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This Corporate Governance Assessment of Latvia has been completed as part of the joint World
Bank-IMF program of Reports on the Observance of Standards and Codes (ROSC). It
benchmarks the country’s observance of corporate governance against the OECD Principles of
Corporate Governance and is based on a template developed by the World Bank. The findings
are supported by a review of legislation and extensive discussions with Government officials,
financial supervisors, and numerous segments of the private sector. In particular, the assessment
reflects extensive technical discussions with the Securities Market Commission, the Riga Stock
Exchange, the Bank of Latvia, the State Insurance Inspectorate, a Member of Parliament, the
Latvian Privatization Agency, the Latvian Central Depository, the Enterprise Register and
professional services firms. Excellent co-operation was received by all agencies and in particular,
by the Securities Market Commission. The assessment was conducted in February 2001 by Sue
Rutledge of the Europe and Central Asia Regional Department of the World Bank under the
supervision of the Corporate Governance Unit of the Private Sector Advisory Services
Department of the World Bank. The ROSC assessment was cleared for publication by the Office
of the Minister for Special Assignment for Cooperation with International Financial Agencies on
November 20, 2002.

I.

EXECUTIVE SUMMARY

This report provides an assessment of the corporate governance policy framework and
enforcement and compliance practices in Latvia. Latvia has already invested considerable
resources in upgrading its legislation to meet EU Directives, and the legislative and regulatory
framework dealing with corporate governance issues is quite robust. Strengths and weaknesses
are highlighted and policy recommendations made where appropriate.1
The Riga Stock Exchange (RSE) trades securities on three tiers: the official list, the second list
and the so-called free market. As of December 2001, total market capitalization was Latvian Lat
(LVL) 438.6 million (USD 690 million) or approximately 9.7 percent of GDP. Latvia has a new
integrated financial regulator, which oversees the securities market, banks and non-bank
financial institutions.
The policy recommendations can be grouped under three broad categories: legislative reform,
institutional strengthening and voluntary/private initiatives. The legislative and regulatory
framework dealing with corporate governance practices has undergone substantial change. The
most serious problem is compliance and enforcement. While the assessment highlights several
areas where Latvia’s corporate governance system could be strengthened, the priority should be
given to the enforcement of existing laws.
This report promotes private sector initiatives and capacity building to follow up on the
legislative progress on corporate governance reform. It recommends the development of a
Latvian or regional voluntary code of best practice of corporate governance. The code should be
prepared by a task force coordinated by the RSE and made up of public and private sector
representatives. In addition, the report proposes the creation of a regional institute of directors, to
provide training for supervisory board members, disseminate best practice and play a vital role in
the dialogue between the public and private sector. Together, these measures give issuers the
choice to implement best practice and investors a benchmark against which to measure corporate
governance in Latvia.
II.

CAPITAL MARKETS AND INSTITUTIONAL FRAMEWORK

At the end of 2000, there were about 3,000 joint stock companies, 60,000 companies with
limited liability and another 50,000 other enterprises, largely small and medium-sized
businesses. Only joint stock companies can issue tradable shares.
Trading on the Riga Stock Exchange (RSE) began in July 1995, and in 1997 the RSE introduced
continuous trading. There is no public derivative market at the RSE. All securities are
dematerialized. Total market capitalization in 2001 was LVL 438.6 million (USD 690 million2),
or 9.7 percent of GDP.3 63 issues trade on three organized tiers: five on the official list, 11 on the

1

The Ministry of Special Assignment for Cooperation with International Financial Agencies and Financial and Capital Market
Commission (FCMC) have exercised their right of reply in response to the findings of the corporate governance ROSC. The
response submitted by the FCMC is appended in Annex D.
2
All currency calculations are based on January 11, 2002 exchange rate of one USD = 0.64 LVL
3
Based on 2000 GDP figure of USD 7,138,431,000 (http://devdata.worldbank.org/data).
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secondary list and 47 on the free market.4 Companies on the Official List must also make at least
25 percent of their shares freely tradable. The turnover ratio was 24 percent.5 Delistings occurred
as companies went private after strategic investors gained control following of privatization. For
example, Unibanka, whose securities were among the most heavily traded in 2000, was acquired
by a Swedish bank and delisted. There is an over-the-counter (OTC) market, which in 2000
accounted for 20 percent of total market turnover, as many block trades between banks are
conducted in this manner. In 1999 the RSE signed a memorandum of understanding with the
Tallinn Stock Exchange (Estonia) and the National Stock Exchange of Lithuania to create a
regional market using a common trading platform. In August 2002, the owner of the Helsinki
Stock Exchange (HEX Group) acquired 92.98 percent of the Riga Stock Exchange shares, thus
obtaining also a controlling interest in the Latvian Central Depository.
Trading statistics for 2000 show that about 52 percent of shares are held by Latvian residents and
48 percent by non-residents. While business groups exist, ownership restrictions on banks have
impeded the development of financial-industrial groups.
As of December 2001, there were eight brokerage companies and 19 banks licensed to provide
investment services. Five investment companies are licensed to operate investment funds, but
currently only three funds are operational, investing in money market instruments. In addition,
four third-pillar private pension funds have been set up. However, as of December 2001 they
managed in total LVL six million (USD 9.4 million). The largest pension fund belongs to the
national telecommunications company.
The Latvian Central Depository maintains a consolidated shareholder registry for all publicly
traded share issues and those private share issues for which the company has requested the
Depository to maintain a register. The Central Depository information is obtained from banks
and other custodians, who maintain the shareholder registers.
Latvia’s legal framework is based on civil law. The primary legislation for listed companies is
the Commercial Code of April 2000. The Commercial Code consolidated several pieces of
commercial legislation, including the Joint Stock Company Law (as amended in 1999) and the
Law on Companies with Limited Liability. The Commercial Code brings Latvia’s company law
near compliance with EU Directives and strengthens shareholder rights, particularly for
companies with limited liability.6 The Commercial Code will replace the Joint Stock Company
Law on January 1, 2005 for existing companies, while new companies are already subject to the
4

In January 2002, more-stringent RSE listing requirements were approved by the FCMC and went into effect. The main changes
were a new structure of listing tiers, combined with higher standards for existing issuers, including tougher information
disclosure requirements. First, the Free List will be eliminated by January 1, 2004. In its place, two new transitional lists are
introduced: the “Pre-List” and the “Surveillance List”. The Pre-List is designed for companies not yet in full compliance with
Official or Second List criteria, but which have expressed firm commitment to meet all requirements. Companies will be placed
on the Surveillance List when they either fail to meet listing criteria, do not meet the RSE’s deadline for submitting financial
reports, or for causes that might “jeopardize market security.” Companies can revert to their original lists once they comply with
the new criteria. No securities are now on the Pre- or Surveillance Lists. This provision is dictated by the Transitional Provisions
of the Law "On Securities," stipulating that control interest holders must make a buy-back offer to the other shareholders or
reduce their ownership interest in the company.
5
Based on 2001 market capitalization of listed companies (LVL 438.58 million, USD 690 million) and 2001 turnover (LVL
103.3 million, USD 162.3 million).
6
Limited liability companies are privately held companies, which cannot be traded on the stock exchange.
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Commercial Code. The Law on Concerns (2000) requires disclosure of indirect ownership
structures. The Law on Securities and rules issued by the Financial and Capital Market
Commission regulate takeovers, the disclosure of material events and registration of securities
and authorization for public issues."
The Securities Market Commission was established in 1995. Under the 2000 Law on the
Financial and Capital Market Commission, the Financial and Capital Market Commission
(FCMC) was created as an integrated financial supervisory agency. The FCMC commenced its
activities on July 1, 2001, thereby becoming the legal successor to the rights, obligations and
liabilities of the Insurance Supervision Inspectorate, the Securities Market Commission,
administration of the Deposits Guarantee Fund and of the Bank of Latvia in the field of credit
institution supervision. The FCMC is an autonomous public institution. The purpose of its
activities is to promote the protection of interests of investors, depositors and the insured and the
development and stability of the financial and capital market.7 The Chairman and the deputy
chairman of the FCMC are appointed by the Parliament and can only be dismissed by
Parliament. The FCMC is empowered to review, investigate and sanction capital market
participants. Sanctions can take the form of fines or license suspension/revocation. The FCMC’s
decisions can be appealed to the Administrative Court under the Administrative Code.
The RSE supervises the trading of shares, defines the terms and conditions under which
securities are admitted for trading on the exchange, and supervises the activities of securities
brokers. It has 16 members, most of whom are subsidiaries of commercial banks. The RSE is
incorporated as a joint stock company.
Interest in corporate governance is growing in Latvia. The Foreign Investors Council prepared
several recommendations for Government review. In October 1999, the OECD organized a
corporate governance workshop for the Baltic countries of Lithuania, Latvia and Estonia. In
addition, the Latvian press has publicized cases of corporate governance abuses, including
Laima’s takeover of Staburadze, another Latvian company, in 2000.8
III.

REVIEW OF CORPORATE GOVERNANCE PRINCIPLES

This review assesses the compliance of Latvia to each OECD Principle and Sub-Principle of
Corporate Governance (available at: http://www.oecd.org/daf/corporate-affairs/governance and
set out in Appendix I). Description of practices and policy recommendations are offered each
time a principle is less than fully observed. Observed means that all essential criteria are
generally met without any significant deficiencies. Largely observed means that only minor
shortcomings are observed, which do not raise any questions about the authorities’ ability and

7

FCMC’s website (http://www.fktk.lv/en/) has extensive information on the Latvian securities markets’ legal and regulatory
framework.
8
In November 2000, the RSE halted trading of Staburadze shares after the company failed to provide information on Laima and
its major shareholder, NTBDC L Ltd (which Staburadze had just acquired), regarding financing sources of the acquisition and
impact of the deal on Staburadze’s financial indicators. After submitting the information, Staburadze requested the information
be sealed, but the RSE insisted this would hurt shareholder interests. It asked the SMC to intervene; later that month, the SMC
fined Staburadze LVL 2,500 (USD 3,906) for supplying false information. Following mandated public disclosure by Staburadze
in December 2000 regarding the deal’s particulars, the RSE allowed share trading to recommence.
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intent to achieve full observance in the short term. Partially observed means that while the legal
and regulatory framework complies with the OECD Principle, practices and enforcement
diverge. Materially not observed means that, despite progress, the shortcomings are sufficient
to raise doubts about the authorities’ ability to achieve observance. Not observed means that no
substantive progress toward observance has been achieved.
The following assessment is based upon the OECD Principles of Corporate Governance. The
OECD Principles are concerned primarily with corporations that are publicly traded on a stock
exchange, though many of the issues addressed by the OECD Principles are also relevant to large
non-traded corporations and state-owned companies.
Policy recommendations may be offered when a principle is less than fully observed.
Section I: The rights of shareholders
Principle IA: Largely observed
Description of practice: To be admitted for trading, shares must be freely transferable. Legal
proof of ownership is acquired by book entry into a securities account either with a custodian or
with the Latvian Central Depository (LCD). LCD is the sole depository for equities and fixed
income instruments. Use of the LCD is required for all publicly traded share issues, although not
for private (closed subscription) share issues, for which the issuing company may maintain the
share register and not file the list of account-holders with the LCD. Shareholders holding
publicly traded shares may freely transfer them on the Riga Stock Exchange. Share transfers do
not require the company’s prior approval.
The LCD maintains omnibus accounts for brokers and custodian banks. The Law on Securities
requires the latter to maintain segregated accounts of their clients. Stock trades settle on a rolling
settlement basis on T+3, according to DVP3 (simultaneous, irrevocable and final). Cash is settled
through the Central Bank, which is online with the LCD.9
All enterprises must file the following information with the Enterprise Register: (1) the
company’s annual financial statements, (2) management and supervisory board members, (3)
name of the auditor, and (4) copies of company by-laws and amendments. The information is
published in the Latvijas Vēstnesis, Latvian Government’s official gazette. Information is
available directly from the Enterprise Register, and online by subscription to a private firm,
Lursoft. The Central Depository can provide shareholding information, but information on
beneficial ownership is sometimes difficult to obtain.
Supervisory board members are elected by the Annual General Meeting (AGM). Cumulative
voting is required for the election of supervisory board members. Supervisory boards comprise at
least five members. Shareholders with at least five percent of shares may nominate one

9

The Central Depository is the operator of the securities settlement system DENOS, which is composed of two sub-systems. The first is
designed according to model 3 DvP for the settlement of stock-exchange transactions; the second is a model 1 DvP system, for OTC trades or
trades concluded on RSE as reported trades.
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supervisory board member. Under the Joint Stock Company Law, supervisory board members
are elected at the AGM for a maximum term of three years, unless a shorter term company bylaws specify a shorter term. Non-residents and foreigners may serve on the management and
supervisory boards.
The shareholders’ general meeting approves payment of dividends based on a recommendation
from the management board.
Policy recommendation: Shareholder confidence in the level of reported profits will depend on
continued improvements in accounting and auditing practice.
Principle IB: Largely observed
Description of practice. Amendments to a company’s by-laws and issuance of new capital must
be approved by a 75 percent majority of the votes of shareholders participating in the AGM.
Shareholders are entitled to pre-emptive rights with respect to any share issue. The AGM must
approve a company’s termination or its reorganization.
Under the Commercial Code, there is no quorum requirement for any AGM.
Policy recommendation: Review quorum requirements in relation to requirements in other
transition countries, particularly for AGMs that approve changes to the company charter,
issuance of new capital and the sale of assets representing more than half the company’s total
book value.
Principle IC: Largely observed
Description of practice: Companies must convene a general meeting at least once a year.
Companies may convene extraordinary general meetings at the request of the holders of five
percent of issued shares, and have the same powers as AGMs. Under the Commercial Code,
notice of AGMs is at least 30 days (or two weeks in the case of extraordinary AGMs). Within
three months of the meeting, shareholders may apply to the court if procedures for convening the
meeting have not been followed.
Shareholders’ rights to attend and vote at AGMs are not formally restricted. Shareholders may
vote by proxy if the proxy has power of attorney. Electronic voting is not possible, but is
envisaged under a draft Law on Electronic Documents. Share registration is blocked for ten days
prior to the AGM to allow for production of an accurate shareholders’ list, since there is no ‘date
of record’ system that identifies the shareholder for voting purposes and allows trading of the
shares in the days prior to the AGM. Voting is open, unless shareholders with at least ten percent
of capital request a secret ballot.
The management board sets the agenda, and the date and time must be published 30 days prior to
the meeting. Under the Commercial Code, holders of five percent of the voting capital (reduced
from ten percent of the paid-in capital under the former Joint Stock Company Law) may require
other items to be added to the agenda. Shareholders may also make decisions on issues not on the
agenda, if all shareholders unanimously agree.
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Policy recommendations:
1. Establish a date of record to determine shareholder eligibility to vote at the AGM.
2. Approve legislation allowing secure electronic voting.
Principle ID: Materially not observed
Description of practice: Shareholdings of more than ten percent must be disclosed. In practice,
however, informal relationships among shareholders may not always be disclosed especially
where parties wish to conceal their arrangements.
In some cases preferred shares may be issued up to 100 percent of the par value of the rest of the
equity capital. While any changes in voting rights of a class of shares are subject to a majority
vote of the shares of the class—and must therefore be disclosed—the possible use of non-voting
shares to obtain a disproportionate degree of control compared to cash flow rights may
discourage potential investors.
Policy recommendation: Reaching compliance will require greater enforcement of existing
disclosure rules. Identities of ultimate controlling shareholders should be disclosed.
Principle IE: Largely observed
Description of practice: The Law on Securities protects minority shareholder rights in mergers.
Merger proposals require a 75 percent majority of votes present at the AGM. The Law also
requires that, where a shareholder has purchased 50 percent or more of the share capital of a
company, he/she must offer to purchase all outstanding shares.10 The acquisition of ten percent
or more of the issued shares must be disclosed within seven days to the company and the FCMC.
Further disclosures are required at 25 percent, 50 percent and 75 percent. The Regulation on the
Buy-Out of Shares prohibits management or supervisory board members from actively or
passively hampering the offer after its launch. However there appears to be no common practice
by company managers to attempt to thwart takeovers.
Limited liquidity on the stock exchange precludes an active market for corporate control.
Policy recommendations:
1. The FCMC should enforce existing law and apply existing sanctions as much as possible, to
maximize market credibility.
2. Closely monitor the EU debate on takeover rules and tender offers and consider if additional
prohibitions on the use of anti-takeover devices by company management would be helpful
in strengthening the market for corporate control.
3. Ratify the draft Law on Financial Market Instruments, to further strengthen regulation in a
number of areas.

10

Under the FCMC’s Regulation on the Buy-Out of Shares, the offer price is set at the highest of several: (1) the weighted average stock
exchange price over the prior 12 months, (2) the weighted average price the offeror has paid for the shares during last 24 months., (3) price
determined from the balance sheet of the company, or (4) a “fair price.”
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Principle IF: Materially not observed
Description of practice: Shareholders do not generally evaluate the costs and benefits of
exercising their voting rights, due to the underdevelopment of institutional investment.
Policy recommendations:
1. Pension funds and other institutional investors should be encouraged by regulation or Code
of Best Practice to disclose their voting policy.
2. Raise awareness of successful international experiences of shareholder activism.
Section II: Equitable Treatment of Shareholders
Principle IIA: Largely observed
Description of practice: - While the Joint Stock Company Law allowed several different classes
of voting shares, the Commercial Code has simplified share classes. Joint stock companies may
issue three types of shares: common, preferred and employee. Common shares typically carry
one vote per share, although the company by-laws may stipulate a higher number of votes.
Preferred shares carry no voting rights unless the company is in default on dividend payments.
Employee shares are non-transferable, non-voting shares. Changes in voting rights of a class of
shares are subject to shareholder vote.
In accordance with the Commercial Code, a group of shareholders who jointly represent five
percent or more of the company’s paid-in capital (or whose participation in the company’s
capital is at least LVL 50,000) may bring action against the supervisory board on behalf of the
company. These shareholders must submit the claim to the supervisory board; if the supervisory
board fails to act within 30 days, the minority shareholders may bring the action themselves. If
so, the minority group may appoint its own representatives, and the court must allow the
representatives to act on behalf of the company if these shareholders establish for the court that
there is due cause for the action.
When their rights are violated, shareholders can initiate legal action in their own name but cannot
do so in the name of the company as a derivative action. Decisions by the AGM or the
management or supervisory boards may be appealed to the court if the procedures for taking the
decision contradict the law or the company’s by-laws, or other causes including that the
decisions were in contradiction to the company’s purposes, the interests of society and morality.
Appeals may be lodged within three months after the decision. However if the action is brought
in bad faith, the plaintiffs are liable for the company’s losses. Lawsuits are a difficult remedy,
especially for minority shareholders. There is a perception in the business community that court
procedures are improving, but there are still delays. In addition, there are concerns over the
process’s expense, the experience of the judges and the low cost and ease of initiation of appeals.
When one shareholder has accumulated more than 90 percent of shares, the remaining minority
shareholders may request that shares be redeemed by the majority owner. If a minority
shareholder rejects the price proposed by the majority shareholder, the price is determined by a
court.
Some RSE-listed companies see little trading in their shares. The new Enforcement Note on
Securities Lists will likely lead to many delistings, when the Free List disappears in 2004. There is
7

currently no provision in the law that facilitates the “squeeze-out” of minority shareholders through
the mandatory purchase of minority shareholdings by controlling shareholders, although one is
expected to be included in the new Law on Financial Market Instruments.
Policy recommendations:
1. The procedures for voting shares held by custodians or other nominees should be as clear and
efficient as possible, to encourage all beneficial owners to vote. This issue may be best
addressed by a Code of Best Practice.
2. Issuers who do not comply with disclosure, transparency and other basic corporate
governance rules should be delisted.
3. New “squeeze-out” provisions should accompany the delistings. The rules should mandate
the buy-out of minority shareholders when the majority shareholder owns more than a
defined percentage of share capital. Shareholders should be entitled to fair compensation,
subject to judicial review.
Principle IIB: Largely observed
Description of practice: The Civil Code and Law on Securities prohibit insider trading and
market manipulation. Prohibitions apply to employees, brokers, the Central Depository and third
persons who have information from inside sources. The FCMC is in the process of drafting
amendments to the Criminal Code concerning insider dealing and market manipulation.
All traded companies must notify the FCMC promptly of any material information. Both the
RSE and FCMC watch for indications of abnormal trading activities, and the FCMC is
empowered to carry out investigations of potential insider dealing. The FCMC has the power to
impose fines and administrative penalties up to LVL 20,000 (USD 31,447), which may be too
low to discourage market manipulation.
Full compliance with this Principle will be attained when a significant number of prosecutions of
cases of insider trading are completed.
Policy recommendation: Review the various sanctions (fines and civil liability) that may be
imposed by the FCMC.
Principle IIC: Largely observed
Description of practice: Latvian legislation includes provisions requiring disclosure of conflicts
of interest. The Joint Stock Company Law and the Commercial Code require that, in cases of
conflicts of interest between the company and management board members (and their second
degree family relations), the board member shall not have voting rights on the given issue. Board
members failing to provide notice to the board are liable for losses the company incurs. However
there is no mechanism to proactively ensure compliance with the disclosure requirement.
The Regulation On Registering Securities and Receiving Authorization for Public Issue of
Securities or Putting Securities into Public Circulation requires the prospectus to include
disclosure of shares held management board members and other senior company executives.
Required disclosure of subsequent sales and purchases of shares by company management is also
implied under the Regulation on Disclosure of Issuer’s Material Events, since the Regulation
requires that issuers disclose events that can affect the market price of company shares.
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However, disclosure of sales and purchases of company shares by management and supervisory
board members is not specifically required.11
Policy recommendations:
1. Amend legislation to require disclosure of sales and purchases of company shares by
members of the company’s management and supervisory boards.
2. Consider requiring that conflicts of interest also be disclosed to shareholders.
Section III: Role of Stakeholders in Corporate Governance
Principle IIIA: Largely observed
Description of practice: Labor and environmental laws were revised in the late 1990s and reflect
current EU practices. The bankruptcy system works fairly well; most bankruptcy cases are
handled within two years. There is little experience in secured lending, but the Law on Collateral
appears adequate. Civil procedures have improved, but enforcement of security interest is seen as a
protracted process. The Land Register is considered to work well.
Policy recommendation: See recommendations under Section V on supervisory boards.
Principle IIIB: Largely observed
Description of practice: When their rights are violated, stakeholders can initiate legal action in
their own name. In a civil law suit filed by shareholders, the management board is the party to
the action. The FCMC may also investigate violations related to companies issuing publicly
tradable shares. FCMC decisions are regulated by the Law on Administrative Procedure.
Policy recommendations:
1. Review the enforcement requirements of the Law on Administrative Procedure.
2. Study costs/benefits of having class action suits under Latvia’s civil law framework.
Principle IIIC: Largely observed
Description of practice: Companies may create employee share-purchase plans, if they so
choose, although few companies put such plans in place.
Policy recommendation: Undertake a study on the costs and benefits of establishing sharepurchase plans for employees and other mechanisms meant to encourage stakeholder
participation.
Principle IIID: Partially observed
Description of practice: Stakeholders have the same access to information as the general public.
This principle is scored at the same level as in Section IV below.

11

The Law on Securities holds that anyone acquiring ten or more percent of a company’s shares must inform the company and
FCMC, and the company must publish this information. These norms limit trades by managers and help ensure disclosure on
trade activity so as to reduce the risk of insider trading. Latvia is currently working on a new Law on Securities, under which they
envisage addressing further solutions regarding disclosure of information about sales and purchases of shares by company
management.
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Policy recommendations: See recommendations under Section IV.
Section IV: Disclosure And Transparency
Principle IVA: Partially observed
Description of practice: All 110,000 enterprises in Latvia must file their financial statements
with the Enterprise Register, which makes the information publicly available. The information is
available directly from the Enterprise Register and online through subscription to a private firm.
Listed companies must file audited annual financial statements (including the auditor’s opinion
and notes to the statement) with the FCMC and RSE. The Exchange places the information
online. Quarterly unaudited financial statements are also filed with the FCMC. The new listing
rules require the disclosure of changes to the company’s charter and “…management board
resolutions regarding major reorientation of company’s activities, even if amendments to the
company charter are not required.” However, as in many countries, continued progress can be
made in the quality and timeliness of financial and non-financial disclosure.
For listed companies, shareholders must disclose to the FCMC ownership of ten percent, 25
percent, 50 percent and 75 percent of a company’s shares. The investor must disclose to the
company the acquisition of each additional five percent of the shares (and failure to make such
disclosure within the stated timeframe removes the rights of the investor to exercise the voting
rights of the additional shares.) In addition, the Law of Concerns requires disclosure of indirect
shareholdings up the ultimate beneficial shareholder. The Law stipulates that ownership of 50
percent-owned subsidiaries be included in the calculation of ownership holdings. Failure to
comply with reporting obligations may result in fines, although the maximum fine that can be
levied by the FCMC for any infraction is LVL 20,000 (USD 31,447).
Prior to AGMs, the Depository generates a full shareholder list and makes it available to all
shareholders. The Depository also annually publishes the names of all shareholders with over 0.5
percent of total shareholdings. When publicly traded companies issue closed share subscriptions
that are not independently verified, some non-disclosure of shareholder holdings is allowed. The
Law on Concerns is not well-understood, and information regarding full beneficial ownership is
difficult to obtain. Furthermore, on occasion, offshore companies are used to shield shareholders
from obligations to disclose a company’s full ownership and control structures.
For all companies, holdings of 25 percent, 50 percent, 75 percent and 90 percent must also be
disclosed to the Enterprise Register.
The names of members of the supervisory board, the management board, the independent auditor
and the auditing commission are publicly available for all enterprises. Listed companies must
also disclose in their prospectus levels of remuneration for management board members. For all
enterprises with supervisory boards, the AGM approves the supervisory board’s aggregate
remuneration. In practice, in most enterprises the AGM also approves the level of remuneration
for individual supervisory board members.
The Regulation On Registering Securities and Receiving Authorization for Public Issue of
Securities or Putting Securities into Public Circulation requires that the prospectus for new share
issues include disclosure of the shares held by the members of the company’s management board

10

and other senior company executives. Disclosure of subsequent sales and purchases of shares by
company management is not specifically required.
In the prospectus, the company must disclose risk factors related to the issuer's activity,
including economic, political, social, technical, technological, and environmental risks. There are
no required mechanisms to ensure timely identification and management of the risks as well as
disclosure of the risks to shareholders on an on-going basis.
Issuers must disclose events that may influence company share market price. Publicly traded
companies not listed on the Exchange must publish notice of material events in the newspapers.
Such information includes the names of directors and managers, their age, position, education,
qualifications, previous positions and career summary, other professional activities they carried
out if these directly competed with those of the company; remuneration and bonuses for each
board member, the value of outstanding loans extended by the company to them and their
relatives, and warranties of payment.
Disclosure of material risk factors is not regulated. Companies are not required to publish
internal governance policies on issues like the roles and responsibilities of supervisory board
members and how they obtain information and oversee the management board.
Listed companies must immediately disclose material events to the FCMC and the RSE.
Disclosure of material issues regarding stakeholders is not specifically required..
Policy recommendations:
1. The FCMC and the RSE should vigorously apply the new Enforcement Note on Securities
Lists.
2. Consider providing an incentive system to encourage companies listed on tiers with limited
disclosure requirements to graduate to a tier with greater transparency.
3. See recommendation under Section V on disclosure under a Corporate Governance Code and
creation of board committees for risk management and monitoring.
Principle IVB: Partially observed
Description of practice: – By law, all large companies must have an independent annual audit.12
All companies on the RSE’s Official List, as well as commercial banks and insurance companies,
must prepare their financial statements in accordance with International Accounting Standards
(IAS) and have the statements audited by an approved sworn (certified) auditor. Latvian sworn
auditors use International Standards of Auditing (ISA). Companies on the Second Tier and Free
List face less strenuous requirements, and may prepare their financial statements according to
Latvian accounting legislation. In practice, according to the FCMC, the financial statements of
virtually all listed companies are prepared according to IAS.

12

Companies are “large” if they meet two out of the following three: (1) more than 25 employees, (2) annual turnover of LVL
200,000 (USD 314,465) and (3) assets of LVL 100,000 (USD 157,233).
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Current accounting legislation closely follows the EU Directives on Accounting, but differs from
IAS where the Directives and IAS conflict. 13 The EU has announced its intention to adopt IAS
for listed companies, and as they do so, it is expected that the Latvian Accounting Standards will
follow suit. To date, four Latvian Accounting Standards following IAS have been adopted.
However there remain weaknesses in insufficient local capacity in accounting and insufficient
funding for the FASTC’s work.
Policy recommendations:
1. Increase local capacity in accounting.
2. Prepare an Accounting and Auditing ROSC.
Principle IVC: Partially observed
Description of practice: Audit standards are set by the Association of Sworn Auditors, which is a
self-regulatory organization. The recently amended Law on Sworn Auditors reflects International
Standards on Auditing (ISA), including the Code of Ethics, and increases auditors’ statutory
maximum liability. However, it will be necessary to monitor implementation of ISA and its
impact on auditing practices. The Auditors Association has a technical committee to review
complaints. To date, one license has been revoked.
Policy recommendations: See IVB, above.
Principle IVD: Largely observed
Description of practice: The FCMC sets timeframes for material event disclosure. Company
financial statement information, board composition, auditor and copies of the by-laws are
published in the Latvijas Vēstnesis, the Government’s official gazette. Public access is provided
through the Enterprise Register or online by subscribing to a private firm, Lursoft. The Central
Depository makes shareholding information available.
Section V: Responsibilities of the Supervisory Board
Principle VA: Partially observed
Description of practice: The Commercial Code provides for a two-tier board structure with a
supervisory board, management board and, where applicable, an auditing commission instead of,
or as a supplement to, the supervisory board. Joint stock companies have a supervisory board
(also called a supervisory council) and management board. Section 378 of the Commercial Code
prohibits executive management board members from also serving on the supervisory board or
board of auditors.
Members of the management and supervisory boards are liable for malicious or negligent acts
causing company losses. The Commercial Code requires management and supervisory board
members to perform their duties with the diligence of an “honest and careful manager” and
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Latvian Financial Accounting Standards are set by the Latvian Financial Accounting Standards Technical Committee
(FASTC). FASTC, a not-for-profit state limited liability company, was established under the Standardization Law, which
provides the legal framework for the establishment of standardization bodies. FASTC’s standards are not legally binding.
According to Article 15 of the Law on Accounting, the Cabinet of Ministers may decide which standards are legally binding, but
in practice, it has never yet done so.
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stipulates that members of both boards who act maliciously or negligently are liable for resulting
losses to the company, its shareholders or its creditors. The Commercial Code holds that the
supervisory board should monitor management and is accountable to the company and its
stakeholders, including shareholders.
However the Code also allows the AGM to approve a waiver against the liability of a board
member for any action within the prior three years—as long as no shareholders representing five
percent or more of the equity capital object to this decision.
Policy recommendations:
1. Amend the Commercial Code, requiring supervisory boards to ensure the company’s
strategic guidance.
2. Develop a voluntary corporate governance code providing detailed recommendations on the
roles, responsibilities, operation (including policies for remuneration of supervisory board
members and meeting frequency), board structure supervisory board member qualifications.
The code should recommend committee structure within supervisory boards, provide for
specialized committees on areas like audit and finance, risk policies and management and
remuneration of executive management. It should address criteria for determining
independence of board members and procedures for ensuring disclosure of conflicts of
interest—and for ensuring that independent directors are present on key board committees.
The code could be prepared by a business advisory task force – comprised of public and
private sector representatives - to the RSE or other organization and should be adapted to
Latvian financial market conditions. The code should be voluntary, but listed companies
should have to disclose the level of their compliance with the code.
3. Provide training for supervisory board members to acquaint them with their responsibilities
under the law, for example through an institute of directors.
Principle VB: Partially observed
Description of practice: The principle of an honest and careful manager would hold that
supervisory board members treat all shareholders fairly, but no laws or corporate governance
guidelines encourage such actions.
Policy recommendations: See recommendations under Principle A.
Principle VC: Observed
Description of practice: Under the Commercial Code, members of the supervisory board must
monitor that the business of the company is conducted in accordance with law, the by-laws and
the decisions of the AGM. In addition, the principle of an honest and careful manager would
encourage supervisory board members to consider stakeholder interests.
Principle VD: Partially observed
Description of practice: The supervisory board oversees the management board and the
company’s financial statements. The Commercial Code specifies general functions of
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supervisory boards and allows the company statutes to add to the board’s functions.14
Management board members cannot, without consent, hold or take up a business activity that is
in direct competition with the business of the company. Shareholders representing at least onefifth of the capital stock may request the appointment of an audit commission in addition to the
supervisory board.
However, neither legislation nor common industry practices specifically require that supervisory
boards (a) review corporate strategy, risk policy or performance objectives or chart progress in
implementing the strategy, policies and objectives; (b) ensure the integrity of accounting and
financial reporting systems; (c) monitor governance practices, although such actions are implied
under the functions and responsibilities of supervisory boards; or (d) oversee the company’s
official disclosure and communication.
Policy recommendations: See recommendations under Principle VA, and Principle IIC.
Principle VE: Largely observed
Description of practice: All supervisory board members are non-executives and are assigned financial
reporting and remuneration tasks. Their work is hindered by a lack of effective internal management
information systems to provide reliable financial reports. The concept of “independent” board members
- free from conflicts of interest - is not well-developed.
Under the Commercial Code, the supervisory board must meet at least quarterly. There are no
individual performance measurements for directors, and meeting attendance is not publicized.
However, the individual supervisory board member votes are recorded.
Policy recommendations:
1. See recommendations under Principle A, especially that which recommends creation of
specialized committees on audit and remuneration issues.
2. The Corporate Governance Code should recommend that director meeting attendance be
revealed at the general meeting.
Principle VF: Largely observed
Description of practice: The Commercial Code establishes that the supervisory board may, at
any time, request that the management board of directors report on the company’s status and to
become acquainted with all of the activities of the management board. The supervisory board
also may examine the company’s registers and documents, as well as the cashier’s office and all
of the property of the company. In addition, the supervisory board may hire experts to perform
examinations or clarify specific issues.
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The supervisory board’s functions are to: (1) elect and recall management board members and to continually control their
activities; (2) monitor that company business is conducted in accordance with law, the by-laws and AGM decisions; (3) examine
the company’s annual accounts and the proposal of the management board for the use of the profits and to submit them, together
with its own report, to the AGM; (4) represent the company in court in all actions brought by the company against management
board members, as well as in actions brought by the management board against the company; (5) approve transactions between
the company and board members or the auditor; and (6) examine all issues under the jurisdiction of the AGM or which, at the
request of members of the management or supervisory board, have been proposed for discussions at the meeting, and to provide
its opinion on such issues.
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Policy recommendations: See recommendations under Principle VA.
IV.

SUMMARY OF POLICY RECOMMENDATIONS

This section sets out policy recommendations to improve compliance of listed companies with
the OECD Principles of Corporate Governance. The next step is the development of a detailed
action plan. The action plan should be formulated in close cooperation with the Latvian
authorities and in consultation with the private sector and other stakeholders. The detailed policy
recommendations made in the principle by principle review for the less than fully observed
Principles can be grouped under the following broad categories: legislative reform, institutional
strengthening and voluntary/private initiatives.
A.
Legislative Reform: Latvia has already invested considerable resources in upgrading its
legislation, and the current strong legislative and regulatory framework dealing with corporate
governance issues already complies with relevant EU Directives. However, several additional
detailed legislative issues are proposed in the policy recommendations of the principle-byprinciple review section above. Priority: medium
B.
Institutional Strengthening: The assessment highlights a number of areas where
Latvia’s corporate governance system needs strengthening, but priority should be given to
enforcing existing law. To this end, the judiciary should be strengthened. Priority: high
C.
Voluntary/Private Initiatives: Develop a voluntary corporate governance code detailing
recommendations on the roles, responsibilities, operation (including policies for remuneration of
supervisory board members and meeting frequency), structure and qualifications for supervisory
board members. The code should recommend committee structure within supervisory boards,
providing for specialized committees on areas like audit and finance, risk policies and
remuneration of executive management. It should discuss criteria for determining board member
independence and procedures for ensuring full disclosure of conflicts of interest—and for
ensuring that independent directors are present on key board committees. The code could be
prepared by a business advisory task force to the RSE or other organization, in partnership
between the public and private sectors, and should be adapted to Latvian financial market
conditions. Priority: high
While the code should be voluntary, listed companies should be required to disclose the level of
their compliance with the code. Consideration should be given to modify the listing requirements
of the official list of the RSE, so that companies listed on this compartment abide by the aboverecommended voluntary code of best practice. Companies not wishing to subject themselves to
such strict disclosure standards would be listed on the second list. This approach provides choice
for issuers and investors. In an increasingly global economy, competition for capital is intense,
and good corporate governance can make a difference in how Latvian companies are viewed.
Priority: high
At the same time, it is recommended that training in the code be provided for supervisory board
members, for example through an institute of directors. Priority: high
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ANNEX A: OECD PRINCIPLES OF CORPORATE GOVERNANCE
Section I: The Rights of Shareholders
Principle IA. The corporate governance framework should protect shareholders’ rights.
Basic shareholder rights include the right to: 1. secure methods of ownership registration; 2.
convey or transfer shares; 3. obtain relevant information on the corporation on a timely and
regular basis; 4. participate and vote in general shareholder meetings; 5. elect members of the
board; and 6. share in the profits of the corporation.
Principle IB. Shareholders have the right to participate in, and to be sufficiently informed on,
decisions concerning fundamental corporate changes, such as: 1. amendments to the governing
documents of the company; 2. the authorization of additional shares; and 3. extraordinary
transactions that in effect result in the sale of the company.
Principle IC. Shareholders should have the opportunity to participate effectively and vote in
general shareholder meetings and should be informed of the rules, including voting procedures,
that govern general them. 1. Shareholders should be furnished with sufficient and timely
information concerning the date, location and agenda of general meetings, as well as full and
timely information regarding the issues to be decided at the meeting. 2. Opportunity should be
provided for shareholders to ask questions of the board and to place items on the agenda at
general meetings, subject to reasonable limitations. 3. Shareholders should be able to vote in
person or in absentia, and equal effect should be given to votes whether cast in person or in
absentia.
Principle ID. Capital structures and arrangements that enable certain shareholders to obtain a
degree of control disproportionate to their equity ownership should be disclosed.
Principle IE. Markets for corporate control should be allowed to function in an efficient and
transparent manner.
Principle IF. Shareholders, including institutional investors, should consider the costs and
benefits of exercising their voting rights.
Section II: The Equitable Treatment of Shareholders
Principle IIA. The corporate governance framework should ensure the equitable treatment of all
shareholders, including minority and foreign shareholders. All shareholders should have the
opportunity to obtain effective redress for violation of their rights. All shareholders of the same
class should be treated equally: 1. Within any class, all shareholders should have the same voting
rights. All investors should be able to obtain information about the voting rights attached to all
classes of shares before they purchase. Any changes in voting rights should be subject to
shareholder vote. 2. Votes should be cast by custodians or nominees in a manner agreed upon
with the share’s beneficial owner.
Principle IIB. Insider trading and abusive self-dealing should be prohibited.

1

Principle IIC. Members of the board and managers should be required to disclose any material
interests in transactions or matters affecting the corporation.
Section III: Role of Stakeholders in Corporate Governance
Principle IIIA. The corporate governance framework should recognize the rights of stakeholders
as established by law and encourage active co-operation between corporations and stakeholders
in creating wealth, jobs, and the sustainability of financially sound enterprises. The corporate
governance framework should assure that the rights of stakeholders that are protected by law are
respected.
Principle IIIB. Where stakeholder interests are protected by law, stakeholders should have the
opportunity to obtain effective redress for violation of their rights.
Principle IIIC. The corporate governance framework should permit performance-enhancement
mechanisms for stakeholder participation.
Principle IIID. Where stakeholders participate in the corporate governance process, they should
have access to relevant information.
Section IV: Disclosure and Transparency
Principle IVA. The corporate governance framework should ensure that timely and accurate
disclosure is made on all material matters regarding the corporation, including the financial
situation, performance, ownership, and the governance of the company. Disclosure should
include, but not be limited to, material information on: 1. The financial and operating results of
the company. 2. Company objectives. 3. Major share ownership and voting rights. 4. Members of
the board and key executives, and their remuneration. 5. Material foreseeable risk factors. 6.
Material issues regarding employees and other stakeholders. 7. Governance structures and
policies.
Principle IVB. Information should be prepared, audited, and disclosed in accordance with high
quality standards of accounting, financial and non-financial disclosure, and audit.
Principle IVC. An annual audit should be conducted by an independent auditor in order to
provide an external and objective assurance on the way in which financial statements have been
prepared and presented.
Principle IVD. Channels for disseminating information should provide for fair, timely and costeffective access to relevant information by users.
Section V: Responsibilities of the Board
Principle VA. The corporate governance framework should ensure the strategic guidance of the
company, the effective monitoring of management by the board, and the board’s accountability
to the company and the shareholders. Board members should act on a fully informed basis, in
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good faith, with due diligence and care, and in the best interest of the company and the
shareholders.
Principle VB. Where board decisions may affect different shareholder groups differently, the
board should treat all shareholders fairly.
Principle VC. The board should ensure compliance with applicable law and take into account
the interests of stakeholders.
Principle VD. The board should fulfill certain key functions, including: 1. Reviewing and
guiding corporate strategy, major plans of action, risk policy, annual budgets and business plans;
setting performance objectives; monitoring implementation and corporate performance and
overseeing major capital expenditures, acquisitions and divestitures. 2. Selecting, compensating,
monitoring and, when necessary, replacing key executives and overseeing succession planning.
3. Reviewing key executive and board remunerations, and ensuring a formal and transparent
board nomination process. 4. Monitoring and managing potential conflicts of interest of
management, board members and shareholders, including misuse of corporate assets and abuse
in related party transactions. 5. Ensuring the integrity of the corporation’s accounting and
financial reporting systems, including the independent audit, and that appropriate systems of
control are in place, in particular, systems for monitoring risk, financial control, and compliance
with the law. 6. Monitoring the effectiveness of the governance practices under which it operates
and making changes as needed. 7. Overseeing the process of disclosure and communications.
Principle VE. The board should be able to exercise objective judgment on corporate affairs
independent, in particular, from management: 1. Boards should consider assigning a sufficient
number of non-executive board members capable of exercising independent judgment to tasks
where there is a potential for conflict of interest. Examples of such key responsibilities are
financial reporting, nomination and executive and board remuneration. 2. Board members should
devote sufficient time to their responsibilities.
Principle VF. In order to fulfill their responsibilities, board members should have access to
accurate, relevant and timely information.
This section sets out policy recommendations to improve the compliance of listed companies
with the OECD Principles of Corporate Governance. The next step is the development of a
detailed action plan. The action plan should be formulated in close cooperation with the Latvian
authorities and in consultation with the private sector, and other stakeholders. the detailed policy
recommendations made in the principle by principle review for the less than fully observed
Principles can be grouped under the following broad categories: legislative reform, institutional
strengthening and voluntary/private initiatives.
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ANNEX B: OECD PRINCIPLES MATRIX
Section I: The Rights of Shareholders
Principle IA.

Basic shareholders rights:

(a) Observed
(d) Materially not observed
Principle IB.

(b) Largely observed
(e) Not observed

(c) Partially observed

(b) Largely observed
(e) Not observed

(c) Partially observed

Efficient and transparent functioning of market for corporate control:

(a) Observed
(d) Materially not observed
Principle IF.

(c) Partially observed

Disclosure of capital structures and arrangements enabling control disproportionate to
equity ownership:

(a) Observed
(d) Materially not observed
Principle IE.

(b) Largely observed
(e) Not observed

The right to be adequately informed about, participate and vote in general shareholder
meetings (AGM):

(a) Observed
(d) Materially not observed
Principle ID.

(c) Partially observed

The right to participate in decisions on fundamental corporate changes:

(a) Observed
(d) Materially not observed
Principle IC.

(b) Largely observed
(e) Not observed

(b) Largely observed
(e) Not observed

(c) Partially observed

Requirement to weigh costs/benefits of exercising voting rights

(a) Observed
(d) Materially not observed

(b) Largely observed
(e) Not observed

(c) Partially observed

Section II: Equitable Treatment of Shareholders
Principle IIA.

Equal treatment of shareholders within same class

(a) Observed
(d) Materially not observed
Principle IIB.

(b) Largely observed
(e) Not observed

(c) Partially observed

Prohibition of insider-trading and self-dealing

(a) Observed
(d) Materially not observed

(b) Largely observed
(e) Not observed
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(c) Partially observed
.

Principle IIC.

Disclosure by directors and managers of material interests in transactions or matters
affecting the company

(a) Observed
(d) Materially not observed

(b) Largely observed
(e) Not observed

(c) Partially observed

Section III: Role of Stakeholders in Corporate Governance
Principle IIIA.

Respect of legal stakeholder rights

(a) Observed
(d) Materially not observed
Principle IIIB.

(b) Largely observed
(e) Not observed

(c) Partially observed

Performance-enhancing mechanisms for stakeholder participation

(a) Observed
(d) Materially not observed
Principle IIID.

(c) Partially observed

Redress for violation of rights

(a) Observed
(d) Materially not observed
Principle IIIC.

(b) Largely observed
(e) Not observed

(b) Largely observed
(e) Not observed

(c) Partially observed

Access to relevant information

(a) Observed
(d) Materially not observed

(b) Largely observed
(e) Not observed

(c) Partially observed

Section IV: Disclosure and Transparency
Principle IVA.

Disclosure of material information

(a) Observed
(d) Materially not observed
Principle IVB.

(c) Partially observed

Preparation of information, audit, and disclosure in accordance with high standards of
accounting, disclosure, and audit

(a) Observed
(d) Materially not observed
Principle IVC.

(b) Largely observed
(e) Not observed

(b) Largely observed
(e) Not observed

(c) Partially observed

Annual audit by independent auditor

(a) Observed
(d) Materially not observed

(b) Largely observed
(e) Not observed
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(c) Partially observed

Principle IVD.

Channels for disseminating information allow for fair, timely, and cost-efficient access to
information by users

(a) Observed
(d) Materially not observed

(b) Largely observed
(e) Not observed

(c) Partially observed

Section V: Responsibilities of the (Supervisory) Board
Principle VA.

Act on an informed basis, in good faith, with due diligence and care, in the best interest
of the company and shareholders

(a) Observed
(d) Materially not observed
Principle VB.

(b) Largely observed
(e) Not observed

(c) Partially observed

(b) Largely observed
(e) Not observed

(c) Partially observed

Objective judgment on corporate affairs

(a) Observed
(d) Materially not observed
Principle VF.

(c) Partially observed

Fulfillment of key functions, including corporate strategy, selection and monitoring of
management, remuneration, board nomination, monitoring of conflict of interest
including misuse of corporate assets and abuse in related party transactions, integrity of
accounting ,audit, governance practices and overseeing disclosure and communication.

(a) Observed
(d) Materially not observed

Principle VE.

(b) Largely observed
(e) Not observed

Compliance with law and taking into account stakeholders’ interests

(a) Observed
(d) Materially not observed
Principle VD.

(c) Partially observed

Fair treatment of each class of shareholders

(a) Observed
(d) Materially not observed
Principle VC.

(b) Largely observed
(e) Not observed

(b) Largely observed
(e) Not observed

(c) Partially observed

Access to accurate, relevant, and timely information

(a) Observed
(d) Materially not observed

(b) Largely observed
(e) Not observed

(c) Partially observed

This table attempts to summarize the comments in this report, benchmarked against the main items set out
in the OECD Principles of Corporate Governance.
Observed means that all essential criteria are generally met without any significant deficiencies Largely
observed means that only minor shortcomings are observed, which do not raise any questions about the
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authorities’ ability and intent to achieve full observance within a prescribed period of time Partially
observed means that, while the legal and regulatory framework complies with the OECD Principles,
practices and enforcement diverge. Materially not observed means that, despite progress, the shortcomings
are sufficient to raise doubts about the authorities’ ability to achieve observance Not observed means that
no substantive progress toward observance has been achieved (derived from IMF criteria for ROSCs)
Any comments are welcome
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ANNEX C – ACRONYMS, CONTACT DETAILS AND STATISTICS FOR THE
RIGA STOCK EXCHANGE
ACRONYMS
SMC: Securities Market Commission of Latvia
RSE:
Riga Stock Exchange
FCMC:
Financial and Capital Market Commission
CONTACT DETAILS
Riga Stock Exchange
Doma laukums 6
Riga, LV – 1885 LATVIA
Inese Purgaile
International Relations Manager
Email: inese@rfb.lv
Telephone:
Facsimile:
RSE Email:
Website:

(+371) 7212431
(+371) 7229411
rfb@rfb.lv
http://www.rfb.lv

STATISTICS
All statistics are taken from the RSE – Annual Statistical Survey (2001)
http://www.rfb.lv/statistics/pdfs/2001/2001.pdf

1

Industry of
Issuers

2

Equity Market – Capitalization

3

Equity Market – Turnover
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ANNEX D:
RESPONSE OF LATVIAN
AUTHORITIES

Riga, November __, 2002
Our ref.: 04.02.06.04.01./
Mr. Olivier P. Fremond
Program Manager
Corporate Governance Unit
Private Sector Advisory Services
The World Bank
1818 H Street, N. W., Washington, D. C.
UNITED STATES OF AMERICA
C.C.: Mr. Andris Kužnieks
Director
Structural Instruments Department
Ministry of Finance
REPUBLIC OF LATVIA

On the Publication of the ROSC Corporate Governance
Assessment for Latvia
Dear Mr. Fremond,
Following up your letter of October 15, 2002 sent to Mr. Roberts Zīle, please find below our opinion
that we would like to see attached to the publication of the ROSC Corporate Governance Assessment
for Latvia. Our opinion also includes the latest developments in the field.
Opinion of the Financial and Capital Market Commission
1. The third paragraph of the Executive Summary contains a statement that "the most serious problem
is compliance and enforcement". This statement, being so general, may be perceived as misleading,
because critical remarks were aimed primarily at the enforcement by courts, while recognizing
enforcement by the Financial and Capital Market Commission as adequate.
2. Principle IC. The second paragraph of the Description of Practice regarding the Principle IC is not
correct. The existing system allows shareholders intending to participate in a general meeting of
shareholders to block their shares, while trading in the remaining shares may continue. Moreover, as
the Law on Electronic Documents was adopted on October 31, 2002, the legislation allowing
electronic voting is already in place.
3. Principle IB. The specific situation in Latvia (where the majority of shareholders are passive
because most of them are natural persons who have acquired shares using privatisation certificates)
has shown that setting a quorum for a second general meeting of shareholders would seriously impair
corporate governance of listed companies and provide additional incentives for companies not to go
public. Therefore, the Commercial Law does not provide for a quorum for a second general meeting
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of shareholders. Such a decision has been taken after consultations with all interested parties. Also, the
Foreign Investors Council, which is the most active lobbyist for minority shareholder rights in Latvia,
has been in favour of the absence of any quorum requirements in the Commercial Law. During the
second general meeting of shareholders, only previously announced issues can be discussed, therefore
any shareholder can take an informed decision whether or not to participate in the meeting.
4. Principle ID. The description of practice regarding the Principle ID contains a reference to
preference shares that may be issued up to 100 percent of the par value of the equity capital and the
allegation that "the possible use of non-voting shares to obtain a disproportionate degree of control
compared to cash flow rights may discourage potential investors". We would like to make a general
comment that according to the Commercial Law it is not possible to acquire effective control without
acquiring voting rights. Therefore it is hard to see the cause for concern. Furthermore, we would like
to add that the Law on Securities provides for reporting in case of acquisition of voting rights
representing 1/10; 1/4; 1/2 and 3/4 of votes at the general meeting of shareholders. Thus a person who
has acquired the prescribed amount of voting rights must disclose this information, irrespective of the
company's capital structure. The Law on Securities provides an effective sanctions mechanism in case
of non-disclosure because the owner of non-disclosed voting rights may not exercise these rights at the
general meeting of shareholders. The draft Law on Financial Instruments Market provides also for the
so called "0 declaration" of major holdings, irrespective of whether they are acquired directly or
indirectly.
5. Principle VB. The description of practice contains an allegation that no laws or corporate
governance guidelines encourage fair treatment of all shareholders. Please be advised that the draft
Law on Financial Instruments Market contains provisions requiring equal treatment of all owners of
the same type and class of securities.

Looking forward to our successful cooperation in the future.
Yours sincerely,

Uldis Cērps
Chairman
Financial and Capital Market Commission
Republic of Latvia

Kristine Drevina
371 7774881
Kristine.drevina@fktk.lv
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