax

1. Austria “ Aktiengesellschaft “ Gesellschaft mit beschrankter Haftting Korperschaftsteuer
“Versicherungsvereine auf GegenseitigkéiErwerbs- und
WirtschaftsgenossenschaftehBetriebe gewerblicher Art von
Korperschaften des offentlichen RethtSparkasseh

2. Belgium “société anonyni#’naamloze vennootschdp“ société en Impot des SOcCiétés
commandite par actiot¥8 commanditaire vennootschap op aand&len vennootschapsbelasting
“société privée a responsabilité limitBéesloten vennootschap met
beperkte aansprakelijkh€id’ société coopérative a responsabilité
limitée'/” codperatieve vennootschap rbeperkte aansprakelijkheid
“société coopérative a responsabilité illimiteeodperatieve
vennootschap met onbeperkte aansprakelijRhégbciété en nom
collectif’/” vennootschap onder firfid société en commandite
simplé/” gewone commanditaire vennootschap

3.Czech “akciova spolénost’, “spolehost srdenim omezenyin “ve'ejna | Dai z prijma pravnickych osob

Republic obchodni spoknost, “komanditni spoknost, “ druzstvd;

4. Denmark | “aktieselskabun “anpartsselskah Selskabsskat

5. France “société anonynie “société en commandite par actin$société aj Impdt sur les sociétés
responsabilité limit€e “sociétés par actions simplifi€es‘ sociétés
d'assurances mutuelles “caisses d'épargne et de prévoydnde
“sociétés civiles “ coopérativey§ “ unions de coopérativés

6. Greece “evdvoun erapeia’, “ etoupeio weprwpiouevys evbong (EILE.)", DOPOG 160N UTOC VOUKDY

TPOCHOTOV

7. Estonia “taisthing’, “usaldusihing “osauhing, “aktsiaselty | Tulumaks
“tulundusuhistly

8. ltaly “societa per aziorij “societa in accomandita per azidni societa a| Imposta sul reddito delle persone
responsibilita limitatd, “societa cooperatiVe “societa di mutug giuridiche
assicuraziong

9. Cyprus “company in accordance&vith the Companys Law* Public Corporate| Corporation tax
Body as well as any other Body which is conside®d company in ®dpog icodnpatog
accordance with the Income tax Laws
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U U]

“société anonyme’, “société en commandite par actions”, “société a Impdt sur le revenu des

"o« "o«

10.Luxembourg | responsabilité limitée”, “société coopérative”, “société coopérative organisée collectivités

"o«

comme une Société anonyme”, “association d'assurances mutuelles”,
“association d'épargne-pension”, “entreprise de nature commerciale,
industrielle ou miniére de I'Etat, des communes, des syndicats de communes,

des établissements publics et des autres personnes morales de droit public”;

11. Malta “Kumpaniji ta' ResponsabilitaLimitatd’, “ Sasjetajiet in akkomanditg Taxxa fuq l-income
li I-kapital taghthom magsum f'azzjonijiet

“naamloze vennnootschdp “besloten vennootschap met beperkiéennootschapsbelasting
12.The aansprakelijkheiti “Open commanditaire vennootschap
Netherlands “Coobperatié¢, “onderlinge waarborgmaatschaphij “Fonds voor
gemene rekenirig “vereniging op codperatieve grondslag
“vereniging welke op onderlinge grondslag als vesra&r of
kredietinstelling optreedt

13. Poland “spétka akcyjnd, “ spétka z ograniczanodpowiedzialnéciq”; Podatek dochodowy od
os6bprawnych

14. Finland “osakeyhtio/aktiebolag’, “osuuskunta/andelslag”, “sééstépankki/sparbank’ Yhteisdjen tulovero/inkomstskattgn
and “vakuutusyhtié/férsékringsbolag”; for samfund

15. Spain “sociedad anonimg “sociedad comanditaria por acciorieg Impuesto sobre sociedades
“sociedad de responsabilidad limitaga

16. Hungary | “kozkereseti tarsasdg “betéti tarsasag “kozos vallalat “korlatolt | Tarsasagi ado
felelisség tarsasag, “részvénytarsasdg “egyesulés “kdzhasznd
tarsasag, " szovetkezét

17. Germany “Aktiengesellschaft, “Kommanditgesellschaft auf Aktlen Korperschaftsteuer
“Gesellschaft mit beschrankter Haftting Versicherungsverein auf
Gegenseitigkeit “ Erwerbs- und WirtschaftsgenossenschédfBetriebe
gewerblicher Art von juristischen Personen desrifiighen Rechts

18. Sweden | “aktiebolag, “forsdkringsaktiebolay “ekonomiska foreningdr | Statlig inkomstskatt
“sparbanket, “ dmsesidigdorsakringsbolag

20. UK Company registered in UK Corporation tax

21. Bulgaria | “ cooupamennomo  dpyswcecmso”, * komanoummomo  Opysuwcecmso”, | KOPIOPATUBEH JaHBK
“ Opyosicecmeomo ¢ oepanuuena omeogopuocm”, “ aKyuOHepHOMO
Opyarcecmso”, “ Komanoumnomo Opyarcecmeo c akyuu”,
“ koonepayuu”, * xoonepamusnu cviosu”, * dvparcasnu npeonpusmus’”

22. Ireland “public company limited by shares or by guarahtéprivate company Corporation tax
limited by shares or by guaranteébuilding society

23. Lithuania | Company registered in Lithuania Pelno mokestis

24. Portugal | Company registered in Portugal Imposto sobre o rendimento da

pessoas colectivas
25. Rumania | “societafi pe agiuni”, “societari in comandi# pe agiuni”, “societdyi | impozit pe profit, impozitul pe
Ccu raspundere limitat” veniturile ohinute din Roméania de
nerezider

26. Slovakia | “akciovd spolenos, “spolanog’ s ruw'enim obmedzenym| an z prijmov pravnickych oséb
“komanditna spoknos), “verejna obchodnéa spatnos’, “ druzstvd

27. Slovenia | “delniSka druzbg “komanditna delniSka druzha “komanditna| Davek od dohiika pravnih oseb
druzbd, “druzba z omejeno odgovornostjd'druzba z neomejenp
odgovornostjd
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7. Value-added Tax

According to the law‘On Value-Added Tax”, adopted in March 1995, VAT Hhasbe
charged on any supply of goods or services, onrttport of goods, as well as on self -
consumption. Until December 31, 2008 VAT rates w&gdbo, 5% and 0%. Staring from
January 1, 2009 VAT rate are 21%, 10%, 0%.

The supply of goods is the transfer of their owhgr¢o another entity so entitling the latter
to dispose of the transferred possession. Thestlst after completion of the construction of
a building is also regarded as the supply of goods.

The supply of services is a transaction based owitges carried out by an entity for a
consideration. They include the activities of safiployed individuals, the transfer (sale) of
any obligations, rights or intangible assets, al@ns to refrain from activities or to accept
any activity, as well as the lease of goods. Pals@elf)-consumption is the supply of one's
own goods and services to an entrepreneur, hidyfan@mbers, employees or other persons
free of charge.

VAT rate

General VAT rate is 21%. The reduced VAT rate 183plies to supplies to medicaments
and medical devices, to supplies of specializedywxts intended for infants, to inland public
transport services ( carriage of passengers arghgggin trams, trolley buses, city, district
and long-distance busses, and inland and intemativains, as well as inland flights), to
supply of heating to inhabitants, to supply of #ieity to inhabitants, to supply of natural
gas to inhabitants, except for natural gas for megdicles.

Input and output VAT

The VAT system is based on the principle that theldurden should be borne by the final
consumer and is neutral to businesses. VAT taxpayer entitled to deduct the tax paid on
their supplies (input VAT) from the tax which thelgarge their customers (output VAT), if

those incoming supplies ensure the entrepreneactaldity of the taxpayer.

The tax sums for the received goods or servicemghe invoices may be deducted after the
reception of the goods or services and the invoicgter the advance payment of the tax set
in the invoice. Input VAT may be deducted on acthases without a payment of invoices
for both goods and services.

Entities whose sales, excluding exempted salegeekks 10 000 within a 12-month period
are obliged, within the following 30 days, to régisas VAT payers with the tax authority.

VAT payer has rights to deduct VAT which was pagddve VAT registration certificate was
received. There are few exceptions for deducting ¥ér company recently registered as the
VAT payer. It is not allowed to deduct administoati expenses (office rent,
telecommunication expenses, fuel, transport réngjpods are bought more then 12 month
before registration as the VAT payer or servicesraceived 3 month before registration as
the VAT payer.
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Mandatory VAT registration

The law stipulates occasions when EU companies toanagister as VAT payers in Latvia:

» If an EU-registered VAT payer supplies goods toadvian entity not registered as a
VAT payer and that supply exceeds LVL 24 000 (EURLS0) within a 12 month period

» Regardless of amount, if a recipient is non VATisggged person and the excised goods
are to be supplied or goods are to be installeciaia

= If the services provided are related to culturg,education, science, sport or real estate —
regardless of the amount

= If the provided services relate to warehousingndpartation of goods or relate to
movable property (such as repair, assessmentfenaimnce), except leasing services

Real estate

If a real estate (or any part thereof) is solduripto operation within 10 years of the date of
purchase, part of the VAT deducted at the time ofcpase must be repaid to the
government. The amount is calculated as 1/10 ofd#ducted input tax multiplied by the

number of years remaining until the end of said/dér period (from the date of purchase or
placement in to operation). This repayable inputamount is included in the value of the
real estate, and a buyer shall not be entitlecetiudt it as input tax.

VAT paid on goods and services purchased for tmsteoction and repair of buildings is
deductible. VAT deductions do not apply to VAT paid the construction of facilities used
for VAT-exempt businesses or community infrastroetusuch as apartment buildings,
sports, medical and educational facilities, if dteenmunity facilities do not relate directly to
the commercial activities of the company.

Any VAT deducted shall be repaid to the state & thal estate is sold within 10 years of its
purchase or if it has been used for VAT-exemptdaations.

VAT refunds

VAT paid on goods purchased and services receiwetatvia by a company which is
registered as a VAT payer in any EU country, anchas actively engaged in business
activities in Latvia, may be refunded.
VAT paid on goods purchased and services receivédivia by a company from any third
country which is not registered as a company irvieainay be refunded according to the
reciprocity principle.
VAT refunds may be requested in the following cases
1. the term for which VAT repayment is requested isMeen 3 and 12 months, and
VAT paid for goods and services totals more thah 135
2. the term for which VAT repayment is requested is
a. calendar year, or
b. period less than 3 months and these are the lagthshof calendar year and
VAT paid for goods and services are more than LGL 2
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Documents required for VAT repayment are the apgibmn form, invoices (originals),
payment documents and a statement from the apptedax authority that the company is
registered as VAT payer in another country.

VAT paid by an individual from any third country @oods of value greater than LVL 25
purchased in Latvia and brought out of the EU may be refunded by licensed companies.

Investment in equity

There are rules effective January 1, 2002 detengithat it is possible to invest property in
equity of other company without restriction to detdpaid VAT.

The State Enterprise register has granted us raskct provide evaluation opinions of value
of shares and stock for purposes of investmeninid i equity of a company.

Importing fixed assets

In case of import of fixed assets (except carsj, intended for leasing companies, VAT
factually shall not be paid, namely, it is shown\és payable and deductible. A new
limitation is imposed, requiring in instances wlasset value exceeds LVL 50°000 to report
within next 5 years to tax authorities on use dfets for VAT exempt activities, if any
exempt supplies are VAT made, proportion of how ImWAT may be deducted shall be
calculated. The proportion is calculated as allabd& supplies without VAT (including
transactions with 0% VAT rate) divided by all tran8on exempt from VAT. If proportion
(including exempt transactions) is changed withiear, adjustment of the VAT deductible
shall be made.

Pricing

If systematically and continually price is chargeduyer below commercially substantiated
level, at the end of a taxation year additional VAmall be charged on the omitted
difference, except discounts.

Intra — community acquisitions

If a Latvian-registered VAT payer receives goodsrfran EU-registered VAT payer, they
have to show VAT as payable and deductible in tié&iT declaration, based on the invoice
received. If a Latvian non-VAT-registered entitgee/es goods from an EU-registered VAT
payer, and the total value of the goods receivegeds LVL 7 000, the Latvian entity have
to register as a VAT payer in Latvia.

Fiscal representatives

Changes to the VAT law, effective May 1, 2004, oduce the concept of VAT fiscal
representatives. If the responsibility for VAT pagmb lies with a fiscal representative, it is
mandatory that the Latvian VAT registration numlmenme and registered address of the VAT
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representative are mentioned in VAT invoices. lditon, VAT invoices must include the

following items:

= Date and number of invoice

= Supplier’'s and recipient’s names, addresses afidndnbers

= Date of supply

= Type of goods or services and quantity supplied

* Prices and applicable discounts

= VAT rate and amount plus cost of goods without VAT

» If 0% rate is applied or responsibility of tax pasmh is on the recipient of the goods or
services — reference to a respective article of &I on which zero rate is based, the
same is true for fiscal representatives.

Non-EU persons (for example, US companies) maystegvia fiscal representation in any

EU country based on local rules as VAT payer. Ush® registration number in Latvia will

be accepted for VAT zero export on triangle tratieas as described below.

Triangle supplies

There is a seller, a broker and a buyer in triatgdasaction. All the persons mentioned
before shall be VAT registered in different EU ctiies. Goods ought to be supplied upon
instructions of the broker to the buyer. Invoicesuied by the brokers will be subject to VAT
0%, if recipient of goods is VAT registered person.

Zero-rated supplies and exemptions

Pursuant to the law, the following groups of suppland services are subject to the 0% VAT
rate:

— export of goods if documents show that the gooude baen transported outside
the EU

— services which are related to export of goods oetshe EU
— services which are defined as “not supplied withatvia”

— goods and services related to the maintenance amdice of international
transportation

— certain tourism services

— on the basis of reciprocity, services and goodsatesl to diplomatic and
consular officers enjoying immunity

— certain services, if the recipient is a non-resigesuch as assignment, transfer
or grant of intellectual property rights; serviceelated to advertising and
public relations; legal, accounting, audit, consuodf, interpretation, expert,
engineering, market research, and management s=yviservices of patent
offices; data processing; exchange of know-howplsupf information; supply
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of staff, except education and training servicesising except real estate and
vehicles; telecommunication services; broker agesgryices

A number of goods and services are exempt from VAT®, certain services with an

educational value or cultural function, the salesbfres and not-newly constructed real
estate, lotteries as well as land.

The 0% VAT rate for intra-community supplies is bgg if the recipient of goods is an EU

entity which is registered with its home countryAT register and transport documents
demonstrate that the goods were actually deliver&the 0% rate is also applied to

intermediaries who re-sell goods to end consumetisirwEU countries. Reports on such
intra-EU supplies must be submitted to tax autlesriguarterly.

Administration

VAT owed to the government must be paid on a megnbasis by the 1% day of the
following month or, with the agreement of tax autties, by the 2% day of the following
month for companies with multiple branches. MoptAT returns are also required to be
filed. The annual VAT declaration is due no lateart by May 1 of the following year.

Penalties

Penalties for breach of the VAT law are 100% in antaf 100% the tax not paid. Penalty
applies also to increase of claims for VAT refumdl @mounts which refer to the next VAT
period (month), for example, VAT deduction is maadore a term.

8. Excise Tax

Pursuant to the law “On Excise Tax”, adopted onoBet 30, 2003, excise tax rates are as
follows:
- soft drinks (LVL 4 per 100 litres)

- coffee (LVL 100 per 100 kilograms)

- beer (LVL 4 per 100 liters)

- wines and other fermented drinks (LVL 40 per 10€r§)

- alcoholic beverages up to 15 proof (LVL 42 per 1it8s)

- alcoholic beverages between 15-22 proof (LVL 70387 liters)

- other spirits and alcoholic beverages (LVL 825 J@0 liters)

- cigarettes (LVL 22.5 per 1000 cigarettes; 34.5%hefretail price)
- cigars (LVL 11 per 1000 cigars)

- tobacco (LVL 14-23 per 1000 grams)

- petrol, diesel (LVL 234-300 per 1000 liters)
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- oil-gas (LVL 90 per 1000 liters)
- products used for heating (LVL 11 per 1000 liters)

Generally, excise tax for alcohol and tobacco petglus paid by purchasing excise tax
stamps.

9. Natural Resources Tax

According to the law “On Natural Resources Tax” gt@éd on December 15, 2005 the
following conditions are applicable for calculatingtural resources tax. Taxable activities
are the following:

extracting of natural resources, including harvestf Roman Snailslelix pomatia L.
polluting of environment;

selling of goods harmful to environment (includmgnitors, cell phones, fridges, TV);
importing of packaged goods;

selling in retail and by catering companies the-rexyclable tableware and packing;
using of radioactive substances producing waste;

registering of first time end-of life vehicles;

emitting of gasses resulting in greenhouse effect;

pumping of the natural gas in geological structures

Packaging tax

Tax on the packaging of products is calculated veryeunit of packaging. The number of
packaging units should be specified by accountioguthentation and an act on usage of
packaging standards, or by supplier's statemerfiraaing packaging kind and weight, or by
agreement on obtaining goods, or by a cargo wagpproved by customs authority if goods
are imported from non-EU countries, or by consumpof packaging standards per unit.

Tax is imposed on the following packaging typessgl(tax rate- LVL 0.20 per kg), pulp and

other natural-fiber raw materials, (LVL 0.15 /kg)lymers (LVL 0.60 /kg), metal (LVL 0.45
/kg), paper, monitors (LVL 1.05/kg), cell phoned/(L1,5/kg), fridges (LVL 0.65-1.05/kg).

10. Gambling Tax

According to the law “On Gambling and Lottery Takemdopted on in 1994, gambling and
lottery tax is levied on business entities thatehalstained gambling licenses. The cost of an
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annual license is LVL 25 000 or LVL 300 000 for eggment into totalizator gambling
services.

Gambling tax is payable for each gambling facility gambling machines annually. For
example, each roulette table is subject to LVL 9&f0nbling tax; eachotalizator to
LVL 30°000; each slot machine to LVL 1680, eachdorwith up to 100 seat occupancy to
LVL 12°000. Success telephone games — 10% of reaenu

Lottery tax of rate 8% is imposed on revenues ftbensale of lottery tickets. Revenue from
sale of instant lottery tickets is subject to 10 gent tax.

11. Special Taxation Regimes

Pursuant to the law "On the Application of TaxesHree Ports and Special Economic
Zones" adopted in 2001, a special tax regime malyajp companies operating in the
Liepaja or Rezekne Special Economic Zones, or thgdRor Ventspils Free Ports.

The applicable tax holidays or favorable conditiars as follows:

— 80 or 100% rebate on real estate tax
— 80% rebate on corporate income tax on income ddnwighin the zone

— 80% rebate on withholding tax for dividends, mamaget fees and payments
for use of intellectual property

— VAT at 0% rate for most goods and services supghedithin free zones,
including storage

— VAT, excise tax and customs duty exemption on impofree zones from
foreign countries and on export to free zones aliroa

— expatriates who pay social insurance in their hotoentries may pay social
insurance on a fixed amount, currently 15 minimuomtinly salaries per annum

As from January 1, 2003 rebates may not exceedd@@be amount invested.

Tax holidays could be applicable only if permissisrreceived. Permissions are issued by
Authority of Special Economic Zone or Free Porttnfission may be issued for companies
located in the territory of special economic zondree port and performing entrepreneurial
activities only in the territory of a special ecomo zone or free port.

The following are not considered as an entreprealeactivity outside of the territory of a
special economic zone or free port- the locatiothefadministrative institutions outside of
the territory of a special economic zone or freet,pihhe conduct of negotiations and the
concluding of contracts outside of the territoryao§pecial economic zone or free port, the
transit of goods from or to the territory of a spé@conomic zone or free port, and other
activities not having the nature of the executiba goods-money transaction.
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ACCOUNTING AND AUDITING

1.General information

The law “On Accounting” and the law “On Annual Refsoof Enterprises” are the basic
laws, which regulate bookkeeping and financial répg in Latvia. Both laws are based on
the 4" and 7" EU directives. Latvian accounting standards apiegble too.

In addition, the law “On Sworn Auditors” was adaptey the Saeima on May 22, 2001, and
came into effect on January 1, 2002.

Law on Accounting

The law “On Accounting” outlines the basic prina@pland rules, which must be followed in
accounting records, stocktaking and annual repprtifhe accounting records shall be
confirmed by supporting documents which shall contizfinite information, etc.

The law applies to all enterprises, regardlesshef type of entrepreneurial transactions,
which they undertake or of the property they possdésalso applies to the permanent
establishments (subsidiaries, departments) ofdoreivned, as well as to all institutions and
organizations which are financed from the state amthicipal budgets, to all public
organizations, their associations, foundations wittited number of participants, religious
organizations, trade unions, individual merchant @l individuals.

Law on Annual Reports of Enterprises

The law “On Annual Reports of Enterprises” appliesll enterprises that are registered in
Latvia, irrespective of the type of commercial sactions they undertake or of the property
they possess. The law neither applies to farmdiahdry farms nor to individual businesses
where the annual income from business transactioes not exceed LVL 200000 at the

start of the reporting year. In addition, the lawes not apply to banks or to credit

institutions and insurance companies, which araleégd by special acts of parliament.
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2. Accounting and annual financial reporting

Accounting records

According to laws, accounting records shall clealigplay the transactions and financial
results of a company, and it shall give a true tadview of its financial position. The
records shall be kept in such a manner as to eaalylperson who is qualified in accounting
to clearly identify the financial position of a cpany as well as the business transactions
made in a given period of time, and to enable #rsgn to ascertain both the beginning and
the sequence of each transaction. The accountimgigles addressed in the law “On
Accounting” are those of going concern, consistenogntinuity, clarity, truthfulness,
comprehensiveness, the accrual method of accoyativtgthe historic cost principle.

The measure of value must be a monetary unit oRijgublic of Latvia (Latvian lat), and
Latvian must be used as the language of accourifiagpartner in the economic entity is a
foreign individual or a legal entity (registeredngoany), a second language, which has been
agreed upon by the parties and is acceptable tautdaors, may be used. All the codes,
abbreviations, separate letters and symbols useddaunting records shall be explained.
Usually double entry system should be used for comgs.

The accounting records and all the confirming doeatation shall be stored in Latvia. Each
entry in the accounting ledger must be confirmedabgocument justifying that entry. A
justifying document shall contain: the name of doenpany; the number under which the
company is registered with the registration autiesj the name, number and date of the
document; the description and justification of thesiness transaction; the measures of the
operation (quantity, sums) and signatures of persesponsible for the execution of the
transaction and the correctness of the informgti@sented. The additional requirements for
specific documentation, such as the presence dfahk etc. are provided by the Cabinet of
Ministers.

The information and data which shall be include@mannual report are not classified as a
commercial secret of the company. All the otheoinfation included in the accounting
records is considered to be a commercial secremp@ay’'s secret information shall be
disclosed to the auditors, to the tax administrateviewing the declared taxes, as well as to
the other state institutions in accordance withpteeedures provided for by the legislation.

The accounting period shall cover 12 months. Ugudiie beginning and the end of an
accounting period concurs with the calendar yeawdver this period could be different if
the company’s charter so provides. The companiaghaform part of a group, shall have
the same accounting period.

The accounting period may be altered. The chang# ba justified and explained in the

notes to the annual report. A newly formed compamgy have a longer or a shorter
accounting period for the first year, but it may esceed 18 months. The accounting period
shall not exceed 12 months if it is changed foameady existing company. The accounting
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period may also be shorter than 12 months whehneredt company terminates its activities or
the beginning of the accounting period is changed.

Reporting requirements

An annual report, as a whole, consists of a balaheet, a profit or loss statement, a cash
flow statement, and statement on changes in egexglanatory notes, and other relevant
information, the management report and auditop®reand should be in accordance to the
law “On Accounting” and the law “On Annual RepodtEnterprises”. The annual report
shall give a true and fair view of the company'seds, and of its liabilities and financial
results, and must be written in Latvian and the etary unit of the Republic of Latvia shall
be used as a measure of value.

All the items in the annual report shall be valwtording to the following accounting
principles:

— it shall be assumed that a company will continuegderate (going concern);

— the same valuation method as in the previous réppryear shall be used
(consistency);

— the valuation shall be done carefully, consideritige following conditions
(prudence);

- the annual report shall include only the profit at the
date of drawing up the balance sheet;

- all provisions for the risk and losses incurred idgr the
current or previous reporting years shall be takemo
account, even if they have become known in theperied
between the drawing up of the balance sheet and the
annual report;

- all reductions in value and the amounts depreciatbdll
be taken into account regardless of whether thentam
year has ended in profit or loss.

— all income and charges related to the reporting rysaall be considered
regardless of the actual date of payment. Chargpedl e co-coordinated with
the income in the respective periods of the repgryiear;

— the items of assets and liabilities shall be valseparately;

— the opening balance of each reporting year shalrespond to the closing
balance of the previous year;

— all the items that significantly influence the \ation or the decision making of
those who use annual accounts shall be shown. |temimsch do, not
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significantly influence the annual report but whictake it too detailed may be
shown as one item on the balance sheet and ornrdifi¢ gnd loss statement. In
this case, the disclosure of the consolidated itemd the details shall be
disclosed in explanatory notes;

— the business transactions of a company shall berded and presented in the
annual report, having regard not only to their légarm, but also to their
“economic content and essence”.

These reporting conditions may be disregarded wegtkonal cases. Any such deviation
shall be explained in the notes, indicating iteeffon the assets, liabilities and financial
results of a company.

Consolidated reporting

Consolidated reporting is regulated by the l&@wn“Consolidated AccouritdParent company
has to prepare annual accounts of a group in taetélva group two years exceeds any two
of the criteria below:

— total assets: 1 000 000 Lats;

— net turnover: 2 400 000 Lats;

— average number of employees in the reporting y2a0:

The preparation of the annual report of a groupashpanies requires the application of the
same accounting principles in all companies ofghmup in order to reflect their business
transactions in the same manner. If the accounpirigciples, which are applied in a
subsidiary, differ from those applied by a paremmpany, corrections must be made to the
subsidiary’s records when making the consolidatatual account. This will allow all the
transactions to be reflected in the same conditithnsis not possible to adjust the records,
this shall be pointed out and explained in the obdated annual report. Furthermore, the
proportion of the subsidiaries applying differecaunting principles in the consolidated
annual account shall be indicated.

Statutory audit of financial statements

In the event that the company exceeds two of therier listed below, the annual reports
shall be audited by a certified auditor:

— total assets: 250 000 Lats;
— net turnover: 500 000 Lats;

— average number of employees in the reporting y2ar:
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A certified auditor shall submit a report on thel@ results in writing. The auditor’s report
shall specify in particular, the following:

— whether the annual report and the management repbithe company or a
group of companies have been prepared accordindpilip

— whether the annual report gives a true and fainwigf the assets, liabilities and
financial results of the respective company atehd of the reporting year, as
well as of the profits and losses during the rejporiear;

— whether the legal representatives of the compane tlaven all the required
information and explanations to the auditor.

A company shall submit a copy of the audited anmapbrt, the management report, the
auditor’s report and the copy of minutes of the timgeon which the annual report was
approved by the shareholders, to the tax authoatyater than a month after approval of the
annual report, and not later than four months dfterend of the reporting year. The time
period between the submission of the above-merdiatecuments, and the end of the
reporting period shall not exceed seven monthsagplies both to the parent company of
the group and to other companies in the group wlxdeeds two of the following criteria:

— total assets: 1 000 000 Lats;
— net turnover: 2 400 000 Lats;

— average number of employees in the reporting y2a0.

Additionally, if either the distribution of the anal profit or the coverage of losses is not
included in the annual account, a copy of the neéswf the shareholders’ meeting showing
the distribution of these profits or losses musgiven to the tax authority.

Publication of annual reports

The law “On Annual Reports of Enterprises” regudatee publication and storage of annual
reports. All submitted annual reports have to belenaublicly available to any person who
has paid the due fee.

If it is intended to publish a complete annual actmf the company or to publish an annual
account of a group of companies, the documents lseah the same form and wording as at
the time of their auditing. Furthermore, the docuotaeshall include the auditor’s report and
notes, if there are any. If the auditor has hadamgplaints, or he has refused to prepare the
auditor’s report, this shall be declared and arlaaqgiion given. The recommendations and
decisions concerning the distribution of profittbe covering of losses shall be shown either
under corresponding items in the balance shediegrdhall be published separately.

If the annual report and other auditing documergsnat published in full, it shall be clearly
stated that the publication is not complete and ttia complete file of the annual report is
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available at the Enterprise Register of the ReputdliLatvia. The auditor’s report shall be
published in full, regardless of whether the anmapbrt published is complete.

Companies and groups of companies shall publisin badance sheet and profit or loss
statement in the publication indicated by the Eprise Register of the Republic of Latvia if
two of the following criteria are exceeded:

— total assets: 1 000 000 Lats;

— net turnover: 2 400 000 Lats;

— average number of employees in the reporting y2a0.
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COMPETITION

1. The Competition Act

Competition is regulated by Competition Act of Gmo 4, 2001. It introduces far stricter
control to ensure fair competition. The rules oblibited Agreements, Dominant Position,
Merger Control and the Unfair Competition are pd=d there.

2. Prohibited agreements

The Competition Law prohibits and proclaims nullamid all agreements that have been
entered into with the purpose or consequence tigisg competition. Actions, which
restrict competition, are:

— the fixing of the price or the exchange of releyante information;

— the fixing of the production volume, restriction iofvestments or technical
development;

— any division of market;

— conditional conclusion of agreement on acceptarfcebtigations that are not
connected with the subject of the agreement;

— participation or refusal to participate in tendeos bidding, or in the agreement
on the rules of the tender or bidding except fosesawhere the competitors
jointly declare the offer for rules;

— application of different conditions to the equalbstance agreements if it
creates competitive disadvantage;

— activities restricting any other member of the nearkom entering the market
or forcing its departure from the market.

If the activities of this type are detected by @@mmpetition Council, the authority is entitled,
in some instances, to order the termination ofatttevities in question and to impose on the
market member a penalty up to 5 per cent and orpebtars - up to 10 per cent of the net
turnover of the last financial year. Non-complianvegh the decision regarding restrictive
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practices entitles the Competition Council to iase the penalties up to the maximum
amounts (5 and 10 per cent). The decision of theg&ition Council may be appealed to
the administrative court.

3. Release of prohibited agreements

The Regulations on the release of vertical agresméom prohibition of agreements
according the Competition Act determinates procedunw separate vertical agreements
between members of the market are liberated frenptbhibitions.

The main requirements which shall be met are tHeowing: the market share of
agreement’s participant in the relevant marketasmore than 10 %; the market share of
supplier in the relevant market is not more thar®@dhe market share of the buyer is not
more then 30 % regarding exclusive supply (distidn) (the seller is obligated to sell goods
only to one buyer in specified territory for spéciae and resale).

Agreements between competitors (horizontal agretshertiso may be liberated from the
prohibition and the main requirements which shalrbet are the following: combined
market share of market participants, who has agoegdint purchase, sale, distribution and
advertising of goods in the relevant market, ismote than 15 %; combined market share
of market participants, who have entered in umidtspecialization agreement (one market
participant undertakes to cease or refrain frontgeding of some certain goods and obtain
them from competitive participant of market, butnmgzetitive participant of market
undertakes to produce and deliver these goods) muiual specialization agreement (two or
more market participants mutually agree to ceaseptioduce of some certain (different)
goods and obtain these goods from other markeicppamts, who agree to deliver these
goods), or in agreement on joint production of ggadd relevant market is not more than
20%.

4. Dominant position

A market participant is in a dominant position & has the capacity to significantly hinder,
restrict or distort competition in any relevant kedrfor a sufficient length of time by acting

with full or partial independence from competitocsients, suppliers or consumers. The
market member is prohibited from taking advantaigghe dominant position in a malicious

manner.

Among other malicious acts, the law particularlfires the following prohibited activities:

— the refusal to conclude an agreement with any otharket member without a
substantiated reason;

— the decrease in volume of manufacturing goods, eshriical development
without a valid reason;

43



LAW FIRM
GENCS VALTERS

— the imposition of rules according to which the dasmon of the agreement with
any other market member is dependent on the acoeptaf conditions that are
not related to the subject of the agreement;

— unfair price fixing or the imposition of unfair cditions of trade;

— the application of different conditions to equivaleagreements if it creates
competitive disadvantage.

If a market participant is in dominant positionretail trade, the law defines to such market
participants special following prohibited activiie
Application or imposition of unfair and unjustiie

- provisions in relation to the returning of goods;

- payments for the presence at a retail selling pofrthe goods supplied;

- payments for the entry into a contract;

- payments for the supply of goods to a soon-to-leseq retail selling point;

- lengthy settlement periods for the goods delivered;

- fines for violating the provisions of a transaction

If the Competition Council detects malicious adtes, it is entitled to order the termination
of the activities and to impose a penalty on theketaparticipant in question in an amount
of 5 per cent of the net turnover of the last ficiahyear. If malicious activities are detected
in action of market participant who is in domingmusition in retail trade, penalty will be

imposed in amount up to 0,2 per cent of the netower of the last financial year. Non-

compliance with the decision entitles the CompmtitCouncil to increase the penalty up to
10 per cent, but in case market participant isamithant position in retail trade, penalty will

be increased up to 2 per cent calculated from ¢hhéunnover of the last financial year.

5. Merger control

Merger notification shall be given to the CompetitiCouncil, if combined net turnover of
the parties of merger exceeded Ls 25 million ferldst financial year.

6. Merger notification

Companies with joint turnover of the previous fiogh year not less than 25 Millions
lats, who intends to merge, shall submit a fulkianotification to the Competition Council.
The short-form notification report shall be submedttif: none of the participants in the
merger operates in a single concrete market omaiket that is vertically related thereto; or
the combined market share of the merger particgpent concrete market does not exceed
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15 per cent. The notification to the Competitionu@ail shall not be submitted if the
turnover for the last financial year of one fronotwerger participants does not exceed Ls
1.5 million.

It is specified, that the turnover of the margetticipants shall be calculated by summing
the proceeds from the activity, from the purchasgomds and services only in Latvia in the
prior financial year. If the companies do not subsnich report, a penalty up to Ls 1000 per
day can be fined.

7. Unfair Competition

Unfair competition is defined as an activity, whidblates law or fair business practices and
which, may result in the restriction, deformation smppression of competition. The law
regulates:

— usage or reproduction of the name, marks or otleracteristics of any other
market member when the usage or suppression mayidleading as to the
identity of the market member;

— the usage of a trademark or the reproduction ofd&raexternal appearance,
labels, packaging or name of goods manufacturedeatized by any other
member of the market if the foregoing activitieg/rha misleading as to origin
of the goods;

— the dissemination of false, incomplete or distoritg@fdrmation regarding any
other member of the market; its participants or geonanufactured or realized
by the member, if the dissemination may cause desnag

— the appropriation, usage or dissemination of tragerets without the consent
of the owner;

— the influencing of any other member of the marlethibeat or bribery in order
to create a competitive advantage, if the foreg@aotyvities may cause loss.

Violation of unfair competition prohibition rulese being settled at the court.
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IMMIGRATION AND RESIDENCY

1. General information

Citizens from the following countries (EU, EEZ a8ditzerland) may enter in the Republic
of Latvia without a visa and stay in Latvia for tg 90 days within a six-month period,
counting from the day of entry: Austria, Belgiumze€h Republic, Cyprus, Denmark,
Finland, France, Germany, Greece, Hungary, Estdnééand, Iceland, Italy, Lithuania,
Liechtenstein, Luxemburg, Malta, The Netherlandsyvdy, Poland, Portugal, Slovakia,
Slovenia, Spain, Sweden, Switzerland, United KimgdBulgaria and Romania.

Citizens from the following countries may enter tire Republic of Latvia without visa
according to the EU regulation No. 539/209 AndoArgentina, Costa Rica, Croatia, Israel,
Japan, Korea (South Korea), Monaco, Panama, Singapdruguay and Special
Administrative Regions of the People’s RepublicGifina: Hong Kong SAR and Macao
SAR passports, UK passport British Nationals (Osas3.

Under this regime, foreigners from these countm@y stay without visa in Latvia for up to
90 days within six month period, counting from thay of entry. In addition, under a
unilateral step taken by Latvia, USA, Vatican C8tate, Australia, New Zealand, Canada,
Nicaragua, Honduras, Brazil, Brunei, Chile, Guateandalaysia, Mexico, Paraguay, El
Salvador, Venezuela and San Marino citizens may stisy in Latvia up to 90 days a year
without a visa.

2. Work permits

A work permit is necessary for all foreign natichalho wish to work in Latvia, as well as
for persons having signatory rights in legal enpity atvia.

Work permits are not required for EU, EEZ membatesand Switzerland citizens since May
1, 2004.

3. Residence permits

An application for a residence permit should eithersubmitted to the Latvian Embassy in
the foreign national’s country or locally to thepappriate office of the Latvian Office of
Citizenship and Migration Affairs.
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Foreign nationals must obtain residence permitegae in Latvia longer than three months,
except for holders of special visas and diplomasas. Residence in Latvia may be granted
only in the cases when the purpose of entry isofilee following:

— studies;

— scientific work;

— commercial work;

— living with a spouse who is a citizen of Latvia,

— living with a spouse (a foreign national) who hateaporary residence permit
or permanent residence permit in Latvia.

The Latvian Labor Department must approve employmieritation. The approval
procedure takes approx. 5-10 days. The resideneeitpien is issued for the time period
mentioned in employment invitation. The employmienitation is not necessary for board
and council members.

4. Residence permits (registration certificates) fothe EU, EEZ and Switzerland
citizens

If individuals from EU, EEZ and Switzerland stayliatvia more than 90 days starting from
first entrance day, he/she has to register in ttgihn Office of Citizenship and Immigration
Affairs. Registration is not required for EU citiein case if they stay less than 90 days
within half a year in Latvia, and stay in Latvia tgp6 month within 1 year (starting from
first entry) for employment purpose in Latvia. lfese above conditions are not met, the
registration is required.

Individuals from EU, EEZ and Switzerland may reeedvregistration certificate based on:

= employment or other agreement;

= status of self-employed person;

= status of service provider;

= if individual has sufficient maintenance (now thranhigration department has set LVL
1680 limit per month).

= studies.

To obtain a registration certificate because of legipent for EU, EEZ and Switzerland

citizens the following documents will be required:

= passport;

= employment or other agreement;

= 1 photos;

= fulfilled application form (requiring to discloseaformation regardless individual and
his/her family).
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All required documents shall be submitted in themigration department personally.
Individual should receive a registration certifegiersonally.

No state duties are required for a registratiortifeeate for EU, EEZ and Switzerland
citizens.

5. Registered place of residence

Foreign individuals who wish to stay in Latvia mdhan 1 month and who has received
residence permit or registration certificate argpomsible to register their residence place
according to the Latvian legislation. The registratbasis is property rights; rent (lease)
agreement; family relationship etc. If the persoesinot comply with this requirement the
administrative penalty is applicable by the Immiigna police.
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INTELLECTUAL PROPERTY

1. Membership in international agreements concernig intellectual property
Latvia is a member to the following internationgteements:

Latvia has ratified following international agreaemeregarding intellectual property:

“The Paris Convention”;

“Patent cooperation Treaty”;

“WIPO”;

“The Madrid Agreement Concerning the InternatidRagistration of Marks”;

“The Budapest Treaty on the International Recognitf the Deposit of Micro-organisms
for the Purposes of Patent Procedure”;

“The Nice Agreement Concerning the InternationasSification of Goods and Services for
the Purposes of the Registration of Marks”;

“The Bern Convention for the Protection of Literanyd Artistic Works”;

“The Trademark Law Treaty”;

“The Agreement for the Protection of Intellectuabperty between the Republic of Latvia
and the United States of America”;

WIPO Copyright Treaty;

WIPO Performances and Phonograms Treaty;

Extension Agreement on European Patents with EPO;

European Patent convention;

The Agreement on Trade-Related Aspects of Intelidd®roperty Rights (TRIPS).

Furthermore, since 1 May, 2004 the protection téliactual property in Latvia is based on
laws, harmonized with the legislation of EU. All ilBpean Union normative acts related to
the intellectual property enter into force withpest to Latvia.
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2. Patents

General principles

A Latvian “Patent Law”was passed on 15 February, 2007.

The law contains provisions relating to the pateletaubject matter, the subjects of patent
rights, the procedure for granting patents, intéonal applications under the Patent Co-
operation Treaty, the European patent extensidmtiza, the functions of the Latvian Patent
office, and the rights derived from patent. It adgals with the infringement of patent rights,
the exploitation and licensing of a patent andethiercement of patent rights.

Patentable subject matter

A patent is granted in accordance with the patpptieation, which is filed to the Latvian
Patent office. A patent may be granted for an itle@nwhich is new, industrially applicable
and which has inventive step. Non-patentable subjeatters are discoveries, scientific
theories, mathematical methods, designs, methadsefdorming mental acts, software and
methods of presenting information, if the above-tiwered subject matter as such is claimed.
Also, inventions, which are contrary to public ardend morality, as well as varieties of
plants or animals or essential processes of thiedical production of plants or animals
(except microbiological processes), are considasagon-patentable subject matter.

Generally, the patentability criteria in Latvia cspond to those set by the European patent
convention. The Latvian Patent office does notqrenfa substantive examination of a patent
application;i.e. it does not check the conformity of the inventitin the provisions of
patentability. After a preliminary examination ierfpormed, the invention is published, and
third parties are invited to submit their oppositdo registration, within nine months of the
date of publishing.

Exclusive rights

The exclusive rights to patents are effective fribia date they are granted and expire no
later than twenty years from the filing date. Thxelesive rights may be ceased prior to the

expiration of twenty years from the filing date &gourt decision, or as a consequence of the
failure to pay the patent maintenance fee.

The ownership of a patent grants the owner theuska@ right to produce and to use the
patented product, as well as to offer it for sédeput it into circulation and to import or
stock the patented product for the above-mentignedoses. It also bestows upon the owner
the right to use the patented process and to ibfier sale, to put it into economic circulation
and to import or stock the patented product forabeve-mentioned purposes, a product that
is obtained with a patented process.

Fair use
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The extent of exclusive rights is determined by ¢lems of the patent taking into account

substance of the invention. The fair-use doctr;@pplicable to exclusive patent rights.

Exclusive rights are not extended to the use ofptitented subject for non-profit purposes,

scientific experiments or research as well as #mstirtg of a patented invention and

preparation of medicine and in pharmacy in excepli@eases as prescribed by a doctor, the
exploitation of patented product after the firstesand to the construction of any foreign

means of transport which temporarily enters Latvia.

European patent extensions

A European patent, which has been extended to d,aihdas the same effect as a domestic
patent, except that the exclusive rights are temteth no later than twenty years from the
date on which the Latvian Patent office has reakittee application of registration of the
European patent.

3. Trademarks

General principles

The legal status of trademarks in Latvia is deteadiby the law'On Trademarks and
Indication of Geographical Origin’of 16 June 1999. The law has provisions relatinthée
procedure for trademark registration, use of aeinsatk, expiration of the trademark and
applicability of international agreements.

A trademark or a service is used in order to digtish the goods and services of one
enterprise from those of another enterprise. Tradksnmay consist of words, letters,
numbers, first names and surnames, graphics, thneensional shapes, light signals or of
any combination of the above-mentioned items.

Exclusive rights

A registered trademark gives the owner the exctusight to use the trademark and to
transfer the associated rights, as well as to pibbthers from using the mark and similar
marks in relation to goods in respect of whichrtek is registered and in relation to similar
goods, if the use of this mark is likely to confusensumers or create association. A
registered trademark is valid for ten years. Aérpiration of the term, registration may be
renewed continuously. Well-known trademarks aréqated in Latvia without registration.

Criteria for registration

Certainsigns may not be registered as marks, namely twbgeh reproduce the names of
firms and products which are well-known in Latves well as marks which reproduce
trademarks belonging to any other person and ark-kwewn in Latvia or similar
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trademarks if there is a likelihood of confusionassociation, even if the trademarks are not
registered in Latvia.

The registration of a trademark is done by filingrademark application to the Latvian
Patent Office. After preliminary and substantiveanation, the mark is published, and
third parties are invited to submit oppositionsiagathe registration of the mark within 3
months of the date of publication.

Enforcement

The law sets forth the legal procedure for enfaydime trademark rights. The owner of the
trademark is entitled to initiate litigation agdir@y infringing use of the trademark by a
third party and to make a claim to terminate tHanging use. The owner may also seek an
indemnity for incurred losses, by demanding thatittfringing packaging be changed or he
may seek the destruction of the infringing goods.

Community trademarks

As from the date of Latvia's accession to the EeaopUnion ie. May 1, 2004, the

Community trademarks are extended to Latvia. ThenCib Regulation on the Community

trade mark, as well as other EU normative actdedlto the trademarks enter into force with
respect to Latvia.

4. Designs

Pursuant to thellaw onDesigns’, the design is the appearance of the whole ortaopa
product resulting from the features of, in parteulthe lines, contours, colours, shape,
texture or materials of the product or its decoraornamentation). Product is any industrial
or handicraft item, including inter alia parts imded to be assembled into a complex
product, packaging, get-up, graphic symbols anddggphic typefaces.

The owner of a design has exclusive rights to #&gh. The owner is entitled to use the
design, to offer it for sale, to put it into ciratibn and import, to export or stock the design
for the above-mentioned purposes. The designer masal rights of non-transferable
paternity as an author of the design. The desigalid for five years. Upon the expiration of
this period of time, registration may be renewedhetame for a new five-year period until
the maximum time period for the protection of aiges— 25 years from the filing date — is
reached.

A design is granted according to an applicationictvimas been filed with the Latvian Patent
Office. A design may be granted if it is new and Iradividual character. Legal protection
shall not be granted to the appearance of a proatath is in conflict with the public policy

or socially accepted principles of morality, to features of the appearance of a product that
are solely dictated by the technical functions lé tproduct, to such features of the
appearance of a product which must be reproducad gxact form and dimensions in order
to permit the product in which the design is in@ygted or to which it is applied to be
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mechanically connected to another product, plaogal another product, placed around or
against such product, so that in addition both pct&l should be able to perform their
functions.

The Patent Office does not perform substantive exations of design applications. After a
preliminary examination is performed, the designpisblished and the third parties are
invited to submit their oppositions to the registma of the design within three months of the
publication date.

Since May 1, 2004, when Latvia entered in the EeaopUnion, the Council Regulation
(EC) No 6/2002 of 12 December 2001 on Communitygissis into force in Latvia and the
Community designs are extended to Latvia.

5. Copyrights

The “Copyright Law” of 6 April 2000 applies to works of science, lgere and music,
software, as well as to works of visual art, iredpre of the purpose or merit of the work or
the mode of its expression. Also, copyrights maybtined on derivative works, such as
translations and adaptations, works that have Egne, annotations, synopses, summaries,
reviews, musical arrangements. Copyrights can laésgranted to the collections of works,
for instance encyclopedias, anthologies and atlassswell as databases and other
compilations, which, by the selection and arrangenoé the material, have resulted in the
creation of a work. In order to be subject to cagiyr, the works, ideas and concepts must be
made known to the public in any form.

Rights of author

The author of a work, independently of his econongbts, has inalienable moral rights.
Copyrights bestow exclusive rights to the authod anable him to use the work and to
derive profit from it.

Duration

A copyright is in force throughout the author’'selibnd for 70 years after the author’'s
decease. The copyright for a work made availatikr decease of its author remains in force
for 70 years after the date it was lawfully madaikable.

Fair use

Copyrights are restricted by fair use provisionsir Fuse is allowed when a work is

reproduced for the use of work for informationaldaeducational purposes, in the

reproduction of works by libraries and archiveg tise for judicial purposes, and the use of
works permanently exhibited in public places andtimer instances.

Neighboring rights
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The Copyright law specifies that the owners of hbaing rights are the performers, the
producers of sound recordings, broadcasting org#aizs, and producers of films or their
successors in interest or heirs.

Neighboring rights are effective for 50 years afteey have been first performed or
produced. The rights with respect to producersoahd recordings are effective for 50 years
after the first sound recording is released. Tiyhts of broadcasting organizations are
effective for 50 years after the first broadcasthat organization.
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COMPANY REGISTRATION

1. General information

The most common form of a business presence inidasva limited liability company
[SIA]. The minimum share capital required to estbl limited liability company is LVL
2000 (EUR 2845) which shall be paid before a compangistration with the Commercial
register. As an alternative, a share capital mapbested in — kind by different assets.

Besides, a branch engaging in business may beeemgisin Latvia. Ordinary the permanent
branch will be regarded as a part of a head oHitg will not have a separate legal entity
status.

2. A limited liability company registration checklist

Please, see below documents required to settiragliogted liability company in Latvia.

1. Application form which must be signed by all fourgleSignatures and capacity of
signatories must be certified by a notary.
The power of attorney issued by a founder to amogi@eson, authorizing such a
person to sign the application, must be notariddte signature of the authorized
person on the application form must be notarizedelb

2. Shareholders’ agreement shall be signed by alldets In case of a sole founder the
Memorandum shall be replaced by Resolution on pa@tion.

3. Copies of the founders’ passports.

4. Articles of association signed by all founders. Galeprovisions, which may be
included in the articles:
1) payment of a share capital (if the price of thessubed share is not
paid)
- the share shall be transferred to the Company;
- only the number of paid up shares shall remain;
- a penalty on non-compliance with the deadlines rbay
imposed,;
2) each share entitles to one vote (articles of aggoni may provide
otherwise);
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3) encumbrance of shares may be prohibited,;

4) it can be stipulated that in the event of deatla @hember, his/her
share shall be transferred to the company. In sask the company
shall be obliged to pay compensation to the deceasember’s
heirs in accordance with the liquidation quota, ahhiwould be
receivable by such a heir;

5) claim on expulsion of a member may be filed by merab
representing at least % of the share capital (lnighenber of votes
may be determined);

6) the Meeting of share holders is competent, if nthean one half of
members participate in such meeting (articles sbeagtion may
provide for higher quorum);

7) resolution of members shall be passed by more tmen half of
votes represented (articles of association may igeoYor higher
quorum);

8) resolution on amendments to the articles of asBonisshall be
passed by at least 2/3 majority of votes presenthatmeeting
(articles of association may provide for higher muno);

9) resolution on changes in the share capital shafldssed by at least
2/3 majority of votes present at the meeting (Er$iof association
may provide for higher quorum);

10)the Board shall be obliged to convene meetingshm évents
stipulated in the articles of association;

11)certain issues may determined as being exclusirgetence of the
Meeting of share holders;

12)the articles of association may prescribe the ghaefor convening
the meeting (as in provisions of law — notice ofetimgg must be
delivered at least two weeks prior to the meeting);

13)it may be stipulated the Chairman of Board is apigal by the
Council (if the Council is established);

14)representation of Board members:

- jointly;

- each individually;

- mixed- e.g. chairman individually, other two mesnbjointly.
15)term of representation rights (1, 2, 3 years).

16)articles may stipulate that the Board member magtibgualified on
the basis of:

- gross misuse of authority material misconduct;

- non-fulfillment of incomplete fulfillment of obligaons;
- inability to manage the company;

- activity detrimental to the company;

- loss of reliability.

5. Confirmation letter from the bank (in case of mamgicontributions).
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6. Statement on the investments in kind.

A statement must be made and submitted on eachriahat®ntribution. The
statement must contain the following information:
1) description of each item of the contributiorkind;
2) ownership;
3) method of valuation of each item;
4) conclusion on compliance of contributed itemsthe types of
business operations conducted by the company.

The statement shall be signed by expert (who maishéduded in the list approved by the
Commercial register) or founders (provided thatttital value of material contribution does
not exceed LVL 4000 and forms less than one hatefshare capital).

7. Each Council member’'s consent to act as a Couneihber (if the company has
established a Council).

8. Passport copies of the members of the Council.
9. Each Board member’s consent to act as a Board nrembe
10. Passport copies of the Board members.

11. Notarized signature samples of the Board mesrii@ring representation rights. (Not
required, if Board member’s signature samples testad on the application).

12. Board’s announcement on the legal address.

13. Auditor’s consent to act as an auditor (if &udis elected).

14. Auditor’s passport copy (if auditor is elected)
After a limited liability company registration thremtity is assigned a joint tax and company
registration number, however, the tax authoritiequest is that also all the company

incorporation documents are filed until tax authes after the incorporation of the
company.

3. Liability of management

Commercial law determines that members of a bdaatl perform their duties as honest and
diligent managers. The members of the board arglyoliable for losses caused to the
company. If creditors cannot gain satisfaction feditt claims from the company, they are
entitled to bring a pretension for the benefit loé tcompany against the members of the
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board, who have created losses to the companyhaué not reimbursed them. Such claim
may be brought within 5 years from the day thenesiag rights have been established.

The enclosed table shows minimal number of persdms shall be in a management of a
company:

Board Council
Minimal | Maximal | Minimal | Maximal
A limited liability company 1 severall  @ptional) | 20 (optional)
A joint stock company 1 severq| 3 20
A public joint stock 3 several 5 20
company

4. Signing rights

In accordance with articles of association of raféventity all members of the board have
joint, individual or mixed representation rightoorFexample, if the board consists of three
members, one member may represent a company indilyd but other two jointly. The
Register of companies will not accept for registratsignature rights if the board has two
members and the articles of associations will $pabiat the first member represents the
board individually, but the second - jointly.

5. Procuration

According to the Commercial law a company or itthatized representative is entitled to
issue the power of attorney (procuracy)- the consrakrauthorization, assigning to the
procurator the rights on behalf of the companyrteeinto transactions and perform other
legal activities related to the business. Procutey to be registered with the Commercial
register.

Representation rights

An authorized person (procurator) may alienatedgeeor encumber with property rights a
real property only if rights have been speciallgigised to him to be checked at the
procuracy registration application. The informatiwitl be recorded in the data base of the
Commercial register and is accessible by any {bardy.

Rights to perform all procedural activities in couproceedings
A procurator may perform all procedural activitiescourt proceedings (bringing a claim,

agreeing on settlement, appealing judgments etc.).

Representation jointly with one or more board membe
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The Commercial Law foresees that the company’sckedi of Association may provide the

representation rights of the procurator jointlylwit or more board members. Now such
restriction is recorded also in the data base @f@bmmercial register. However, the forms
of procuracy registration are not amended similahd the marking in forms that a

procurator represents a company jointly with 1 a@renboard members is not accepted. If a
company wishes that this information will be reaadin the Commercial register and

publicly accessible than the application must eseldrticles of Association setting the

representation rights of the procurator jointly lwit or more board members or other
documents, e.g. a procuracy itself marking thitrictsn.

Representation jointly with another procurator (joi-procuration)

A procuracy may be issued jointly for several indibals. On the basis of such joint-
procuracy the procurators may represent the compatyyjointly. The grant of the joint-
procuration shall be marked in the applicationdiacuration.

Other restrictions

A company is entitled to foresee in procuratioroagher restrictions, e.g. set the ceiling, to
which a procurator may enter into transactions hSestrictions will not be recorded within
the Commercial Register. The law provides thatréstrictions to procuration amount are
not in force against third parties. Though to avamidunderstandings, a company entering
into transactions with another company represeyeorocurator, shall ask the procurator to
present the procuracy. As well a procurator toifgehis rights to act in a certain amount on
behalf of the company shall present the procuracy.

The amendments to the information on the procurata termination of the procuration
shall be notified to the Commercial Register. jbiat-procuracy is issued to two procurators
and the company wishes to recall one procuraten thoth procurators should be recalled
and a new procuracy should be issued for one patmurSimilarly if the recording of
changes to the procurator’s representation righteecided, the existing procuracy should be
terminated and new one shall be granted.

6. Auditors

Founder shall appoint a certified auditor if comparparameters exceed two of the criteria
listed below:

- total assets: 250 000 Lats;

- net turnover: 500 000 Lats;

- average number of employees in the reporting: &ar
Optionally, sworn auditor may be appointed alsihé criteria are not exceeded.

7. Decrease of share capital

Shareholders in limited liability companies andnjoistock companies may decide to
decrease a share capital to regain back previomggsted amounts. For commencing the
decrease of the share capital the shareholderohteké a decision on the decrease of the
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share capital and shall prepare the regulations th@vdecrease will be executed. After
notification on a decrease is submitted to the &egof companies, the board shall notify all
known creditors and shall publish the notice in dffficial newspaper “Latvijas ¥tnesis”.
The application term for creditors may be not sfothan one month. After the notification
term expires, a board shall submit to the Regisfecompanies the amendments to the
articles of association, new wording of the arsctd association and a shareholders list.
After the decrease is registered, the amounts lactosy be wire transferred to the
shareholder.

8. European company

A European Company (Societas Europaea, SE) mayipeell in Latvia or in other EU
Member State. The main privilege of such companthét the SE may transfer its legal
address from one Member State to another Membée 8faEU or EEA where the more
beneficial tax policy exists without liquidation afompany and incorporation of new
company in another Member State. The SE is a plibtited liability company and it is
governed by laws on the public limited liabilityrapany of the country of its legal address.
In Latvia the laws applicable to a joint stock ca@np shall be observed. The SE may not be
registered until the agreement on employees’ ireolent arrangements has been concluded.
The subscribed capital of SE shall not be less EiaR 120°000.

Establishment of the SE

The SE may be formed by already existing companiése following ways:

1. The joint stock companies merge and form a 5&,least two of companies are governed
by the law of different Member States.

2. The joint stock companies and limited liabildympanies form a holding SE at least 2

of companies are governed by the law of differerganer States, or if at least 2 of
companies had for at least 2 years a subsidiargrged by the law of another Member State
or a branch situated in another Member State.

3. The joint stock companies and limited liabildgmpanies form the subsidiary $fEat
least 2 of companies are governed by the law dérdiit Member States, or if at least 2 of
companies had for at least 2 years a subsidiargrged by the law of another Member State
or a branch situated in another Member State

4. A joint stock company itself transforms into SEthe company at least 2 of companies
had for at least 2 years had a subsidiary in andfleenber State.

5. A SE itself forms a subsidiary as a SE.

8. Insolvency

Since f' January 2008 there have come into force the neaidancy Law. The new law
establishes some substantial changes in this area.

As first substantial change there should be meatiansolvency criteria for legal entities.
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Firstly, it is foreseen that the company will beeaed to be insolvent when applying
compulsory measure of execution it was not possikexecute the judgement of the court
about the a debt recovery from a debtor.

Secondly, the debtor has not comply with any oessvdebt commitments which each or all
together exceed 1000 lats and for which the daggagment has come, and if a creditor or
creditors have handed out or delivered to the dibtegal address a notification about

his/their intent to submit an application for stagta process of insolvency and the debtor
within three weeks after the date of handing outl@ivering of such notification has not

paid the debt or has not raised any objectionsnagtiis claim.

Thirdly, the debtor has not fully paid to employsesaries, compensation of damages due to
an accident in a work place or a professional dsear has not made social security
contributions within two months from the fixed pagmt day. If there is no payment day
fixed in the employment contract, the payment dayhie first working day of the next
month.

Fourthly, the debtor is not able to settle his dmlshmitments for which the payment day has
come and his debt commitments exceed his assets.

Fifthly, the company will be deemed to be insolvehen at the beginning of liquidation the
financial statement will show that the debtor’'sedssare not sufficient in order to satisfy all
reasoned creditor’s claims or when such statefairafturn out in the course of liquidation.

Finally, the debtor is not able to settle his cotnmeints which were established in the action
plan of judicial protection process.

The other substantial change in the law is thallfirthe law regulates insolvency issues in
regard to individuals. Those new provisions prowit an individual may submit himself in
a court an insolvency application if this individames not have any possibility to settle his
debt commitments for which the date of payment ¢@se and those debt commitments
exceed in total 50 minimum monthly salaries or tlugrovable conditions it will be not
possible for this individual to settle his debt eoitments for which the payment day will
come within one year, and those debt commitmentstal exceed 100 minimum monthly
salaries.

The transitional provisions of the law provide thlibe old law will still apply to the
insolvency processes which have been started bfeneew law came into force.

Legal protection proceeding

In accordance with a new Insolvency Law there agated a new complex of the measures
of legal character for protection of the interestscommercial company in case o limited
paying capacity in order to renew its paying catydaifull — the legal protection proceeding.
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The company shall be entitled to submit an appboato the court on initiating legal
protection proceeding, if the company has limitemyipg capacity and the following
preconditions exist:
1) its assets exceeds the creditors’ liabilities wbrch the due data has set in;
2) it has been registered in the Register of Enterprior not less than 3 years and
annual reports have been submitted on the last@iating years.

It is not possible to initiate legal protection peeding, if:

1) an application for insolvency proceeding is subadithgainst the company

2) liguidation of the company is commenced,

3) the legal protection proceeding has been implendermed terminated for the
company within the last 5 years;

4) a participant of company, who has deciding infleenre member or their relatives
have creditor’'s claim against the company and te dhta of such creditor’s claim
or its part sets in within the legal protectiongeeding;

5) an enterprise, in which the company has decidinuence, the insolvency
proceeding is declared and it is not terminated.

The following methods shall be applied within tegdl protection proceeding:

1) delay of the fulfilment of payment obligations;

2) an offset;

3) repayment or decrease of the principal debt, conish penalty or repayment or
decrease of interest;

4) alienation of movable property or immovable propest encumbrance with the
rights in things;

5) increase of the share capital of the company.

Consent shall be received for the implementatiornhef legal protection proceeding from
those unsecured creditors, whose claims in gefaral 2/3 from the amount of claims.

Company shareholders shall not be entitled to ésercreditors’ rights regarding
coordination of the plan of measures of the legalgetion proceedings.

The implementation term of the legal proceedingdl 4fe set not longer than a year from the

day, when the court judgment regarding implemeoiatif the legal protection proceedings
has come into force.
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REORGANIZATIONS IN LATVIA

Mergers, divisions and changes in the form of Llatvicompanies fall under the
reorganization rules. This summary covers the nhegial and tax points to be taken into
account in reorganizations in Latvia.

Mergers

Merging can take the form of an acquisition or asmidation. An acquisition is the process
in which the acquired company transfers all ofgteperty to the acquiring company. A
consolidation is when two or more companies tranafe of their property to a newly
founded acquiring company. In the case of a metgeracquired company ceases to exist
without liquidation procedures. All the rights aalligations of the acquired companies are
transferred to the acquiring company. The shareamnsldf the acquired companies shall
become shareholders of the acquiring company.

Division of companies

Division is a process by which the dividing compargnsfers all of its property to one or
more acquiring companies through splitting up aotedting its sets. In the case of splitting
up, the dividing company transfers all of its pndpdo two or more acquiring companies
and ceases to exist without liquidation proceduBes.in the case of divestiture, the dividing
company transfers part of its property to one oreracquiring companies and the dividing
company shall continue to exist. The acquiring canypcan be an already existing company
or a newly founded company.

All the shareholders of the dividing company ortpafrthem become shareholders of the
acquiring company. Alternatively, the dividing coamy can become the sole shareholder of
the acquiring company in accordance with a decisiegarding the divestiture of the
company.

Restructuring

Restructuring is a process in which a company sruetured into a different type of
company via acquisition. All the rights and obligas of the restructured company are
transferred to the acquiring company and the restred company ceases to exist without
liquidation procedures. The shareholders of th&uetired company become shareholders
of the acquiring company.

Corporate income tax

On reorganization, the acquisition of one compapyabother where the previous owners
retain control allows transfer of losses of acqlitempany to the acquirer.

For determining taxable income, the re-evaluatibassets and liabilities brought about by
the reorganization are not taken into account.example, the acquirer should take as a base
the surplus value of the capital assets, as it iwaghe transferor at the moment of the
reorganization.

This does not apply, if the shares acquired bytrtnesferor where owned for less than three
years, unless the transferor justly proves thatrd¢leganization does not aim to decrease its
taxable income, evade taxes payable in Latvia oredese the amount of taxes. To prove this,
the transferor submits to the tax authorities tbeies of the documents certifying the
transactions and substantiates the necessitylttheedhares.
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VAT

If the companies are merged and the acquirer diestall obligations of the acquired
company, the VAT for the transfer of the propestyiot calculated.

Therefore, the transferor should submit to the aeqthe list of real property, indicating the
detailed information on the calculated VAT for egerbperty. The list must be conformed by
the tax authorities. The acquirer within 30 daysuith re-register the real property with its
territorial tax authorities. Otherwise, the tramsfemust repay to the state the deducted input
tax for the real property, transferred after theganization to the acquirer.

If the real property or part of it is sold withi® Years after its acquisition or its putting into
operation, then the sum of tax, calculated by mlyitig 10% of the deducted input tax by a
number of years up to10, should be repaid to thie st

Loss carry back

If the company is reorganized through a merger aitbther company, but the new company
after reorganization is controlled by one and e person or group of persons, the second
company after reorganization must assume the pegitm period losses of the first
company. It can also cover them in the taxationopleand in following taxation periods in
chronological sequence from taxable income of # five taxation periods.

The acquiring company must take over the lossethenprevious taxation period of the
transferring company, which are related to the sypleeconomic activity transferred, and to
cover such losses in the taxation period in whigh ttansfer took place and in subsequent
taxation periods. Losses can be covered in chrgieabsequence from taxable income of
the next five taxation periods.

If, in the course of reorganization, the compangivéded or divested and the company at the
time of reorganization has losses that it must caveccordance with the law, company’s
losses must be assumed by the newly founded company

But in the case of divestment (the company to bi&ldd after reorganization and the newly-
founded divested company) the division of the lessiethe company split up between the
original company and the newly-founded companyhim ¢ase of divestment (and between
the newly-founded company in the case of divisidterareorganization), should be
proportional in relation to the value of the assefs the divested company after
reorganization against the value of the assetshef dompany to be divided prior to
reorganization.
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LABOR LAW

General Rules about Daily and Weekly Working Time

According to the Labour Law the working time meanperiod from the beginning till the
end of work during which an employee performs works at the disposal of the employer,
with the exception of breaks in work.

Regular daily working time of an employee may nated eight hours, and regular weekly
working time — 40 hours. Daily working time meansriing time within a 24-hour period.

Generally there is 5 days working week; howeveg tuthe nature of the work it is possible
to settle a working day of six days. Before tha ttonsultation with representatives of
employees should be done.

If there is a working week of six days, then thegli of daily working time shall not exceed
seven hours. Work on Saturdays shall be endectetrin on other days.

The daily working time and weekly working time skabibe established in the employment
contract or there should be a reference in the eynpnt contract that such rules are
established in the collective employment agreenoenin the regulations of the working
procedure. The rules about the working time shawaldtain also rules about the beginning
and the end of the working time and breaks dutiegwork.

General Rules about Overtime

Overtime work is permitted if the employee and &mployer have so agreed in writing.
However, the employer has a right the employerthasright to employ the employer on
overtime without his or her written consent in tbkkowing exceptional cases:

1) if this is required by the most urgent publiedge

2) to prevent the consequences causetbime majeurean unexpected event or other
exceptional circumstances which adversely affeanay affect the normal course of work
activities in the company; or

3) for the finishing of urgent, unexpected workhiit a specified period of time.
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The overtime work must not exceed 144 hours wiggnod of four months.

The employer has an obligation to maintain the nés@bout the each employee’s hours
worked and overtime hours, including hours workedight, on the weekly rest days and
holidays.

General Rules about Resting Periods

The length of a day rest within a period of 24 Isosihall not be less than 12 consecutive
hours.

If the daily working time of the employee exceetdsi®urs the employee has the right to a
break in work.

The period of break shall be granted not later foan hours after the beginning of the work.
The employer shall determine the length of a braftker consultation with employee
representatives, though it may not be less thamiB0tes. Taking into account occupational
safety and health protection principles, the cdtiec agreement may specify other
procedures for the granting of breaks. A breaklstwlbe included as working time.

During period of the break an employee has thet igheave his or her workplace unless
otherwise provided for by the employment contradleg collective agreement or working
procedure regulations. Prohibition against leavangorkplace during daily resting periods
shall be adequately reasoned.

Feasibility of Flexible Working Hours

It should be noted that there is no prohibitionthe Labour Law to agree about different
working time than it is settled in the law. It meahat the employer and the employee may
also agree to introduce flexible working time wheree part of the working time may be
settled as a core working time but the other phthe working time may be defined by the
employees themselves.

Exclusive Rules regarding Working Time Organization

According to the law where taking into account tharacteristics of the respective work or
occupation the length of working time is not measguor determined in advance or it may be
determined by the employees themselves, in sudh, casnplying with the principles of
safety at work and health protection, as well awiding sufficient rest, there is allowed to
depart from several previously described rules naigg daily and weekly working time,
overtime and resting periods.

In such case the departure is allowed from follganles:

1) daily working time — 8 hours, weekly working timete hours;
2) that the overtime work must not exceed 144 houtSimperiod of four months;
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3) the length of a day rest within a period of 24 Ilsoshall not be less than 12
consecutive hours;
4) regarding the breaks in the work.

All other rules will continue to apply, for examplthe below-described rules regarding
salary and payment for overtime and rules regardregks during the work. Please also note
that those above-mentioned rules will still appty the working time which will be
determined by the employer.

Salary

The employer has an obligation to maintain the nés@bout the each employee’s hours
worked and overtime hours, including hours workedight, on the weekly rest days and
holidays.

According to the law there two methods of the sedgstems:
1) a time salary system or
2) a piecework salary system.

The time salary shall be calculated in conformitthwthe actual time worked irrespective of
the amount of work done.

The piecework salary shall be calculated in conftyrwith the amount of work done
irrespective of the time within which it was done.

At the end of each year the government establithesminimum monthly salary and
minimum hourly rate.

In 2009 the minimum monthly salary for regular wiak time is LVL 180, but minimum
hourly rate is LVL 1,083.

Payment for overtime and work on holiday

If an employee performs overtime work or works dmo#iday he shall receive an additional
payment of not less than 100 per cent of the hoarlgtaily salary rate specified for him or
her, but if piecework salary has been agreed ugpomadditional payment of not less than 100
per cent of the piecework rate for the amount ofkidone. However, a collective agreement
or an employment contract may specify a highertamdil payment for overtime work or on
a holiday.

67



LAW FIRM
GENCS VALTERS

Night work

Night work shall mean any work performed at nighbt more than two hours. Nighttime
shall mean the period of time from 22 to 6 o’clock.

A night-employee shall mean an employee who nognpatforms night work in accordance
with a shift schedule, or for at least 50 days calendar year.

Regular daily working time for a night employee IsHze reduced by one hour. This
provision shall not apply to employees who havenh@escribed regular shortened working
time. Regular daily working time for a night empéey shall not be reduced if such is
required by the particular characteristics of thdertaking.

An employee who performs night work shall receiveuaplement of not less than 50 per
cent of the specified hourly or daily wage ratecjeed for him or her, but if a lump-sum
payment has been agreed upon, a supplement oés®thian 50 per cent of the piece-work
rate for the amount of work done.

Shift Work and Aggregated Working Time

If it is necessary to ensure continuity of a workqess, an employer, after consultation with
employee representatives, shall determine shifkwlorsuch case the length of a shift may
not exceed the regular daily working time presatifr the relevant category of employees.

If due to the nature of the work it is not possitdecomply with the length of the regular
daily or weekly working time prescribed for the eehnt category of employees, the
employer, after consultation with employee represares, shall prescribe aggregated
working time.

Aggregated working time may not exceed 56 hourgekvand 160 hours within a four-week
period unless otherwise provided for by a collecgreement or an employment contract.

Dismissal and termination of employment contract

An employment contract shall be terminated:
1) if the employee and the employer have agredgmmination of the employment contract;
2) in the event of the death of the employee;

3) in other cases specified in the Labour Law dlviza(for example notice of termination
from employee, notice of termination of the emploste.).

According to Labour Law of Latvia Employer has thght to give a written notice of
termination of an employment contract only on tlasig of circumstances related to the
conduct of the employee, his or her abilities, beconomic, organizational, technological
measures or measures of a similar nature in thertaidng in the following cases:
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1.1. the employee has without justified cause signifiigarviolated the
employment contract or the specified working pracresd;

1.2. the employee, when performing work, has actedallggand therefore has
lost the trust of the employer;

1.3. the employee, when performing work, has acted aonto moral principles
and such action is incompatible with the contimatf employment legal
relationships;

1.4. the employee, when performing work, is under thituémce of alcohol,
narcotic or toxic substances;

1.5. the employee has grossly violated labour protectiegulations and has
jeopardized the safety and health of other persons;

1.6. the employee lacks adequate occupational compefengeerformance of
the contracted work;

1.7. the employee is unable to perform the contracteck wdoie to his or her
state of health and such state is certified widoetor’s opinion.

If termination of the employment agreement is mokgdhe employer, there should be well
grounded and provable reasons, there should begkneutten evidences testifying the
dismissing.
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FINANCE AND BANKING

Minority shareholders

Recently the amendments to the Financial Instrurivarket Law in Latvia of 1995 have
been passed developing the regulations for regliai@ ket participants on the share buy-
out. The buyout bid is considered as a public bidertain part of shareholders of a company
being in public circulation (the target company)bioy their shares expressed by another
shareholders or other company or individuals. Huwe provides 3 types of share buyout bids
— mandatory, voluntary and final.

Mandatory buyout

A buyout bid regarding minority shareholder shatesll be mandatory expressed by another
shareholder (i) acquiring directly or indirectly jmiaty — the half or more shares with voting
rights; and (ii) voted in a shareholders meeting tfte exclusion of the shares from a
regulated market. Such a decision cannot be madeclnsed voting. Therefore a decision
regarding exit from the regulated market shall lzelenin an opened voting.

Voluntary buyout

A person or company is entitled to make a volun&rgre buyout bid their purpose is to
acquire least 10 % of the shares with the votiggts. Where control (the half or more of all
shares) has been acquired following a voluntary tod all the shareholders, the
abovementioned obligation to make mandatory bitbnger applies.

Final buyout

A person directly or by a voluntary buyout offeqating 95 % or more of all the shares
(major shareholder) is entitled demand that otheronty shareholders sell their shares to
the major shareholder. The law prescribes estabgjstme price of one share in mandatory
and final share buyout bid by dividing equity towmber of shares. Upon making a decision
on granting permission to make a bid, the FCMClghalultaneously notify the biding party
and the respective organizer of a regulated marsgitution on which the shares are
admitted to trading and send the prospectus o$liage buyout bid in an electronic form to
that market organizer. A market organizer shall pgsrospectus of a share buyout bid on its
Internet homepage without delay.
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Prospectus and Timing

In any share buyout case the offerer shall submprbapectus regarding the share buyout bid
to the Financial and Capital Market Commission. Pphespectus shall include the offered
purchase regulations (term, price etc.) and, ire asvoluntary offer — the minimal and
maximal number of shares offered to be purchaskd plirchase regulations shall be similar
for all shareholders having the same category sharee Commission shall review the
prospectus within 10 days. A share buyout bid dhallvalid for a period of 30 to 70 days,
starting on the day of making the bid. There agmificant differences in all of the above
mentioned buyout cases depending whether a shdexhatcepts or rejects a buyout bid. If
mandatory or voluntary buyout bid has been magerson can choose to accept the bid and
sell his or her shares or to reject it. Howeverfinal share buyout bid has been made, a
person on mandatory base shall sell the sharasshfireholder does not accept a final share
buyout bid by the expiration date, the shares dtwlblocked on his or her accounts on the
next day after the expiration date and the shadelndahall loose its using rights. The new
amendments more specifically clarify the regulafoaynework for share buyout in Latvia.
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DATA PROTECTION

According to the “Law On Personal Data Protectiamy individual, entity or institution
carrying out personal data processing (persona @abcessing comprise any operation
carried out regarding personal data which is infaran related to an identifiable individual-
including data collection, registration, recordingtoring, arrangement, transformation,
utilization, transfer, transmission and dissemuonatiblockage or erasure), and establishing
systems for personal data processing, shall registsh system in the State Data Inspection.
This regulation applies also to cases, when theopat data (for example name, ID number)
are collected for the bookkeeping and personal wadeowg, except, if the data are not
collected electronically, but on paper. If the systis not registered, a penalty up to Ls 250
may be imposed.

72



LAW FIRM
GENCS VALTERS

EUROPEAN UNION FUNDS

Project cycle

Enclosed is the scheme of a project cycle for thetate support programs co-financed by
European Regional Development Fund (ERDF), whiehaaiministrated by the Investment
and Development Agency of Latvia. EU funding caafices only part of the project. The rest
of financing should be provided by the company fompany needs a loan from bank, first
a company has to consider its project with a béfnkot, the project cycle starts froni"4

step.

Treasury

7. Implementation of
the project

6. Entering into agreement
with succeeded applicant

v

8. Submitting the
requests for
reimbursement of
expenses

9. Checking the requests and
preparing the payment order to
the Treasury if the documents
and works comply with the
agreement and rules

Investment and
APPLICANT Development Agency of Bank
Latvia
1. Submitting of project 2. Evaluation
3. Receiving the bank’s
statement
v
4. Submitting of project > 5. Evaluation
v

11. Money is received
in account

10. Performing the
payment
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Fiscal criteria

The guidelines provide specific selection critedancerning financial stability of the

companies applying for funding from the ERDF. Thuglines foresee the following indices
the company has to be complied with in last finahgear before submitting the project or in
time period between last financial years:

= profit after taxes+(50% of depreciation) more oun&d;

= equity/total amount of assets more or equal 0.2;

= current assets/current liabilities more or equél 0.

During and within 5 years after the implementatobrthe project — positive cash flow. After
the accomplishment of the project, within a conellidinancial year following final year of

the project, the company has to comply with theofaing criteria:

= equity/total amount of assets more or equal 0.15;

= current assets/current liabilities more or equal 1.

Procurement procedure

On March 13, 2004 the Parliament has adopted amemisnio the Law on Procurement for
State or Local Government Needs concerning proceménprocedures for works and
supplies within projects financed by structuraldsnin cases when the construction project
is up to 50% directly co-financed by structural danor national co-financing and the
expected costs of a project exceeds Ls2 800 08(heheficiary for supplies has to apply the
general procurement rules provided by the mentidaed

Application

An application must include several documents camnoeg the information on the applicant
company, financial situation and activities planmethin the project.

The documents to be executed in the standard foemfalowing: estimate of project
expenses and financial resources, information anr@d finances (for the next 4 years from
the end of the project), business plan; statemrmh foank (if a loan will be extended);
power of attorney; project leader’s CV; attestattoncompliance with work safety norms (if
a project relates to work safety). Moreover, thkofeing documents has to be enclosed:
annual report or operating report (if an annuabredoes not comply to financial criteria or
the applicant is newly established), statement\@rage number of employees (for newly
established), procurement documents for works,icsvand supplies within the project,
registration certificate, extract from the Registércompanies, certified copy of articles
association, tax clearance certificate, schementern (if applicant is part of the group of
company), the Land Book printout on the propertyerehconstruction or installation of
machinery will be performed, conclusion from thevEonmental authority (if the aim of the
project is compliance with environmental standardsyessment of working environment (if
the aim of the project is provision of with workesty).
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Construction project

If a project includes construction in addition @idga accepted by the Construction Authority
and construction estimate has to be submitted.pfbeurement procedures for construction
must be performed so that the construction peramtlze submitted within 6 month starting
from the conclusion of agreement with the LIDA dme tproject implementation. The

procurement procedures for supplies and services beiperformed before the submission
of application.

New trends 2007-2013

It has been announced that from 2007 — 2013 th#irbavavailable 18 state aid programmes
which funding in total will be 261,50 millions lats

Those programmes could be divided in three subgroupthe first subgroup there are
programmes where the entrepreneur will receive igndimself. In the second subgroup,
there are programmes where the entrepreneur irr twdeceive funding should cooperate
with his colleagues, competitors and scientiststhi@ third subgroup’s programmes the
entrepreneur will not receive any funding but h# lae able to benefit from development of
infrastructure and environment.

It is important to note that there are a lot of royements in the whole process. Firstly,
everybody remembers the long queues at the dootheoinvestment and Development
Agency of Latvia where people spent many hoursrdento submit their projects. Taking

into account this experience it has been decidegptace queues with the set of criteria
which will be used during the process of evaluatbthe submitted projects. This will allow

to classify the projects according to their quality

Secondly, there have been decreased the amounbocoimeénts which should submitted
together with the project. Thirdly, it is allowed submit the project by post in registered
letter or by e-mail using electronical signatutemeans that there is no more the need for
entrepreneurs who are situated outside Riga to ¢orRega and to stand in the queues.

Fourthly, there will be possible in the severalgresnmes to divide the funding in several
payments. For example, if the project will last fgears it will be possible to receive some
part of funding while the project is in its” middiéthe realization. It will be possible to have
also advance payments.

Finally, it is foreseen that also the process pbres will be simpler. For example, if in the
project there are many payments for small amoumhafey it will be enough to present a
printout from a bank account.

As it was mentioned before there will be availab& aid programmes, for example: the
development of the new product or technology, thelémentation of the new product in the
manufacturing, the registration of the industriabpgerty rights, the attraction of highly
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gualified employees, the support for a businessigctvith high added value, the entering
in the external market and many other programmes.

It should be noted that almost for all the prograearthere are the maximum amount of the
money which could be assigned to the respectivegras well as there are several business
areas in the some programmes which will not be sudpg@ at all. For example, in the
programme of the development of the new produdeohnnology there will be no funding
assigned to the production of alcoholic drinksadratcco products.

However, in our view it will be possible for almasterybody to find the programme which
is more appropriate to his/her business interests.
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