Cabinet 
Regulation No 501
on 11 June 2010
Procedure by which the Requests for the Guarantees to be Issued on Behalf of the State shall be Included in the Draft Annual State Budget Law, and the Procedure for the Issuance and Supervision of the Guarantees
Issued pursuant to Section 19.1, 

and Section 37, Paragraph two of the 
Law On Budget and Financial Management 
I. General Provisions
1. These Regulations prescribe: 

1.1. the procedure by which ministries and other central State authorities include requests for the guarantees to be issued on behalf of the State in a draft annual State budget law;
1.2. the procedure by which the Minister for Finance shall issue guarantees on behalf of State in accordance with the guarantee amount prescribed by the annual State budget law;
1.3. the procedure by which implementation of a project and fulfilment of the guarantee liabilities shall be supervised.
2. Guarantees issued on behalf of the State for study credits and student credits shall be included in the draft annual State budget law, issued and supervised in accordance with Chapter VII of these Regulations.
3. In the time limit prescribed in the regulatory enactment regarding the development and submission of a draft annual State budget law (a package of draft budget laws) and the medium-term macroeconomic development and fiscal policy framework, the Ministry of Finance shall determine the maximum permissible limit for the guarantees to be issued on behalf of the State (hereinafter – guarantee) and inform the line ministries thereof. The line ministries shall publish information regarding the possibilities to apply for the receipt of guarantees and the time limits for applying on their Internet home pages. 

II. Application by an Applicant for Inclusion of a 
Guarantee in a Draft Annual State Budget Law
4. In order to apply for a guarantee for implementation of the projects of the aid for commercial activity and the State investment projects, a guarantee applicant shall submit the following documents to the line ministry in the application time limit published by the line ministry: 

4.1. an application for a guarantee;
4.2. the declaration by the guarantee applicant that it is not classified as an undertaking that has entered into difficulties in accordance with the European Community guidelines on State aid for rescuing and restructuring firms in difficulty;
4.3. the business plan of the project for the implementation of which the guarantee credit is intended. The business plan of a project shall include evaluation and justification of other implementation alternatives of the project confirming that the guarantee is nationally the most rational aid instrument for ensuring implementation of the project;
4.4. information regarding the expected security for the guarantee;
5. A line ministry shall evaluate the documents referred to in Paragraph 4 of these Regulations and the compliance of the projects with the development planning documents of the relevant line ministry.
6. If in accordance with Paragraph 4 of these Regulations the submitted documents and the project do not comply with the development planning documents of the relevant line ministry, the line ministry shall not include the relevant project in the list of the projects of the guarantee applicants to be aided and inform the guarantee applicant thereof within 10 days following taking a decision, substantiating the reasons for the refusal.
7. A line ministry shall prepare a list of the projects of the guarantee applicants to be aided (arranged in order of priority of project implementation). The documents submitted in accordance with Paragraph 4 of these Regulations and the project evaluation provided by the line ministry shall be attached to the list, in which is also included the impact of the implementation of the project on the State budget, indicating separately the impact on economic development, and the State budget revenue and expenditure. The line ministry shall submit this information to the Ministry of Finance within the time limit prescribed in the regulatory enactments regarding the development and submission of a draft annual State budget law (a package of draft budget laws) and the medium-term macroeconomic development and fiscal policy framework.
8. The Ministry of Finance shall evaluate the submitted projects, determining the following criteria as priorities: 

8.1. credit risk;

8.2. compliance of the project to the approved development planning documents;
8.3. impact of the implementation of the project on the State budget.
9. The Ministry of Finance within the time limit prescribed in the regulatory enactments regarding the development and submission of a draft annual State budget law (a package of draft budget laws) and the medium-term macroeconomic development and fiscal policy framework following the evaluation of the projects in accordance with the criteria referred to in Paragraph 8 of these Regulations shall compile a list of the projects to be aided in order of priority and submit it to the Cabinet by attaching the information of the Ministry of Education and Science on the amount of the guaranty necessary for the study and student crediting referred to in Paragraph 42 of these Regulations.
10. The Cabinet shall approve the list of the potential guarantee applicants to be aided and of their projects for the issuance of the guarantees, including them in the draft annual State budget law.
III. Evaluation of Documents and Entering into Contracts
11. Following the coming into effect of the annual State budget law the guarantee applicants, which have been included in the annual State budget law, shall organise a tender in order to select a credit institution. Prior to announcement of the competition its by-law shall be accepted with the Minister for Finance and the competition commission shall include a representative from the Ministry of Finance. If as a result of the competition a credit institution is not selected, the guarantee applicant shall organise a repeated competition in order to select a credit institution.
12. Following the announcement of the results of a competition a guarantee applicant shall submit the following to the Ministry of Finance by 1 September of the financial year: 

12.1. the draft contract with a credit institution;
12.2. the updates of the documents referred to in Paragraph 4 of these Regulations;
12.3. contracts, which are necessary for project implementation (letters of intent and any other types of agreements with suppliers, purchasers and co-operation partners, if such have been entered into);
12.4. the operating financial report regarding a time period from the last closed financial year up to the last closed month (the operating financial report may not be older than two months);
12.5. the opinion of a commercial company of sworn auditors regarding the quality of the business plan of the project in accordance with the accepted international practice evaluation, financial analysis and modelling methods, possibilities of implementing a project, the financial position of the guarantee applicant and ability to repay the guarantee credit, as well as regarding the commercial viability of the project, justification of the anticipated revenue and expenditure, on the basis of the examination of the expected financial information;
12.6. information regarding security for the guarantee (immovable property or movable property) and the valuation by a certified assessor, which on the submission day of the guarantee application is not older than six months and in which an immovable property or movable property which has a calculated market value for a sales period up to 12 months has been valued. If such an evaluation is not available, the following shall be submitted: 

12.6.1. an evaluation for immovable property intended to be built utilising the guaranteed credit, with a calculated market value for a sales period up to 12 months following putting into service thereof (the evaluation of a similar immovable property shall be submitted);
12.6.2. an evaluation for movable property intended to be purchased utilising the guaranteed credit, with a calculated market value for a sales period up to 12 months (the evaluation of a similar movable property shall be submitted);
12.6.3. information regarding another security; and
12.7. if a commercial activity project is planned – a rating evaluation of the guarantee applicant issued by the credit institution, which is comparable to the long-term deposit rating determined by the international credit rating agencies “Moody’s Investors Service”, “Standard and Poor’s” or “Fitch Ratings”. 
13. A credit recipient shall pay the risk interest rate of the guarantee up to five percent per year of the credit balance for the issued guaranty (finances received from the credit institution but not repaid). The amount of the risk interest rate of the guarantee shall be determined by the Minister for Finance following evaluation of the documents necessary for issuing the guarantee, taking the following criteria into account: 

13.1. security for the guarantee;
13.2. legal status;
13.3. the liabilities;
13.4. earning ability;
13.5. the liquidity;
13.6. the risk of the project; and
13.7. the credit history.

14. If the planned guarantee is classified as an aid for commercial activity, prior to the taking of the decision referred to in Paragraph 17 of these Regulations, the responsible line ministry shall submit to the Ministry of Finance the European Commission decision regarding the compliance of the guarantee to the Treaty on the Functioning of the European Union. 

15. If a commercial activity project is planned, the credit recipient shall pay the risk rate of the guarantee, the percentage amount of which is determined in accordance with the rating evaluation of the loan recipient issued by the credit institution and the security offered (Annex).
16. The credit recipient shall pay a service charge for servicing the guaranteed loan in accordance with the price-list of the charged-for services of the Treasury determined in regulatory enactments. 
17. Following the evaluation of the documents the Minister for Finance shall take a decision regarding the issuance of a guarantee or refusal to issue the guarantee.
18. If a decision is taken to issue a guarantee, the Minister for Finance shall accept the credit contract entered into by the credit institution and credit recipient and sign a guarantee agreement with the credit institution, and the Minister for Finance and the credit recipient shall sign a contract securing liabilities, as well as a guarantee servicing and monitoring contract. 

19. If a decision is taken regarding refusal to issue a guarantee, the referred to decision shall be sent to the guarantee applicant within a period of 10 days following the receipt thereof, substantiating the reasons for refusal.
IV. Basic Conditions for Issuance of Guarantees
20. The minimum guaranteed credit amount for implementation of the projects of the aid for commercial activity shall be LVL 2 000 000. The minimum guaranteed credit amount for implementation of State investment projects shall not be determined. 

21. A guarantee included in an annual State budget law may be issued for the credit principal, payments of interest and demurrage for delayed payments, not exceeding the amount prescribed in the annual State budget law, but in the case of a project of the aid for commercial activity a guarantee may only be issued for the credit principal or in accordance with a European Commission decision.
22. The maximum time limit for repayment of the guaranteed credits shall be 30 years, starting from the day a loan agreement was entered into.
V. V. Supervision of the State-guaranteed Credits
23. During the validity of a guarantee agreement the credit institution shall submit the following information regarding the previous month to the Ministry of Finance on the first working day of each month: 

23.1. the credit rates determined for the reference period;
23.2. payments effected by the credit recipient;
23.3. delayed payments;

23.4. credit balance.
24. During the validity of a guarantee agreement the credit institution shall submit information regarding the credit payments effected and the credit rate applied to the payment to the Ministry of Finance within one working day.
25. During the validity of a guarantee servicing and monitoring contract the credit recipient shall submit the following information to the Ministry of Finance: 
25.1. each year by 30 April, 31 July, 31 October and 31 January – balance, profit or loss calculation and a cash flow report for three, six, nine or twelve months, respectively;
25.2. on the first working day of each month until complete receipt of the credit – information regarding the amounts paid out by the credit institution, indicating the date when the credit was received, the currency, in which the credit was received, and the interest rate to be applied to the relevant part of the credit. If a guarantee has not been issued for the full loan amount, the guaranteed amount of the amount paid out by the credit institution shall be indicated additionally.
25.3. information regarding the repayment of the credit principal and interest by the credit recipient (as well as a copy of the document certifying that the payment was effected and of the invoice) – no later than within three working days following the referred to payment was effected;
25.4. information that the credit recipient fully or partially will not be able to effect any payment in accordance with the credit contract, guarantee or guarantee servicing and monitoring contract, - no later than 30 days prior to the payment was effected; 
25.5. additional information regarding the financial position of the credit recipient (upon the request of the Ministry of Finance);
25.6. information regarding a claim in court by any person against the credit recipient for breach of obligations – without delay following the receipt of such information;
25.7. information regarding insolvency proceedings if such have been commenced, - without delay following the receipt of such information.
26. A credit recipient has the duty to insure the security for the guarantee during the validity the guarantee agreement in favour of the Ministry of Finance in accordance with the replacement value of the insured object specified by the insurer and to submit the insurance policy to the Ministry of Finance.
27. Until the commencement of paying out the guaranteed credit a credit recipient has the duty to harmonise the project procurement contracts with the Ministry of Finance and submit the documents certifying the receipt of the co-financing in accordance with the business plan of the project to the Ministry of Finance.
28. Within a period of 10 working days following signing the guarantee agreement (except in cases, if guarantees are issued in accordance with the procedure prescribed by Chapter VII of these Regulations) the Ministry of Finance shall send the information regarding the credit recipient (name, registration number and the date when the guarantee agreement was signed) to the Procurement Monitoring Bureau for inclusion in the contracting authority register.
29. A credit recipient shall be responsible for the implementation of the project and utilisation of the guaranteed credit in accordance with the objective of the project. The credit recipient shall effect all payments in a timely manner in accordance with the procurement contracts and shall precisely reflect all the effected payments in the accounting records, as well as perform an analytical record of the project finances and technical execution.
30. A credit institution following the receipt of the harmonisation referred to in Paragraph 27 of these regulations shall only effect payments for paying the invoices in accordance with the entered into contracts.
31. During the validity of the guarantee agreement, the Treasury shall organise the recording of the guarantee finances, register all settlements and financial liabilities related to the guarantee agreement and the guarantee servicing and monitoring contract.
32. In order to change the conditions of the guaranteed credit contract, the credit recipient shall harmonise the changes with the Minister for Finance. If the guarantee is classified as an aid for commercial activity, the responsible line ministry shall inform the European Commission regarding the changes in accordance with the requirements of the Law On Control of Aid for Commercial Activity. 

33. In order to amend the guaranteed credit contract, the security for the guarantee contracts and the guarantee servicing and monitoring contract, the credit recipient shall submit the substantiation for making the amendments and the documents referred to in Sub-paragraphs 40.2, 40.3, 40.4 and 40.5 of these Regulations to the Ministry of Finance.
34. Following evaluation of the documents referred to in Paragraph 33 of these Regulations the Minister for Finance shall take a decision whether to agree or disagree to the amendments to the guaranteed credit contract, the security for the guarantee contracts and the guarantee servicing and monitoring contract. 
35. If a decision has been taken to agree to the amendments to the credit contract, the security for the guarantee contracts and the guarantee servicing and monitoring contract, the credit recipient shall be notified thereof in writing within a period of 10 days.
36. If a decision has been taken not to agree to the amendments to the credit contract, the security for the guarantee contracts and the guarantee servicing and monitoring contract, the credit recipient shall be notified thereof in writing within a period of 10 days, indicating the reason for the refusal.
37. If the credit recipient and the credit institution have made amendments to the guaranteed credit contract without the written approval of the Minister for Finance, the guarantee shall cease to be valid. 

38. Once a year until the end of the implementation of the project the credit recipient shall submit a report regarding the progress of the implementation of the project to the line ministry and the Ministry of Finance. Two months following the end of the implementation of the project the credit recipient shall submit a final project report to the line ministry and the Ministry of Finance.
39. Within a period of six months following the end of the implementation of the project the line ministry shall submit a report regarding fulfilment of the project to the Cabinet.
VI. Re-crediting of the Guaranteed Credit
40. In order to perform re-crediting of the guaranteed credit, the credit recipient shall submit the following to the Ministry of Finance: 

40.1. justification for the necessity of the re-crediting;
40.2. in other cases – the operating financial report regarding the time period from the last closed financial year up to the last closed month (the operating financial report may not be older than two months)
40.3. the updated business plan of the project ;
40.4. market value evaluation of the security for the guarantee (not older than six months);
40.5. the opinion of a commercial company of sworn auditors regarding the quality of the business plan of the project in accordance with the accepted international practice evaluation, financial analysis and modelling methods, possibilities of implementing a project, the financial position of the guarantee applicant and ability to repay the guarantee credit, as well as regarding the commercial viability of the project, justification of the anticipated revenue and expenditure, on the basis of the examination of the expected financial information.
41. The Minister for Finance shall, within a period of 20 days following evaluation of the documents referred to in Paragraph 40 of these Regulations, take a decision regarding re-crediting of the guaranteed credit or refusal to re-credit the guaranteed credit.
VII. Guarantees issued on Behalf of the State for Study Credits and Student Credits
42. Two weeks prior to the development of the medium-term macroeconomic development and fiscal policy framework referred to in Paragraph 3 of these Regulations the Ministry of Education and Science shall submit to the Ministry of Finance the information regarding the amount of the State guarantee necessary for study and student crediting by attaching a substantiation (anticipated number of students, who will apply for study and student credits, anticipated credit amount for one student, fulfilment tendency for the State guarantees issued in previous years). Following the evaluation the Ministry of Finance shall include the amount of the necessary State guarantee in the maximum allowable guarantee limit referred to in Paragraph 3 of these Regulations. 
43. The guarantee to the credit institutions for the liabilities of students in accordance with the legal enactments regarding the procedure for granting, re-paying and cancelling study credits and student credits from the funds of the credit institution by means of a guaranty issued on behalf of the State, shall be issued following the receipt of the summary list of credit recipients approved by the Minister for Education and Science at the Ministry of Finance.
44. The Ministry of Education and Science shall include the following information in the summary list of credit recipients: 

44.1. credit recipients
44.2 the credit amount;
44.3. information regarding the guarantors (given name, surname, personal identity number of a natural person or name and taxpayer registration number of the local government), or information regarding the pledge (name, number and market value of the securities shall be indicated, but in respect of immovable property– market value ).
45. Following the receipt of the summary list of credit recipients the Minister for Finance shall sign a guarantee agreement with the credit institution and a guarantee servicing contract which shall be entered into by the Ministry of Finance, the Ministry of Education and Science and the credit institution.
46. A credit institution shall administer credits and make recovery of unpaid credits if a credit recipient or a guarantor – a natural person or a local government – following the expiration of the time limit stated in the credit contract regarding the receipt of credits from the resources of the credit institution on behalf of the State does not voluntarily repay the credit amount, including: 

46.1. submit a statement of claim to the court and pay all the court costs; 
46.2. request and receive a writ of execution from the court;
46.3. submit a writ of execution to the bailiff for execution;
46.4. if the bailiff in accordance with regulatory enactments has returned a statement of claim back to the credit institution, once a year repeatedly submit a writ of execution to the bailiff for execution;
46.5. once a quarter submit information to the Treasury regarding recovery activities performed by indicating the date when the writ of execution was issued; the date when the writ of execution was issued to the bailiff; the date when the bailiff in accordance with the regulatory enactments has returned the writ of execution to the credit institution; the reason for the return of the writ of execution and the date when the writ of execution was repeatedly issued to the bailiff for the performance of recovery activities. 
VIII. Closing Provisions
47. Cabinet Regulation No 513 of 12 July 2005, Procedures for the Issuance and Supervision of Guarantees (Latvijas Vēstnesis [Official Gazette of the Government of Latvia] 2005, No111) is repealed.
48. The Ministry of Finance shall determine the maximum permissible limit for the guarantees to be issued in 2011 in accordance with Cabinet Order No 91 of 22 February 2010 Regarding the Measures to be Performed for Ensuring the Fiscal Consolidation of the State Budget for 2011 and 2012, and regarding the medium-term macroeconomic development and fiscal policy framework for 2011-2013 referred to in Annex 3, Clause 1 of the Draft Law On the State Budget for 2011, as well as inform the line ministries regarding the further time limits for submission of the evaluations of guarantees and priority lists for the Draft Law On the State Budget for 2011.
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Risk Rates
	Base Points of the Guaranteed Loan Reserve

	No
	Evaluation category
	Security

	
	
	high
	average
	low

	1.
	Strong (AAA-A)
	60
	75
	100

	2.
	Good (BBB)
	75
	100
	220

	3.
	Satisfactory (BB)
	100
	220
	400

	4.
	Weak (B)
	220
	400
	650

	5.
	Poor/financial difficulties (CCC and lower)
	400
	650
	1000
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