FINANCES 2000

AP DROS I NATAIJ U GRUP A



Members of the Council and the Board

Report of the Council and the Board
Consolidated Profit and Loss Account
Consolidated Balance Sheet

Consolidated Statement of Changes in Equity
Consolidated Statement of Cash Flows

Notes to the Consolidated Financial Statements

Auditors’ Report

Contents

10

11-30

31




Members of the Council and the Board

Board and Council as at the date of signing the financial statements:

Council

First Name, Surname

Janis Medens

Karlis Andrejs Cerbulis
Elizabete Leitane

Uldis Ozolants

Mara Zepa

Zigurds Spunde

Rita Strazinska

Haralds Abolins

Minna Kohmo

Zane Stalberga-Markvarte

Board

First Name, Surname

lvars Muzikants
Andris Laizans
Inara Meija
Andris Upmins
Rolands Gritans
Andris Ruselis

Andris Nikitins (elected from 19.04.2000)
Karlis Uzulins (until 19.04.2000)
Daila Viksne (until 19.04.2000)

Position

Chairman of the Council
Member of the Council
Member of the Council
Member of the Council
Member of the Council
Member of the Council
Member of the Council
Member of the Council
Member of the Council
Member of the Council

Position

Chairman of the Board
Member of the Board
Member of the Board
Member of the Board
Member of the Board
Member of the Board
Member of the Board
Member of the Board
Member of the Board




Report of the Council and the Board

Year 2000 for Latvian insurance market was marked with a stabilisation in the development
of non-life insurance. Total growth in non-life insurance during the year was 7.48%, while in
1999 it was 11.14%. The total amount of premiums written reached LVL 91,235,057. Latvian
non-life insurance companies paid LVL 31,226,871 in claims. The volume of life insurance
market decreased during the year, which was triggered by changes in the tax legislation.
Total premiums written in life insurance comprised LVL 4,516,474, and LVL 2,774,700 were
paid in claims.

Significant changes happened referring to the participants of Latvian insurance market during the
year. Market consolidation trends are also observed in Latvian insurance market as evidenced
by mergers of insurance companies and change in their ownership. Influenced by these
trends foreign investors continue to enter Latvian market and a new insurance group was
established. These processes are expected to develop and, for sure, will influence the local
insurance market by increased competition, use of western insurers’ experience and know-
ledge as well as implementation of new services.

Year 2000 for insurance group (IG) BALTA was significant for adjusting insurance companies’
operations with the aims and objectives of the insurance group, the most important being
the improvement of customer service quality and insurance portfolio. A transfer of portfolios
was carried out within the insurance group and as a result every insurance company of the
group is focusing on services for certain clients: AS Riga Insurance Company offers non-life
insurance to clients in Riga taking into account its previous experience and name. AAS BALTA
offers non-life insurance services throughout Latvia, through its network of 29 branches. Both
insurance companies offer AAS LATVA life and savings insurance policies, thus providing full
range of insurance services for clients throughout Latvia.

Last year |G BALTA also worked on extending insurance service distribution network and as
one of the most significant accomplishments should be mentioned the rights won in SIA
“Latvija Statoil” tender on distribution of obligatory motor third party liability policies in all
“Statoil” petrol stations.

Operations within the insurance group have opened up new possibilities for the insurance
companies to increase their capacities to undertake various risks, to optimise the administra-
tion of these companies, to enhance speed of client service and attractiveness of services. A
proof to the mentioned is the amount of premiums written by insurance group BALTA in
2000, that after all mandatory deductions consists of LVL 19,227,985 in non-life insurance
and LVL 931,144 in life insurance. Insurance claims paid are respectively LVL 9,391,181 and
LVL 475,586, but total level of claims is 47.6%.

According to data provided by the Insurance Supervisory Inspection insurance group BALTA
by gross premiums written controls 22,1% of non-life and 29,6% of life insurance market in
Latvia.

In 2000 insurance group BALTA developed a common reinsurance program for all non-life
insurance portfolio. A change of reinsurance concept is represented in the last year’s rein-
surance program where proportional insurance agreements are replaced by non-proportional
insurance agreement in all main insurance categories. This change of concept was based on
the existing share capital and increase of technical reserves that significantly allowed decreasing
the amount of reinsurance costs in 2000.

IG BALTA exercised a conservative, thorough and diversified investment policy, which included
also a development of mortgage lending programme and active involvement in the Latvian
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(continued)

securities market, achieving increase in the profits for LVL 893,237, compared to the previous
year. On the average size of the investment portfolio of LVL 17,156,377, a yield of 8.79%
was ensured, and in the result AAS BALTA earned LVL 1,508,648, which is the highest result
amongst the Latvian insurance companies.

All the above mentioned actions allowed |G BALTA in 2000 to achieve very good profit
levels — LVL 2,241,890, which after minority interest and taxes comprise LVL 1,866,027 (AAS
BALTA before taxes- LVL 2,089,354, after taxes LVL 1,760,549), therefore clearly achieving
leading positions in Latvian insurance market by all financial ratios.

Individual insurance companies within the group achieved the following results in 2000- AAS
BALTA has written non-life insurance premiums of LVL 12,996,989 and the level of gross
claims incurred relative to gross premiums earned is 44.9%. Last year AS Riga Insurance
Company has written insurance premiums of LVL 6,114,373 and its gross claims ratio is
58.4% while AAS LATVA has written insurance premiums of LVL 1,300,837, working with
the gross claims ratio at 39.1% in non-life insurance.

The opening of the new central office in Riga, Raunas street 10/12, during the year also
brought changes in the operations of IG BALTA. Concentration of staff will enhance signifi-
cantly the quality of client service and will guarantee efficiency of co-operation among various
departments.

We hereby confirm that the financial statements for 2000 of AAS BALTA have been prepared
in accordance with the statutory requirements of the Republic of Latvia, based on relevant
accounting methods that have been applied in a consistent manner, and give a true and fair
view of the financial position of the company as at the end of the reporting year, as well as
of the results of operations for the year then ended. The management of AAS BALTA is
responsible for the maintenance of the Company’s accounting records in accordance with the
requirements of existing legislation, for safeguarding the Company’s assets and immediate
prevention of any fraudulent acts.

On behalf of the management of the Group's companies we would like to thank all our
clients, shareholders and employees for the trust they have placed in us.

Janis Medens Ivars Muzikants
Chairman of the Council Chairman of the Board
4 April 2001




Consolidated Profit and Loss Account

Written premiums
Gross premiums written
Outward reinsurance premiums

Change in the provision for unearned premiums

Gross premiums
Reinsurers’ share
Earned premiums, net of reinsurance

Other technical income

Insurance claims paid
Gross amount
Reinsurers’ share
Change in the provisions for claims
Gross amount
Reinsurers’ share
Claims incurred, net of reinsurance

Provision for life insurance

Gross amount

Reinsurers’ share
Change in life assurance provisions, net of
reinsurance

Client acquisitions costs
Change in deferred client acquisition costs
Administrative expenses
Reinsurance commission income
Net operating expenses

Other technical expenses

Change in equalisation provision

Income on equity investments

Income from land and buildings

Regular investment income

Value adjustments on investments

Income from disposal of investments
Total investment income

Investment management costs

Value adjustments on investments

Loss from disposal of investments
Total investment charges

Other income
Other expenses

Profit before tax

Continued on the next page

Notes

12a
12b
12c

13a
13b
13c

14
15

2000 1999
LVL LVL
20,159,129 17,102,070
(808,500)  (2,889,467)
423,324 (34,286)
(1,006,527)  (158,579)
18,767,426 14,019,738
242,004 537,347
(9,866,767)  (7,660,723)
826,431 668,122
(258,551) 92,161
(340,076) (86,240)
(9,638,963)  (6,986,680)
11,523 (175,282)
112 (1,240)

11,635  (176,522)
(3,902,596)  (3,084,805)
264,740 149,374
(5,656,150)  (4,613,412)
1,088,396 426,760
(8,205,610)  (7,122,083)
(346,517)  (142,715)
12,301 458,573
1,744 -
9,758 385
898,195 906,262
297,268 110,717
632,836 105,328
1,839,801 1,122,692
(211,125) (78,890)
(43,667)  (341,774)
(76,361) (86,617)
(331,153)  (507,281)
73,342 107,292
(182,376)  (314,779)
2,241,890 995,582

5




Consolidated Profit and Loss Account

Continued from the previous page Notes

Profit before tax

Income tax 16
Other taxes

Profit after tax
Minority share in profit

Net profit for the period

Earnings per share (in lats) 17

2000 1999

LVL LVL
2,241,890 995,582
(313,206) (164,429)
(44,832) (16,040)
1,883,852 815,113
(17,825) (17,003)
1,866,027 798,110
0.40 0.21

Notes on pages 11 to 30 are an integral part of these financial statements.

These financial statements have been approved by the Board of Directors on 4 April 2001

and are signed by:

Janis Medens Andris Laizans
Chairman of the Council President

Ivars Muzikants Rolands Gritans
Chairman of the Board Chief Accountant




Assets

Subscribed unpaid share capital

Goodwill
Other intangible assets

Total intangible assets

Investments
Land and buildings
Investments in associates and joint ventures
Variable interest securities
Fixed income securities
Units in investment funds
Mortgage loans
Other loans
Deposits with banks
Total investments

Direct insurance debtors
Due from policyholders
Due from intermediaries
Reinsurance debtors
Other debtors

Total debtors

Tangible fixed assets
Cash on hand and at bank
Other assets

Total other assets

Rent and interest accrued

Deferred client acquisition costs
Other prepayments and deferred expense

Total assets

Consolidated Balance Sheet

Notes

18

26
19
20
21
22
23
23

24
25

26
27
28

31. 12. 2000 31. 12. 1999
LVL LVL

- 100

77,725 98,922
848 9,208
78,573 108,130
3,141,823 2,716,636
= 235,392

38,602 59,895
4,108,131 7,966,043
3,649,858 5,278
1,182,196 1,641,584
63,918 325,246
5,568,997 4,117,116
17,753,525 17,067,190
2,357,912 2,537,165
283,726 157,980
260,109 717,970
354,709 255,639
3,256,456 3,668,754
1,254,932 850,843
1,191,323 940,311
29,179 22,421
2,475,434 1,813,575
172,240 199,946
1,370,085 1,105,345
50,746 167,063
1,593,071 1,472,354
25,157,059 24,130,103

Notes on pages 11 to 30 are an integral part of these financial statements.

These financial statements have been approved by the Board of Directors on 4 April 2001 and

are signed by:
Janis Medens

Chairman of the Council

Ivars Muzikants
Chairman of the Board

Andris Laizans

President

Rolands Gritans
Chief Accountant




Consolidated Balance Sheet

Capital, reserves and liabilities

Share capital
Share premium
Treasury shares
Statutory reserves
Other reserves
Prior period retained earnings
Current period profit
Total capital and reserves

Minority interests

Provisions for unearned premiums
Gross amount
Reinsurers’ share

Life assurance provisions
Gross amount
Reinsurers’ share

Provisions for claims
Gross amount
Reinsurers’ share

Equalisation provision

Total technical provisions

Due to policyholders
Reinsurance creditors
Credit institutions
Tax
Personnel
Social insurance payments
Other creditors

Total creditors

Deferred reinsurance commissions
Deferred tax liability

Accrued expenses

Prior year dividends

Other

Total accrued expenses and deferred income

Total capital, reserves and liabilities

Notes

29

30
31
32

32
33

16

34

31.12.2000 31.12.1999
LVL LVL
4,652,067 4,652,067
1,121,332 1,121,332
= (302,477)

678,368 588,009
1,155,704 807,680
(105,479) (504)
1,866,027 798,110
9,368,019 7,664,217
133,283 218,961
7,703,605 8,126,929
(161,781)  (1,168,308)
2,600,207 2,611,730
(369) (257)
3,110,493 2,851,942
(157,948) (498,024)
231,822 244,123
13,326,029 12,168,135
236,278 245,161
142,501 994,201
762,742 1,792,373
81,470 79,376
209,858 166,397
120,924 118,273
393,307 354,686
1,947,080 3,750,467
40,723 287,030
178,183 =

= 40,558

1,148 735
162,594 =
382,648 328,323
25,157,059 24,130,103

Notes on pages 11 to 30 are an integral part of these financial statements.
These financial statements have been approved by the Board of Directors on 4 April 2001 and

are signed by:

Janis Medens
Chairman of the Council

Ivars Muzikants
Chairman of the Board

Andris Laizans
President

Rolands Gritans
Chief Accountant




Consolidated Statement of Changes in Equity

Share Share Statutory Other Retained Treasury Total
capital premium reserves reserves Earnings shares equity
LVL LVL LVL LVL LVL LVL LVL
Balance as at

31 December 1998 3,322,850 602,933 145,716 748,217 435,277 - 5,254,993
Dividends for 1998 - - - - (332,285) - (332,285)
Transfer to reserves - = 43,529 59,463 (102,992) - -
Profit for the year - - - - 598,752 - 598,752
9th closed share issue 1,329,217 518,399 398,764 - - - 2,246,380
Acquisition of subsidiaries = = - - (504) (302,477) (302,981)
Profit for the period = - - - 199,358 - 199,358

Balance as at
31 December 1999 4,652,067 1,121,332 588,009 807,680 797,606 (302,477) 7,664,217
Dividends for 1999 - = - - (465,206) - (465,206)
Transfer to reserves - - 90,359 348,024 (438,383) - =
Disposal of subsidiaries - - - - 504 - 504
Treasury shares sold 5 = = - - 302,477 302,477
Profit for the year - - - - 1,866,027 - 1,866,027

Balance as at
31 December 2000 4,652,067 1,121,332 678,368 1,155,704 1,760,548 - 9,368,019

Changes in statutory and other reserves can only be made with shareholders’ approval. Statutory
reserves can not be distributed to shareholders.

Notes on pages 11 to 30 are an integral part of these financial statements.

These financial statements have been approved by the Board of Directors on 4 April 2001 and are
signed by:

Janis Medens Andris Laizans
Chairman of the Council President

Ivars Muzikants Rolands Gritans
Chairman of the Board Chief Accountant




Consolidated Statement of Cash Flows

Notes

Cash flow from insurance activities
Gross premiums received
Gross claims paid
Premiums received from co-insurance
Payments made concerning co-insurance contracts
Payments made to reinsurers
Payments received from reinsurers
Premiums for assumed reinsurance
Payments made for assumed reinsurance
Intermediary commission
Administrative expenses
Taxation and deductions paid
Payments made to the Traffic Bureau
Other income/(expense)

Net cash flow from insurance activities

Cash flow from investing activities
Disposal of / (investments in) subsidiaries
(net of cash acquired) and associates
Net received/(invested) in short-term investments
Net received from long-term investments
Investment management costs
Acquisition of fixed assets

Net cash flow from investing activities

Share issue
Dividends paid
Net cash flow from financing activities

Increase/(decrease) of currency exchange rate
Net increase/(decrease) in cash

Cash and cash equivalents at the start

of the period

Cash and cash equivalents at the end

of the period 27

2000 1999

LVL LVL
20,206,847 15,093,295
(9,087,315)  (6,641,619)
514,793 2,229,195
(535,229) (713,600)
(1,602,432)  (2,431,305)
1,555,430 714,843
193,902 602,308
43,622 (254,955)
(3,015,617)  (2,321,305)
(3,487,749)  (3,972,430)
(2,537,089) (1,915,058)
(245,057) (236,705)
(613,479) 1,518,272
1,390,627 1,670,936
340,289  (2,466,200)
299,614 (279,683)
152,020 637,822
(160,688) (71,359)
(1,330,550)  (1,570,259)
(699,315) (3,749,679)

- 2,246,381

(464,381) (333,180)
(464,381) 1,913,201
24,081 (369)
251,012 (165,911)
940,311 1,106,222
1,191,323 940,311

Notes on pages 11 to 30 are an integral part of these financial statements.

These financial statements have been approved by the Board of Directors on 4 April 2001 and

are signed by:

Janis Medens

Chairman of the Council President
Ivars Muzikants
Chairman of the Board

Andris Laizans

Rolands Gritans
Chief Accountant




Notes to the Consolidated Financial Statements

General information

The parent Company of the Group is BALTA Insurance Company which was incorporated in
1992 in Riga, Latvia as joint stock company. The parent company'’s shares are listed on the
Riga Stock Exchange. During 1999 the acquisition of controlling stake in 3 insurance compa-
nies led to the creation of the BALTA Group (the Group). The Group provides non-life
insurance and life assurance services to corporate clients and individuals.

Parent Company:

Full name Insurance Joint Stock Company BALTA
Legal address Valnu street 1, Riga, LV-1050, Latvia
Residential address: Raunas street 10/12, Riga, LV-1039, Latvia
Phone, fax numbers: 371 7082333, 371 7082345

Tax registration No V40003049409

Accounting polices

The Group maintains its accounting records in accordance with Latvian legislation. These
financial statements have been prepared from those accounting records. Balances as at 31
December 2000 reflect the position as at the close of business on that date.

(1) Basis of preparation

These financial statements are prepared based on rulings No. 421 of the Cabinet of Ministers
of Republic of Latvia "Rulings of the Preparation of the Financial Statements of Insurance
Companies".

The measurement basis used is historical cost method, modified by the revaluation of certain
types of investments in accordance with accounting policies set out below. All amounts pre-
sented in these financial statements are denominated in lats, if not told otherwise.

(2) Consolidation

Subsidiary undertakings, which are those companies in which the Group, directly or indirectly,
has an interest of more than one half of the voting rights or otherwise has power to exercise
control over the operations, have been consolidated. Subsidiaries are consolidated from the
date on which effective control is transferred to the Group and are no longer consolidated
from the date of disposal. All intercompany transactions, balances and unrealised surpluses
and deficits on transactions between group companies have been eliminated. Separate dis-
closure is made of minority interests.

(3) Premiums

Written non-life insurance premiums comprise the premium on contracts which become
effective during the period, irrespective of whether the premium has become due or not.
Written life assurance premiums comprise the premium attributable to insurance year
commencing during the period, irrespective of whether the premium has become due or not.
All written premiums are decreased by the amount of premiums cancelled or suspended during
the period.

(4) Claims incurred
Claims incurred comprise claims attributable to the period and loss adjustment expenses.
Claims paid are decreased by the amount received from salvage or subrogation.

11




Notes to the Consolidated Financial Statements

(5) Investment income and expense

Investment income represents the income earned on the investment portfolio held by the
Group during the period. Investment expenses represent investment management costs related
to the above investment portfolio as well as from disposal of investments and value adjust-
ments. All investment income and expense items are recognised on an accruals basis.

(6) Investments

a) investments in debt and other securities held for investment purposes are stated at their
cost value. Carrying value is decreased in cases, where management is of opinion that there
is an other than temporary diminution in value;

b) dealing securities are stated at the lower of cost and market value. Dealing securities,
which are traded in public securities markets are stated at market value;

C) investments in associated companies and joint ventures are accounted for by the equity
method, where the Group includes in its profit and loss account its share of associate’s or
joint venture's profit or loss during the period. Associated companies are those over which
the Group has between 20% and 50% of the voting rights, and over which the Group exer-
cises significant influence, but which it does not control. Joint ventures are those  compa-
nies over which the Group has 50% of the voting rights and the control over those compa-
nies is subject to joint control of the Group and other entity.

The Group's interests in the associated companies and joint ventures are carried in the balance
sheet at an amount that reflects its share of the net assets of associated com panies and joint
ventures and includes goodwill on acquisition. Carrying value is decreased in cases, where
management is of opinion that there is an other than tempo rary diminution in value.

(7) Loans and the provision for loan impairment

A specific credit risk provision for outstanding balances of loans is established if management
considers that full recovery of the outstanding balance is doubtful. Charges for provisions are
debited to the profit and loss account. When a loan is deemed uncollectable, it is written-off
against the related provision.

(8) Debtors

Debtors include accounts receivable from policyholders and intermediaries. Amounts that are
overdue are reversed against premium once the policy is cancelled. No provision is made in
respect of amounts that have not yet become due if no portion of the premium is taken to
income. Other debtors are stated at the anticipated amount to be collected with provision for
those specific amounts considered doubtful.

(9) Goodwill
Goodwill represents the difference of the cost of an acquisition over the fair value of the
Group's share of the net assets of the acquired subsidiary at the date of acquisition.

Positive goodwill is presented in the balance sheet as an intangible asset and is amortised
using the straight line method over its estimated useful life. Goodwill is generally amortised
over 5 years. The carrying value of goodwill is reviewed annually and written down for per-
manent impairment where it is considered necessary.

Negative goodwill is presented as a deduction from the assets in the same balance sheet
classification as goodwill. Negative goodwill is recognised as income on a systematic basis
over the period when respective losses and expenses are expected to incur.
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Notes to the Consolidated Financial Statements

(10) Tangible fixed assets and depreciation

Tangible fixed assets are stated at historical cost less accumulated depreciation. Depreciation
is charged on a straight line basis using the following rates based on estimated useful lives of
the assets:

Buildings 2% per annum

Office equipment: 20% per annum
Computer equipment: 25% per annum
Transport vehicles: 20% per annum

Gains and losses on disposals of fixed assets are recorded in the profit and loss account in the
period of disposal. Repairs and renewals extending the useful life of the building or increas-
ing its value are depreciated over their useful economic life while other repairs and renewals
are charged directly to the profit and loss account when the expenditure is incurred.

(11) Technical provisions
The unearned premiums provision represents the proportion of premiums written which
relates to the period of risk subsequent to the accounting period.

The claims provision is an amount provided at the end of the accounting period in respect of
estimated losses incurred but not yet settled. The claims provision includes direct loss adjust-
ment expenses which will incur on settlement of claims incurred in the reporting and prior
periods. Estimated future proceeds from salvage and subrogation related to claims incurred
in the reporting and prior periods have been deducted from the claims provision.

The life assurance provision comprise total obligations relating to the life assurance portfolio
taking into account the portion of premiums which relate to subsequent periods. The life
assurance provision is stated based on actuarial calculations based on modified net premium
method for each life assurance agreement using statistical information and actuarial assump-
tions regarding mortality rates as at the end of the insurance period and discount rate.

The equalisation provision is made to cover future risk in areas where the claims performance
may fluctuate significantly from one period to the next.

(12) Foreign currency translation

All assets and liabilities denominated in foreign currencies are translated into Latvian Lats
(LVL) using the period end rates of exchange published by the Bank of Latvia. Gains and losses
arising from this translation are included in the profit and loss account for the period. The
applicable rates for the principal currencies held by the Group were as follows:

31.12.2000 31.12.1999

1 USD LVL 0.613 LVL 0.583
1 DEM = LVL 0.291 LVL 0.300

Transactions denominated in foreign currency are recorded at the rate ruling on the date of
the transaction. Exchange differences arising from the settlement of transactions denomi-
nated in foreign currency are included in the profit and loss account at the time of settlement
using the exchange rate ruling at that date.

(13) Deferred client acquisition costs

Deferred client acquisition costs represent that part of client acquisition costs attributable to
the future benefit of policies that are in-force during the following period. Client acquisition
costs are expenses incurred by the Group in distribution of its policies through external inter-
mediaries or agents network of the Group.

13




Notes to the Consolidated Financial Statements

(14) Taxation
The charge for current taxation is based on computations made by management separately
for each of the Group companies in accordance with Latvian tax legislation.

Deferred tax is calculated separately for each of the Group companies, using the liability
method, with respect to all temporary differences arising between the carrying value of assets
and liabilities in the balance sheet and the value attributable to these assets and liabilities for
tax calculation purposes. Currently enacted tax rates are used to determine deferred tax.
Deferred tax assets and liabilities are offset and the net deferred tax asset or liability is pre-
sented in the balance sheet. When an overall deferred tax asset arises, it is only recognised
in the balance sheet where its recoverability is foreseen with reasonable certainty.

The principal temporary differences arise from depreciation on tangible fixed assets, revalua-
tion of certain investments in securities, tax losses carried forward and losses from sale of long
term securities carried forward for tax purposes.

(15) Statement of cash flows

Statement of cash flows is prepared using direct method. For the purposes of statement of
cash flows cash and cash equivalents comprise cash in hand and deposits held at call with
banks.

(16) Related parties

Related parties are defined as shareholders of the parent company, members of the
Supervisory Council and Board of Directors of each of the Group companies, their close rela-
tives and companies in which they have a significant influence or control.

(17) Fair values

The Group’s major monetary assets and liabilities are cash with bank, investments, debtors
and creditors. Fair value represent value, at which an asset can be exchanged into an equiva-
lent asset or liability settled at market rates. If the management believes that there is a sub-
stantial difference between the fair value and carrying value, fair value is disclosed in notes.

(18) Treasury shares

Treasury shares are deducted from the capital and reserves of the Group and acquisitions and
disposals of treasury shares are presented as changes in equity. Gain or loss on the sale or
cancellation of treasury shares is included in the profit and loss account for the period.
Treasury shares are the shares of the parent company owned by the consolidated subsidiaries.

(19) Change in accounting estimate

The management of the Parent company changed estimates related to the liabilities for vaca-
tions compensations to the employees of the Company. A provision has been created for
these liabilities as at 31 December 2000. No provision was made as at 31 December 1999.
The effect of this change in accounting estimates has been disclosed in note 34.

14




Notes to the Consolidated Financial Statements

1. Premiums

2000 1999
Gross Reinsurers’ Gross Reinsurers’
amount share Amount share
Personal accident 852,052 (9,508) 454,668 (54,894)
Health 779,079 - 497,610 -
Motor own damage 5,032,696 (132,149) 4,127,290 (503,599)
Air Hull 234 - 81 -
Marine 26,333 (29,382) 99,825 (91,951)
Cargo 226,176 (31,794) 232,703 (49,949)
Property fire 4,573,937 (313,219) 4,363,306 (929,233)
Voluntary motor Third Party
Liability (TPL) 61,653 (7,207) 325,526 (31,334)
Air TPL - - 625 -
General TPL 463,568 (150,710) 192,799 13,928
Guarantees 171,109 (105,360) 147,650 (75,636)
Financial risks 22,492 (12,786) 16,236 (11,476)
Travel accident 94,717 (700) 211,772 (9,371)
Obligatory motor TPL 6,923,939 (14,722) 5,918,636 (1,145,809)
Life insurance 931,144 (963) 513,343 (143)
20,159,129 (808,500) 17,102,070 (2,889,467)

Substantially all policies have been issued to customers operating in Latvia.

The Parent Company has signed an agreement with the Latvian insurance companies AAS
Alterna and Parex Insurance Company to set up an insurance pool for participation in
obligatory motor third party liability insurance. The policies issued within the pool are distributed
through the State Traffic Security Department offices throughout Latvia. The Parent Company
has a 52% share of all premium income collected within the pool and it bears the same share
of risk assumed on the policies issued within the pool. The Parent Company is responsible for
pool operations administration and receives commissions from these operations (Note 3).
Total written premium income received by the Group within the pool agreement is included
in the above figures.

Obligatory Motor Third Party Liability insurance premiums above are shown net of mandato-
ry deductions. According to the law “On Obligatory Motor Third Party Liability Insurance”
and related regulations of the Cabinet of Ministers the Group has to make the following
mandatory deductions (in % from gross written premiums in Obligatory Motor Third Party
Liability insurance):

Traffic Bureau - 3 %

Foundation of insured persons' interests protection- 1 %
Guarantees Foundation - 9 % (before 20 February 1999 - 12 %)
State Traffic Security Foundation - 0.6 %
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Notes to the Consolidated Financial Statements

2. Claims paid

2000 1999
Gross Reinsurers’ Gross Reinsurers’
amount share amount share
Accident (421,499) 22,328 (170,595) 27,999
Health (738,843) - (326,918) -
Motor own damage (4,090,079) 723,719 (3,197,508) 443,490
Marine (24,486) (4,222) (81,741) 59,022
Cargo (27,914) 1,623 (74,720) 44,067
Property fire (1,563,295) 79,155 (1,353,945) 90,904
Voluntary motor Third Party
Liability (TPL) (1,559) - (281) 140
General TPL (35,079) 2,366 (11,664) 707
Guarantees (57,889) 930 (10,375) -
Financial risks (5,012) 532 (125) -
Travel accident (21,854) - (28,097) 1,793
Obligatory motor TPL (2,403,672) - (2,260,909) -
Life insurance (475,586) - (143,845) -
(9,866,767) 826,431 (7,660,723) 668,122
Substantially all claims have been paid to clients operating in Latvia.
3. Other technical income
2000 1999
Income from pool administration 189,863 282,981
Income from distribution of policies of other companies 29,755 98,962
Other income (non-life insurance) 22,386 155,404
242,004 537,347

For details on pool see Note 1. In 1999 income of LVL 98,962 relates to distribution of AAS

LATVA (related party) policies before the acquisition of that company.
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Notes to the Consolidated Financial Statements

4. Provisions for unearned Gross Reinsurers’ Net
premiums amount share amount
Balance as at 31 December 1998 5,991,933 (534,308) 5,457,625
Acquisition of portfolio of AKB Drosiba 10,140 - 10,140
Acquisition of AAS Saules Laiks 490,352 (200,848) 289,504
Change in the period (194,204) (61,159) (255,363)
Transfer of part of AAS Saules Laiks portfolio
to AAS Riga Insurance Company (428,224) 192,720 (235,504)
Acquisition of AAS Riga Insurance Company 1,894,611 (915,664) 978,947
Acquisition of AAS LATVA 265,738 (693) 265,045
Initial adjustments to intra-group transactions (131,907) 131,907 -
Change in the year 228,490 219,737 448,227
Balance as at 31 December 1999 8,126,929 (1,168,308) 6,958,621
Change in the year (423,324) 1,006,527 583,203
Balance as at 31 December 2000 7,703,605  (161,781) 7,541,824
5. Provisions for claims Gross Reinsurers’ Net
amount share amount
Balance as at 31 December 1998 2,165,257 (270,847) 1,894,410
Acquisition of AAS Saules Laiks 182,898 (89,662) 93,236
Change in the year (427,402) 185,944 (241,458)
Transfer of part of AAS Saules Laiks portfolio
to AAS Riga Insurance Company (172,780) 112,711 (60,069)
Acquisition of AAS Riga Insurance Company 673,480 (351,245) 322,235
Acquisition of AAS LATVA 110,027 - 110,027
Initial adjustments to intra-group transactions (14,779) 14,779 -
Change in the year 335,241 (99,704) 235,537
Balance as at 31 December 1999 2,851,942 (498,024) 2,353,918
Change in the year 258,551 340,076 598,627
Balance as at 31 December 2000 3,110,493 (157,948) 2,952,545

6. Equalisation provisions

Balance as at 31 December 1998 702,696
Change in the year (458,573)
Balance as at 31 December 1999 244,123
Change in the year (12,301)
Balance as at 31 December 2000 231,822

Following the accounting policies of the Group reclassification of some LVL 300 thousand
was made in 1999 from the equalisation provision to the IBNR provision within claims provi-
sion which resulted in a significant decrease in the equalisation provision.
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Notes to the Consolidated Financial Statements

7. Life assurance provisions Gross Reinsurers’ Net
amount share amount

Balance as at 31 December 1998 -
Acquisition of AAS LATVA 2,436,448 (1,497) 2,434,951

Change in the year 175,282 1,240 176,522
Balance as at 31 December 1999 2,611,730 (257) 2,611,473
Change in the year (11,523) (112) (11,635)
Balance as at 31 December 2000 2,600,207 (369) 2,599,838

8. Client acquisition costs

a) Client acquisition costs in non-life

insurance and life assurance 2000 1999
Commissions and other agent related expenses 1,681,778 1,260,360
Other intermediary commissions 1,784,969 1,159,765
Obligatory payments to social security 381,037 387,658
Commissions paid on reinsurance assumed 54,812 277,022

3,902,596 3,084,805

b) Client acquisition costs by type

of insurance 2000 1999
Obligatory motor TPL 1,619,721 851,383
Motor own damage 739,526 568,632
Property 1,118,606 1,091,277
Other non-life insurance 344,907 517,757
Total non-life insurance 3,822,760 3,029,049
Life assurance 79,836 55,756

3,902,596 3,084,805

9. Administrative expenses

a) Administrative expenses split between
types of insurance

2000 1999
Non-life insurance 5,505,494 4,514,784
Life assurance 150,656 98,628

5,656,150 4,613,412
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Notes to the Consolidated Financial Statements

9. Administrative expenses (continued)

b) Administrative expenses split between

types of expenses 2000 1999
Salaries 2,292,055 1,910,958
Social tax expense 592,149 512,115
Repairs and maintenance 372,994 546,800
Depreciation and amortisation 460,694 255,622
Office expenses 825,793 515,534
Advertising and PR 453,965 307,796
Transport 249,345 136,796
Professional services 82,048 128,163
Travel and representation 43,816 25,125
Staff training 10,203 1,717
Other expenses 273,088 262,786

5,656,150 4,613,412

Members of the Council and the Board did not receive separate remuneration for their job in the Council
and the Board of AAS BALTA. The average number of employees in 2000 was 486 (1999: 460) and
1,223 (1999: 1,232) agents.

10. Reinsurance commission income

Reinsurance commission income in for the reporting period includes LVL 720,000 received as
profit commission in accordance with the Commutation and Release Agreement regarding
the STOP LOSS reinsurance treaty. The original STOP LOSS treaty provided that the Parent
Company waived its rights to cancel the treaty before 1 January 2002. Having assessed the
further risk of possibility for large insurance claims being submitted for period 1997 to 1999
and considering the increased financial strength of the Parent Company the management
decided to release risk cover for prior periods by entering Commutation and Release
Agreement and receive the said commission in 2000.

11. Other technical expenses

2000 1999
Provision for doubtful debtors 143,638 -
Payments to Insurance Supervisory Inspection and to
Foundation of Insured Persons Protection (non-life insurance) 143,652 132,987
Payments to Insurance Supervision Inspection and to
Foundation of Insured Persons Protection (life assurance) 9,463 9,728
Other technical expenses 49,764

346,517 142,715

In accordance with requirements of legislation of the Republic of Latvia payments to
Insurance Supervisory Inspection have to be made in amount of 0.2% from gross premiums
collected in Obligatory Motor Third Party Liability insurance after all deductions described in
the Note 1 and in amount of 0.7% from gross premiums collected in other types of insur-
ance. Payments to Foundation of Insured Persons Protection amount 1% of premiums col-
lected from individuals in voluntary types of insurance.
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12. Investment income

a) Regular investment income

2000 1999
Interest on investments in short-term securities 10,298 232,426
Interest on investments in long-term securities 533,661 422,971
Interest on deposits with banks 235,311 136,279
Interest on mortgage loans 101,331 92,392
Interest on ordinary loans 17,488 16,239
Other income 106 5,955

898,195 906,262

b) Value adjustments on investments

2000 1999
Short-term securities - 26,733
Long-term securities - 28,042
Listed shares - 4,120
Release from provisions on bank deposits 24,000 -
Value adjustment to units in investment funds 96,693 -
Gains on foreign currency revaluation in investments 173,696 51,822
Other 2,879

297,268 110,717

¢) Income from sales of investments

2000 1999
Short-term securities 95,844 76,004
Long-term securities 309,436 29,238
Shares of non-related companies 58,237 86
Units of investment funds 34,807 -
Disposal of investments in a joint venture 26,352 -
Disposal of treasury shares 105,479 -
Other 2,681 -

632,836 105,328

13. Investment expense

a) Investment management costs

2000 1999

Brokerage and intermediary commissions 81,206 19,473
Bank commissions 30,152 31,764
Interest 59,383 27,653
Consulting services 40,384 =
211,125 78,890
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13. Investment expense (continued)

b) Value adjustments on investments

2000 1999
Specific provisions on Russian government bonds - 12,465
Specific provisions on Ukrainian government bonds - 229,588
Other long-term securities 18,059 13,721
Other short-term securities 10,407 26,845
Revaluation of listed shares - 8,859
Other provisions - 50,296
Losses on foreign currency revaluation in investments 15,201

43,667 341,774

¢) Loss from disposal of investments

2000 1999
Securities 44,238 50,009
Loans 32,123 36,608
76,361 86,617

14. Other income
2000 1999
Income from services - 49,999
Gains on disposal of fixed assets 2,896 16,702
Income from revaluation of liabilities - 15,276
Revaluation gains on foreign exchange 33,889 -
Compensation for overpaid social insurance 10,701 -
Other income 25,856 25,315

73,342 107,292

15. Other expenses

2000 1999
Provisions and write-offs of doubtful debts 58,767 99,267
Loss on disposal of fixed assets 39,446 -
Consulting services 19,700 -
Amortisation of goodwill 21,197 182,063
Foreign exchange losses 29,829 3,184
Other expenses 13,437 30,265

182,376 314,779
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16. Income tax

2000 1999
Current tax 77,351 261,030
Deferred tax 235,855 (96,601)

313,206 164,429

Reconciliation between actual tax expense and theoretical
tax expense at basic tax rate

2000 1999
Profit before tax 2,241,890 1,075,725
Expected income tax expense at 25% rate 560,473 268,931
Tax effect of:
Expenses not deductible for tax purposes 115,354 168,210
Income not subject to tax (189,989) (56,244)
Tax relief on sponsorship (38,703) (61,447)
Recognised prior year unrecognised deferred tax asset - (76,722)
Deferred tax asset acquired through acquisition
of subsidiaries - (243,817)
Non-recognition of deferred tax asset (133,929) 165,518
Actual tax expense 313,206 164,429
Net deferred income tax (liability)/asset arises from following
temporary differences:

2000 1999

Tax effect  Tax effect

25% 25%
Temporary difference on depreciation of fixed assets (308,085) (174,200)
Carry forward tax losses 146,153 231,555
Temporary difference on provision for
vacation compensations 33,754 =
Temporary difference on upward
revaluation of securities 4,693 (34,831)
Temporary difference on provisions on securities - 188,641
Carry forwards losses on sale of securities 21,873 8,810
Temporary differences for which no deferred
tax asset is recognised (76,571) (162,303)
Net deferred tax (liability) / asset (178,183) 57,672

As the tax computations and returns are prepared for each of the Group’s companies sepa-
rately no mutual offsetting of taxable income, expenses and carried forward tax losses has
been done. Net deferred income tax assets are recognised only to the extent that realisation
of the related tax benefit is foreseeable with reasonable certainty. Temporary differences for
which no deferred tax asset is recognised are principally carry forwards tax losses and other
temporary differences of the subsidiaries of the Group.

Net deferred income tax asset as at 31 December 1999 of LVL 57,672 has been reflected
within line “Other prepayments and deferred expense” under the balance sheet assets.
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17. Earning per share

2000 1999
Current period profit (a) 1,866,027 798,110
Ordinary shares as at 1 January 4,652,067 3,322,850
Number of ordinary shares issued during the year - 1,329,217
Ordinary shares as at 31 December 4,652,067 4,652,067
Weighted average number of ordinary shares
outstanding during the period (b) 4,652,067 3,765,922
Basic earnings per share during the period (a/b) in lats 0.40 0.21

Diluted earnings per share are equivalent to basic earnings per share, as there are no out-
standing transactions that could have an effect on the number of shares in issue.

18. Goodwill

Cost value

As at 31 December 1999 280,985
Acquisitions -
Fully amortised (174,997)
As at 31 December 2000 105,988
Accumulated amortisation

As at 31 December 1999 (182,063)
Charge for the year (21,197)
Fully amortised 174,997
As at 31 December 2000 (28,263)
Net book value as at 31 December 1999 08,922
Net book value as at 31 December 2000 77,725

19. Investments in associates and joint ventures

2000 1999
Carrying % in share Carrying % in share
Company value of capital value of capital
investment investment
Baltic Polis (Lithuania) - - 156,320 50.00%
AG Pluss (Latvia) - - 600 30.00%
ATB Riga (Latvia) - - 48,000 48.00%
C.I. First Company (Latvia) - - 30,472 47.27%
- 235,392

Investments in associates were sold at a profit during the year.
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20. Variable interest securities

2000 1999
Carrying % in share Carrying % in share
Company value of capital value of capital
investment investment
LVA Investment company (Latvia) 20,687 13.5 % - -
Other Latvia companies 1,000 - 1,000 -
Non-profit AS Public Pension Fund
Social Security (Latvia) 1,000 1 % 22,000 22 %
InBro & Partners (Estonia) - - 17,240 20 %
Listed shares 15,915 - 19,655 -
38,602 59,895

All investments are made for investment purposes.

21. Fixed income securities

2000 1999
Latvian treasury bills 2,659,701 6,155,936
Lithuanian treasury bills 333,680 243,015
Debt securities issued by OECD financial institutions 933,501 1,148,004
Debt securities issued by Latvia banks 99,647 -
Other corporate bonds - 57,709
Kazakhstanian eurobonds 81,602 77,609
Russian government debt securities - 177,690
Ukrainian government debt securities - 596,312
Specific provisions on Ukrainian securities - (312,542)
Specific provisions on Russian securities (177,690)

4,108,131 7,966,043

Of the above investments LVL 248 thousand (1999: LVL 886 thousand) have been made within
the insurance pool agreement (see also Note 1). These investments are managed by one of
Latvian commercial banks. The largest part of these investments is invested in treasury bills of
Eastern European countries.

22. Units in investment funds

The Group has purchased 35,200 units at nominal value LVL 100 each in the investment fund
LVA Naudas Fonds which is managed by LVA leguldijumu Sabiedriba over which the Group exer-
cised control until April 2000 and owns 13.5 % as at 31 December 2000. Majority of invest-
ments of this fund are invested in the Latvian government bonds and deposits held within banks
registered in Latvia. 5,200 units with carrying value of LVL 539 thousands have been invested
within the insurance pool agreement (see also Notes 1 and 21).

23. Loans

2000 1999
Mortgage loans 1,182,196 1,641,584
Loans to employees 62,969 206,098
Other loans 6,614 119,148
Provision on loans (5,665)

1,246,114 1,966,830

24




Notes to the Consolidated Financial Statements

24. Reinsurance debtors

2000 1999
German registered reinsurance companies 115,278 323,300
Swiss registered reinsurance companies 37,062 184,454
Great Britain registered reinsurance companies 71,444 77,945
Latvia registered reinsurance companies 36,325 66,092
Lithuania registered reinsurance companies - 1,558
Other reinsurance companies 64,621

260,109 717,970

25. Other debtors

2000 1999
Personnel - 24,994
Claims to Hansabanka - 7,400
Security deposits with Courts 10,286 7,192
Debts from medical institutions 5,486 5,500
Other prepayments - 25,376
Other debtors 77,125 42,590
Advance payments for corporate income tax 227,826 85,224
Debts acquired through privatisation of AAS LATVA 53,431 79,299
Provisions on doubtful debtors (19,445) (21,936)

354,709 255,639

26. Fixed assets

Land and Transport Computer Furniture Total
Buildings and vehicles equipment and fittings

leasehold

improve-

ments

Cost

At 31 December 1999 3,013,734 739,906 604,088 479,341 4,837,069
Additions 640,756 131,546 581,406 111,431 1,465,139
= - (2,093) (1,998) (4,091)
Disposals (107,670) (165,057) (33,551) (138,456) (444,734)

At 31 December 2000 3,546,820 706,395 1,149,850 450,318 5,853,383

Depreciation

At 31 December 1999 (297,098) (338,786) (401,901) (232,514) (1,269,589)
Charge for the year (113,833) (116,943) (155,582) (74,336) (460,694)

- - 590 946 1,536
Disposals 5,934 116,054 32,421 117,710 272,119

At 31 December 2000 (404,997) (339,675) (523,762) (188,194) (1,456,628)

Net Book Value at

31 December 1999 2,716,636 400,120 202,897 246,826 3,567,479
Net Book Value at
31 December 2000 3,141,823 366,720 626,088 262,124 4,396,755
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27. Cash in hand and at bank

2000 1999
Cash in hand 70,413 74,656
Deposits at call with banks 1,120,910 865,655

1,191,323 940,311

28. Other assets

2000 1999
Spare parts 22,475 19,448
Fuel 328 449
Other inventory 6,376 2,524
29,179 22,421

29. Share capital

a) registered share capital 2000 1999

Number LVL Number LVL

Shares with nominal value
of LVL 1 4,999,200 4,999,200 4,999,200 4,999,200
Shares of the Board 800 800 800 800

5,000,000 5,000,000 5,000,000 5,000,000

b) issued and fully paid share capital

2000 1999
Number LVL Number LVL
Closed share issues with
nominal value of LVL 1 - - 1,329,217 1,329,217
Shares of the Board 800 800 800 800
Public share issue with
nominal value LVL 1 4,651,267 4,651,267 3,322,050 3,322,050

4,652,067 4,652,067 4,652,067 4,652,067

During 2000 all closed shares were converted to public shares.

¢) major shareholders
At the end of the period the following shareholders owned more than 10% of the Parent
Company's shares:

2000 1999
Number of Shareholding Number of Shareholding
shares shares
Development Capital
Corporation & Vista Capital 2,071,952 44.54% 2,038,285 43.81%
AS Bastions ZS 1,093,537 23.51% 879,792 18.91%
Merita Bank Ltd 719,695 15.47% 695,995 14.96%

3,885,184 83.52% 3,614,072 77.68%

Bastions ZS, Development Capital Corporation, and Vista Capital Corporation LLC have
signed an agreement on 28 February 2001 with Codan insurance company (Denmark).
According to this agreement, Codan will acquire 73.35% of Company's shares on 1 June 2001.
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30. Reinsurance creditors

2000 1999
German registered reinsurance companies 60,460 508,511
Ireland registered reinsurance companies - 271,560
Swiss registered reinsurance companies 17,022 100,338
Great Britain registered reinsurance companies 4,633 61,443
Latvia registered reinsurance companies 36,762 32,178
Lithuania registered reinsurance companies - 11,044
Russia registered reinsurance companies - 4,896
Denmark registered reinsurance companies 549 879
Other reinsurance companies 23,075 3,352

142,501 994,201

31. Liabilities to credit institutions

2000 1999
Loans under repo agreement 750,000 1,789,880
Liabilities for credit cards 12,440 2,493
Accrued interest on short-term loan 302

762,742 1,792,373

Short-term loans have been received from a Latvian bank under repo deals. Total amount of
loans received is LVL 750,000 at annual interest between 4.8 % and 5%. These loans were
repaid in January 2001. Fixed income securities at net book value of LVL 851,685 (1999: LVL
1,914,148) have been pledged as the security for these loans.

32. Tax

2000 1999
Personal income tax 79,263 70,280
Social insurance 120,924 118,273
Property taxes 1,081 5,643
VAT 1,126 51
Corporate income tax 3,402

202,394 197,649

33. Other creditors

2000 1999
Liability for payments on Obligatory Motor third
party liability insurance 106,214 85,131
Liability to Insurance Supervision Inspection 37,336 43,056
Commissions payable 15,035 57,150
Liability for purchase and repairs of real estate 9,008 73,400
Government and public institutions and organisations - 41,275
Medical institutions - 1,270
Liabilities for services received during the
reporting period 180,646 -
Other creditors 45,068 53,404

393,307 354,686
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34. Other accrued expenses

2000 1999

Provision for vacation payments to employees 135,015 -
Other 27,579 -
162,594 -

The effect of the change in the accounting estimate described under point (19) of the descrip-
tion of the accounting policies is an increase in administrative expenses by LVL 135,015.

35. Related party transactions

The Parent Company has common members of management and shareholders with an
investment company Bastions ZS. SIA Salons Efekts is a Company controlled by Bastions ZS.

Three members of the Supervisory Council of the Parent Company and Bastions ZS own sig-
nificant part of shares of LVA leguldijumu Sabiedriba (see also note 36), an asset manage-
ment company. Ivars Muzikants, the Chairman of the Board of the Parent Company is the
Chairman of the Supervisory Council of LVA leguldijumu Sabiedriba.

Andris Ruselis, member of the Board of one of the subsidiaries of the Company is the
Chairman of the Supervisory Council and majority shareholder in A/S Vertspapiri.

During the reporting period the following transactions were carried out with related parties:

Construction services. Construction of the new office premises at Raunas street is con-
ducted, using sub-contractors, by SIA Salons Efekts.

Other services received. The Group has received services from SIA Salons Efekts (mainte-
nance services for Group's premises). Total amount paid to SIA Salons Efekts for these services
during the period is LVL 21 thousands (1999: 93 thousands). In 2000 Salons Efekts provided
also real estate expert services for fee of LVL 39 thousand. All services have been received
within the average market rates.

The Group's companies have paid a unit premium during the acquisition of units of LVA
Naudas fonds. This premium has been transferred to LVA leguldijumu sabiedriba to cover
costs associated with the set-up of the fund. Total amount of premium paid for these units
is LVL 70 thousands.

A/S Vertspapiri provided insurance brokerage and financial consulting services to the Group's
companies during the year. Total fees and commissions paid to A/S Vertspapiri during the
year is LVL 2.8 thousands (1999: LVL 38 thousands).

Insurance services. There have been no large insurance agreements with related parties
during the period. All insurance services to related parties have been provided at the market
terms and conditions for these types of insurance. The Group companies have purchased
health insurance on behalf of their employees and property insurance within the Group.

28




Notes to the Consolidated Financial Statements

35. Related party transactions (continued)

Outstanding balances with related parties. There are the following outstanding balances
with related parties as at the end of the period:

2000 1999
Liability to SIA Salons Efekts - (52,339)
Mortgage loans issued to the Board Members of the
Group companies 321,807 527,854
Investment in shares of LVA leguldijumu Sabiedriba 20,687 -
Investments in units of LVA naudas fonds, managed by
LVA leguldijumu Sabiedriba 3,649,858 -
Mortgage loan issued to the Council Members of
AS Riga Insurance Company - 50,000
Guarantee on mortgage loans to the management of
AS Riga Insurance Company obtained from Bastions ZS - (132,105)

3,992,352 393,410

36. Subsidiary undertakings

Name Business Share Country of
2000 1999 incorporation
AAS LATVA Life assurance 95% 95% Latvia

AS Riga Insurance Company Non-life
insurance 100% 100% Latvia

AAS Saules Laiks Non-life
insurance = 100% Latvia

A/S LVA leguldijumu Sabiedriba Asset mana-
gement 13.5% 39% Latvia

Control over the A/S LVA leguldijumu Sabiedriba was exercised through the representation
of the management members of AAS BALTA in the management of A/S LVA leguldijumu
Sabiedriba, which enabled AAS BALTA to cast the majority of votes at the Board meetings.
Major part of the investment was sold in 2000 and the Group lost control over the opera-
tions of A/S LVA leguldijumu Sabiedriba and terminated consolidation of this subsidiary. The
remaining portion of the shares was transferred to “Variable interest securities” in the bal-
ance sheet as at 31 December 2000.

AAS Saules Laiks merged with AS Riga Insurance Company in 2000.

Part of the shares of AAS LATVA were purchased by privatisation. In accordance with the
terms of privatisation the Company can not sell 385,000 of these shares until 2002.

All holdings are in the ordinary share capital of the undertaking concerned.
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37. Off balance sheet items

General claims.

From time to time and in the normal course of business claims, against the Group compa-
nies, are received from customers. Such claims have been reviewed by the management who
are of the opinion that no material unprovided losses will be incurred.

Foreign exchange contracts.

The Parent Company has signed a forward foreign exchange contract with a Latvian bank.
The Parent Company will have to make a payment of LVL 153 thousands according to the
contract. Unrealised loss on this transaction as at 31 December 2000 is LVL 9 thousands.

Litigation.

As at 31 December there were 8 open legal claims against the Group amounting to LVL 70
thousands. The management is of opinion that no material unprovided losses will be
incurred.

(31 December 1999: no open litigation against the Company).

Assets pledged.
There are no assets pledged as at 31 December 2000, except as mentioned below.

Credit related commitments.
Securities in amount of LVL 851,685 are pledged as collateral for the loans obtained as a part
of repo deals. See Note 31.

Subordinated deposit investment.

The Parent Company has made subordinated deposit investment in A/S Hansabanka in
amount of USD 450,000 and DEM 500,000 (equivalent in total to LVL 421,579 translating
the amount at the exchange rate set by the Bank of Latvia on the balance sheet date) with
maturity term in March 2003. The collectability of this deposit before maturity date is restricted.
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Auditors’ Report to the Shareholders of AAS BALTA

We have audited the consolidated financial statements on pages 2 to 30 of AAS BALTA and
its subsidiaries (the Group), for 2000. These financial statements include the consolidated ba-
lance sheet as at 31 December 2000, related consolidated profit and loss account, consoli-
dated cash flow statement and consolidated statement of changes in equity for 2000, report
of the parent company's Council and the Board and note disclosures. These financial state-
ments are the responsibility of the parent company's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing. Those stan-
dards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes exam-
ining, on a test basis, evidence supporting the amounts and disclosures in the financial state-
ments. An audit also includes assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall financial statement presenta-
tion. We reviewed the report of the Council and the Board for consistency with other parts
of the financial statements. The representatives of the parent company have provided all
information and explanations required by us. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements give a true and fair view of the assets,
liabilities and the financial position of the Group as at 31 December 2000, and the results of
its operations and cash flows for the year then ended. These consolidated financial state-
ments have been prepared in accordance with the law on “Insurance Companies and their
Supervision” and the Cabinet of Ministers Rulings on the Preparation of the Financial
Statements of Insurance Companies of the Republic of Latvia.

Vot lope

PricewaterhouseCoopers SIA

4 April 2001
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